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PROGRAM  OF  THE  FORTY-FOURTH  ANNUAL  MEETING 

MoxsAT,  D#c#m6#r  $8, 1931 
10 KX)  Aoc    Rouiro  Tablx  CoKRBZjrcis  (Joint  meeting  with  the  Business  Historical 
Society) 

1.  Prio<U§  ]Snt§rprii§  in  Beonamie  Hiiiory 
Ch&irman:  K  L.  Bogart,  University  of  Illinois. 

Ducubsiok:  N.  S.  B.  Gras,  Harvard  University;  William  Jaff6»  North- 
western University;  Edwin  F.  Gay,  Harvard  university;  I.  Lippincott, 
Washington  University;  Carter  Goodrich,  Colwnbla  University;  F.  L. 
Ryan,  University  of  Oklahoma;  Thomas  P.  Martin,  Library  of  Con- 
gress. 

2.  Shorter  Working  Tims  and  UnomploytMnt  (Joint  meeting  with  Ameri- 

can Association  for  Labor  Legislation) 

Chainnan:  N.  A.  Weston,  University  of  Illinois. 

DiscuanoK:  T.  N.  Carver,  Harvard  University;  S.  M.  Levin,  College 
of  the  City  of  Detroit;  J.  P.  Frey,  American  Federation  of  Labor; 
E.  H.  Johnson,  Emory  University;  T.  R.  Snavely,  University  of  Vir- 
ginia. 
8.    Quantitative  Eeonomiee  (Joint  meeting  with  Econometric  Society) 

Chairman:  Irvine  Fisher,  Yale  University. 

Discubbiok:  J.  II.  Rogers,  Yale  University;  Malcolm  C.  Rorty,  Lusby, 
Maryland;  Mordecai  Esekiel,  Federal  Farm  Board;  R.  B.  Westerfldd, 
Yale  University;  C.  O.  Hardy,  Brookinss  Institution;  E.  J.  Workins, 
Stanford  University;  Z.  0.  Dickinson,  University  of  Michigan;  W.  M. 
i'ersons.  New  York  City;  W.  Leontief,  National  Bureau  of  Economic 
Research. 
S:0O  P.X.  FnsT  Snsiov  (Joint  meeting  with  the  American  Statistical  Associa- 
tion and  the  American  Association  for  Labor  Legislation) 

Presiding  OflSceri  Joseph  H.  Willits,  University  of  Pennsylvania. 

General  Topic:  Technological  Change  a$  a  Factor  in  Unemployment. 

Papers t  Alvin  H.  Hansen,  University  of  Minnesota;  Harry  JeromCy 
University  of  Wisconsin;  Sumner  Slichter,  Harvard  University. 

Discubsiok:  Ewan  Clague,  Community  Council  of  Philadelphia;  Royal 
H.  Montgomery,  Cornell  University;  Boris  Stem,  U.  S.  Bureau  of 
Labor  Statistics;  Albion  G.  Taylor,  College  of  William  and  Mary. 
5:00  P.M.    MzsTiKO  OP  THS  ExECunvz  Committee 
8K)0  P.M.    Secoxd  Sessioit 

Presiding  Officer:  M.  B.  Hammond,  Ohio  State  University. 

General  Topic:  Economic  Organization  and  the  Control  of  Industry. 

Papers:  H.  I.  Harriman,  New  England  Power  Company,  Boston,  Massa- 
chusetts; R.  G.  Tugwell,  Columbia  University. 

Ducttssiox:  L.  L.  Lorwin,  Brookings  Institution;  R.  A.  Flanders,  Lamp- 
son  and  Jones  Company,  Springfleid,  Vermont;  John  G.  Ohsol,  Amtorg 
Trading  Corporation,  New  York  City;  W.  L.  Thorpe,  Amherst  College. 
TuMDAT,  December  f9,  19S1 

9. -00  A.M.    BirsiKEss  Meethtg — Reports  of  Officers  and  Committees,  etc 
10  KK)  A.M.    RoiTXD  Table  Cokpebexces 

1.  Institutional  Economics 

Chairman:  W.  H.  Kiekhofcr,  University  of  Wisconsin. 
DiaciTtBiox:  J.  M.  Clark,  Columbia  University;  P.  T.  Homan,  Cornell 
University;  H.  M.  Fletcher,  University  of  Pittsburgh;  M.  Wasserman, 
University  of  Illinois. 

2.  Elasticity  of  Demand  as  a  Useful  Marketing  Concept   (Joint  meeting 

with  the  National  Association  of  Teachers  of  Marketing  and  Adver- 
tising) 

Chainnan:  E.  D.  McGarry,  University  of  Buffalo. 

DiBcussiox:  Neil  H.  Borden,  Harvard  University;  R.  S.  Valle,  Univer- 
sity of  Minnesota;  J.  E.  Boyle,  Cornell  University;  Hugh  E.  Agnew, 
New  York  University;  Donald  R.  Cowan,  Swift  and  Company,  Chi- 
cago; J.  F.  Pyle,  Marquette  University;  Wells  A.  Sherman,  U.  S.  De- 
partment of  Agriculture. 
8.  Investments  of  Lxfe  Insurance  Companies  (Joint  meeting  with  the  Ameri- 
can Statistical  Association) 

Chairman:  Solomon  S.  Huebner,  University  of  Pennsylvania. 

Dibcubsioh:  Robert  Riegel,  University  of  Buffalo;  Samuel  H.  Nerlove, 


Unlvenity  of  Chicago;  D.  CL  Rose^  Scodder,  Stevens  and  Qark;  M.  C 
Rorty.  Lusby,  Marjiand;  H.  D.  Corey,  College  of  William  and  Mary; 
J.  L.  Mahoney,  University  of  Pittsburgli. 
12M  P.M.    RouKo  Tablx  CoirnsBKai 

1.    Real  Estate  in  the  Businese  Cycle 

Chairman:  Richard  T.  Ely,  Institute  for  Economic  Research. 

Discubbiok:  Richard  T.  Ely,  Institute  for  Economic  Research;  J.   R. 
Riggleman,  U.  S.  Department  of  Commerce;  Ernest  M.  Fisher,  Uni- 
versity  of  Michigan;  W.  0.  Ciarlc,  Queens  College. 
2:80  P.1C    Thibd  Sbshok  (Johit  meeting  with  the  American  Political  Science  As- 
sociation) 

Presiding  OiBcert  Felix  Morley,  Brooldngs  Institution. 

General  Topic:  Inveetmente  and  National  PoUey  of  the  United  Stater 
in  Latin  Atneriea, 

Papers:  Max  Wlnlder,  Bertron,  Briscom  and  Company,  New  York  City; 
W.  W.  Cumberland,  Wellington  and  Company,  New  York  City. 

Discubsiok:  V.  S.  Clarlc,  Library  of  Congress;  Walter  H.  C.   Laves» 
Hamilton  College;  J.  R.  Me«,  University  of  Oregon;  B.  H.  Williams, 
University  of  Pittsburgh;  Lawrence  Dennis,  New  York  City. 
SKK)  P.JC.    FoTTRTH  Session  (Joint  meeting  with  the  American  Sociological  Society^ 
and  the  American  Statistical  Association) 

Presiding  Officer:  Hon.  Ray  Lyman  Wilbur,  Secretary  of  the  Interior. 

Presidential  Addresses:  Emory  S.  Bogardus,  American  Sociological  So- 
ciety;' Ernest  L.  Bogart,  American  Economic  Association;*  WiUiam 
F.  Ogbum,  American  Statistical  Association.' 
Wbdkesdat,  December  SO,  19S1 

9K)0  ▲.]£.    BuBiKESs  MsEmra — Election  of  Officers,  etc 
10  KK)  A.M.    Fifth  Sessiov 

Presiding  Officer:  Ray  B.  Westerfleld,  Yale  University. 

General  Topic:  Recent  Chanffee  in  Banking, 

Papers:  James  W.  Bell,  Northwestern  l/niversity;  W.  E.  Spahr,  New 
York  University. 

DncuMiov:  F.  A.  Bradford,  Lehigh  University;  G.  W.  Dowrie,  Stanford 
University;  J.  F.  Bell,  Temple  University;  H.  H.  Preston,  University 
of  Washington. 
2M  P.X.    Sixth  Ssmoy 

Presiding  Officer:  W.  M.  W.  Splawn,  American  University. 

General  Topic:  The  Changing  Character  of  the  TraneportcUion  System, 

Papers:  J.  B.  Eastman,  Interstate  Commerce  Commission;  Stuart  Dag- 
gett, University  of  California. 

Discubsiok:  M.  L.  Fair,  Temple  University;  H.  C  Kidd,  University  of 
Pittsburg^;  S.  Peterson,  University  of  Michigan;  D.  P.  Locklin,  Uni- 
versity of  Illinois. 

*  Will  be  published  by  the  American  Sociological  Society. 

*  Win  be  published  in  the  March,  1982,  issue  of  the  American  Bconomio  Review, 
'  Will  be  published  by  the  American  Statistical  Association. 


THE  parpose  of  the  American  EcQnomic  As- 
sociation, according  to  its  charter,  is  the  en- 
couragement of  economic  research,  the  issue  of  publi- 
cations on  economic  subjects,  and  the  encouragement 
of  perfect  freedom  of  economic  discussion.  The  As- 
sociation as  such  will  take  no  partisan  attitude,  nor 
will  it  commit  its  members  to  any  position  on  prac- 
tical economic  questions.  It  is  the  organ  of  no  party, 
sect,  or  institution.  Persons  of  all  shades  of  economic 
opinion  are  found  among  its  members,  and  widely 
different  issues  are  given  a  hearing  in  its  annual  meet- 
ings and  through  its  publications.  The  Association, 
therefore,  assumes  no  responsibility  for  the  opinions 
expressed  by  those  who  participate  in  its  meetings. 

F.  S.  Dkiblbb 
Secretary 


ROUND  TABLE  CONFERENCES 

PRIVATE  ENTERPRISE  IN  ECONOMIC  HISTORY 
E.  L.  BooART^  Chairman 

N.  S.  B.  Grab. — The  size  of  the  bnsiness  unit  is,  of  course,  relative  to  time 
and  place.  The  business  man  who  once  loomed  large,  because  bigger  than  his 
fellows,  now  appears  to  ns,  in  an  age  of  big  things,  to  be  small  indeed. 

The  traveling  merchant,  growing  up  with  town  economy,  is  perhaps  the 
first  business  man  who  could  be  thought  of  as  falling  within  our  present 
interest.  He  aimed  at  being  a  wholesaler,  but  was  somewhat  hampered  by 
town  regulations  and  even  more  by  the  circumstance  of  his  traveling  about. 
The  rise  of  a  class  of  sedentary  merchants  in  the  well-developed  towns  of 
the  ancient  and  medieval  periods  tended  to  drive  the  first  type  of  merchant  out 
of  existence.  This  new  class  had  advantages  in  capital  and  management  and 
in  the  gradual  diversification  of  its  functions  to  include  insurance  underwrit- 
ing, common  warehousing,  common  carriage,  and  banking. 
,  Following  the  industrial  revolution  came  a  new  type  of  specialized  busi- 
ness man,  a  pioneer  like  the  traveling  merchant.  He  needed  a  great  deal  of 
technological  skill,  larger  amounts  of  capital,  and  special  application  to  one 
set  of  problems.  Such  were  Slater,  Baldwin,  Vanderbilt,  and  Cunard. 

The  competition  of  the  last  generation  has  led  to  combinations,  vertical 
and  horizontal,  in  which  not  special  skill  has  been  the  requisite  but  managerial 
capacity.  Joint-stock  companies  and  financial  institutions  have  provided  the 
capital.  A  growing  class  of  experts  has  taken  charge  of  particular  managerial 
jobs.  Schools  of  business  and  institutes  of  technology  are  furthering  this. 

Thus  there  seems  to  have  been  a  swing  in  history  from  the  specialist  to  the 
non-specialist,  to  the  specialist  again  and  then  once  again  to  the  non-specialist. 
William  Japf6. — Both  economic  history  and  economic  theory  deal  with  an 
abstraction.  Economic  life  is  continuous  with  all  other  phases  of  social  exist- 
ence— the  political,  the  legal,  the  religious,  the  technological,  the  sentimental, 
the  aesthetic,  and  so  on.  Consequently  when  we  select  for  special  treatment 
certain  more  or  less  homogeneous  elements,  say  economic  elements,  out  of 
the  intricate  complex  which  makes  up  the  whole  of  social  life,  we  are  per- 
fonning  an  act  of  abstraction.  It  does  not  make  any  difference  whether  we 
look  upon  these  elements  as  logically  concatenated  in  a  system  of  causes  ir- 
respective of  time  and  place,  or  whether  we  look  upon  them  as  temporally 
concatenated  in  an  historical  sequence;  in  either  case  the  very  thing  we  are 
looking  at,  economic  life,  is  an  abstraction.  The  economic  theorist  is  always 
conscious  of  this  fact.  The  economic  historian,  however,  generally  labors  un- 
der the  illusion  that  he  has  nothing  to  do  with  abstraction,  simply  because 
the  subject  matter  of  his  studies  appears  more  positive  and  concrete.  In  fact, 
the  subject  matter  of  economic  history  is  no  less  abstract,  no  less  conceptually 
torn  from  the  sum  total  of  reality  than  the  subject  matter  of  economic  theory. 
Unless  the  economic  historian  makes  it  a  point  consciously  to  cope  with  the 
specific  problem  of  abstraction  which  he  faces  he  is  bound  to  work  blindly. 
He  can  only  guess;  he  cannot  know  that  what  he  is  studying  is  economic 
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history.  It  may  be  something  or  anything  else  in  the  whole  wide  expanse  of 
sociological  phenomena. 

This  leads  ns  to  the  question:  "How  delimit  the  field  of  economic  history?'* 
Obviously  the  act  of  establishing  frontiers^  where  none  exist  in  nature,  must 
be  arbitrary;  but  it  need  not  for  that  reason  be  vague,  capricious,  or  irrational 
What  principle  would  it  be  best  to  invdce?  It  would  seem  best,  would  it  not, 
to  invoke  the  economic  principle  in  determining  the  field  of  economic  history? 
This  is  exactly  what  Karl  Biicher  does  in  the  opening  paragraphs  of  his 
Volkiwirtschaftliche  Eniwicklungssiufen.  There  he  defines  the  adjective  "eco- 
nomic" as  descriptive  of  those  relations  between  man  and  his  environment  by 
which  man  seeks  to  attain  the  greatest  possible  satisfaction  at  the  least  pos- 
sible cost,  in  terms  of  sacrifices.  Moreover,  Biicher  endows  the  word  "eco- 
nomic" with  a  social  content,  since  the  maximising  of  satisfactions  and  the 
minimiaing  of  real  costs  have  in  human  experience  been  best  accomplished 
through  organized  association.  Another  way  one  may  define  the  adjective 
"economic"  is  to  make  it  descriptive  of  those  social  relations  which  arise 
from  the  necessity  of  only  partially  satisfying  wants,  since  means  for  com- 
plete satisfaction  are  lacking.  The  social  mechanism  whereby  economic  ends 
are  realised  has  been,  at  least  in  modem  times,  the  market,  in  which  the  agents 
are  mainly  individual  enterprises.  Would  it  not  seem  logical,  therefore,  to 
limit  the  field  of  modem  economic  history  to  those  social  phenomena  which 
may  be  translated  into  terms  of  an  exchange  of  goods  and  services  in  which 
the  traders  actuated  by  the  motives  of  private  enterprise  try  to  get  as  much  as 
possible  for  as  little  as  possible? 

The  most  important  service  which  the  definition  of  the  field  of  economic 
history  in  terms  of  the  economic  principle  would  perform  would  be  to  make 
possible  the  use  of  a  key  to  modem  economic  history. 

What  do  I  mean  by  a  key?  I  mean  a  rational  device  for  unlocking  the 
secrets  of  the  causal  nexus  between  events.  Too  often  has  the  economic  his- 
torian fallen  victim  to  the  fallacy  of  post  hoc  ergo  propter  hoc.  There  are  two 
ways  of  escaping  this  fallacy.  Ohae  is  to  avoid  the  problem  altogether,  by  set- 
ting down  simply  a  faithful  record  of  events  in  a  vaguely  determined  cate- 
gory without  any  reference  to  links  between  events.  This  would  give  us  eco- 
nomic chronicles,  the  raw  or  semicooked  data  of  economic  history.  It  does  not 
give  us  economic  history.  The  other  way  is  strictly  to  isolate  some  particular 
aspect  of  the  flow  of  events  which  lends  itself  to  causal  analysis.  Then  the 
economic  historian  must  attempt  to  identify  given  historical  sequences  with 
established  universal  statements  of  invariable  causal  relationships.  This  is, 
after  all,  the  essence  of  the  operation  by  which  all  causal  nexus  are  discovered. 
If  it  be  asked  where  shall  these  statements  of  invariable  causal  relationships 
be  found,  I  should  reply  in  the  economic  theory  of  the  exchange  of  goods  and 
services.  Professor  Werner  Sombart's  opinion  to  the  contrary  notwithstand- 
ing. Bishop  Whately's  science  of  catallactics — to  be  sure,  in  its  modem  form 
— is  still  a  mine  of  precious  ore  from  whence  the  economic  historian  may  ex- 
tract the  metal  to  forge  the  key  of  his  understanding. 

It  may  be  objected  that  if  tiie  field  of  economic  history  be  limited  as  I 
have  indicated,  then,  indeed^  though  it  be  raised  to  a  plane  of  abstraction 
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▼here  the  light  of  understanding  mnj  penetrate  all^  it  will  be  too  remote 
bom  reality.  It  will  be  merely  an  oversimplified  travesty  of  the  movement  of 
e?ent8.  It  may  be  argaed^  therefore^  that  the  economic  historian  should  por- 
tny  history  as  life  and  not  as  a  geometrical  demonstration  in  which  one  of 
the  dimensions  is  time.  To  this  I  should  reply  that  we  are  faced  with  a  dilem- 
ma: we  can  either  have  fall  description  without  understandings  where  each 
one  may  pick  some  facts  to  support  what  he  wishes  to  believe^  or  we  can  dis- 
sect the  sum  total  of  reality  according  to  an  ideal  plan  conceived  for  the 
purpose  of  revealing  the  causal  interlocking  of  successive  occurrences.  Which 
horn  of  this  dilemma  I  choose  is  evident. 

The  limitation  of  the  field  of  economic  history  to  an  area  where  the  catal- 
lactic  key  will  work  is  not  as  narrow  as  it  at  first  appears.  In  fact,  it  often 
indndes  more  than  the  economic  historian  ordinarily  looks  for.  In  order  that 
the  catallactic  key  may  function  it  is  necessary  to  have  not  only  records  of 
prices  of  goods  but  also  records  of  quantities  of  goods  traded.  Now^  M. 
Labronsse,  in  a  recent  article  in  the  Remie  d'Historie  Ecanomique  et  Socude 
on  the  price  of  grain  in  France  in  the  eighteenth  century,  criticizes  older 
records  of  prices,  displays  newly  unearthed  records,  calculates  averages,  and 
plots  movements  of  prices ;  but  he  explains  nothing  and  can  explain  nothing 
▼ithoot  reference  to  the  quantities  of  wheat  sold,  and  to  the  effect  of  these 
quantities  on  prices.  If  the  economic  historian  is  not  content  simply  with  dis- 
oovering  and  chronicling  prices  (I  am  not  unaware  that  this  alone  is  a  Her- 
colean  task)  but  if  he  wishes  to  explain  the  prices  recorded,  then  he  is  bound 
to  examine  the  extent,  the  functioning,  and  the  devices  of  the  market  where 
the  prices  are  cried.  He  is  bound,  furthermore,  to  set  forth  whether  these 
prices  are  determined  by  competition,  by  monopoly,  or  by  public  regulation. 
And  since  the  degree  of  arbitrariness  which  can  possibly  enter  into  the  public 
regulation  of  prices  is  distinctly  limited,  an  explanation  of  prices  resolves  it- 
self, in  fijial  analysis,  into  an  application  of  the  logic  of  competitive  or  mo- 
nopolistic price  determination. 

Economic  history,  restricted  to  economic  phenomena,  also  includes  studies 
of  the  rise  of  the  business  man.  The  special  propensities  of  the  modern  busi- 
ness man  have  probably  always  existed  just  as  the  special  propensities  of 
the  ascetic,  the  mariuder,  and  the  saint  even  now  exist;  but  the  opportunities 
lor  the  development,  practice,  and  fruitful  exercise  of  these  propensities  do 
not  always  exist  in  the  same  measure.  Though  economic  history  properly 
speaking  is  more  concerned  with  the  vicissitudes  of  these  opportunities  (that 
is,  with  the  rise  and  development  of  the  market)  than  with  the  calculating 
sool  of  the  business  man,  still  it  is  impossible  to  follow  the  working  out  of 
the  economic  principle  without  giving  attention  to  the  human  agents  who 
make  this  principle  real.  What  I  object  to  is  the  point  of  view  which  attempts 
to  forge  the  key  of  causal  analysis  from  such  flimsy  stuff  as  the  bourgeois 
spirit  which  is  conceived  as  penetrating  the  soul  of  man  at  the  close  of  the 
mediaeval  epoch  by  an  act  of  special  creation. 

Nor  do  the  limitations  which  I  propose  for  economic  history  exclude  such 
studies  as  those  of  the  industrial  revolution  or  of  technological  advance  in 
industry  and  agriculture.  Technological  progress  should,  however,  be  re- 
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garded  only  from  one  point  of  view ;  that  is^  from  the  economic  point  of  view. 
Economic  history  is  not  concerned  with  tracing  the  progress  of  mechanical 
engineering;  it  is  concerned  only  with  revealing  how  a  given  type  of  cotton 
loom,  for  instance,  enables  the  entrepreneur  to  exchange  his  f mids  available 
for  fixed  and  circulating  investments  more  advantageously  than  he  could  with 
any  other  cotton  loom  known. 

Thus  modem  economic  history,  conceived  in  terms  of  the  exchange  of 
goods  and  services,  gives  us,  to  be  sure,  an  idealised  and  abstract  picture; 
but  not  so  idealized  and  abstract  as  to  lose  all  semblance  of  reality.  On  the 
contrary,  we  still  have  a  complex  ever-changing  pattern  made  up  of  spiritnali 
social,  and  technological  entities. 

The  proposal  that  I  am  making  to  restrict  the  field  of  economic  history 
to  an  area  where  the  logic  of  the  exchange  of  goods  and  services  may  act 
as  a  key  to  causal  analysis  is  frankly  a  tentative  one.  It  is  offered  as  a  solu- 
tion, not  as  the  solution  of  a  neglected  problem — ^the  problem  of  establishing 
causal  links  between  events  on  rigorously  logical  lines.  I  should  like  to  dose 
by  quoting  Abb6  Galiani  who  hoped  that  the  thesis  developed  in  his  Delia 
Moneta  would  "be  attacked  with  reason  and  honesty  by  anyone  who  had  a 
different  and  better  opinion." 

Edwin  F.  Oat. — Economic  history  furnishes  a  long  commentary  on  the 
vicissitudes  of  the  persistent  struggle  between  the  principles  of  free  compe- 
tition and  of  a  controlled  economy.  The  craft  gilds  of  the  mediaeval  towns 
were  decidedly  opposed  to  free  competition,  yet  the  very  number  of  their 
regulations  indicated  the  growth  of  competition.  From  the  many  phases  of 
the  succeeding  movement  toward  control,  three  points  were  presented  for  dis- 
cussion. 

The  rise  of  the  merchant-entrepreneur,  notably  in  the  textile  industries, 
with  expanding  competition  in  a  wide  market,  led  to  steps  toward  control 
within  the  individual  enterprise.  Increasing  emphasis  was  placed  upon  the 
time  element  and  upon  contracts  for  future  delivery,  which  were  binding  to- 
gether all  the  factors  in  the  industry.  But  the  entrepreneur  found  it  diffi- 
cult to  enforce  prompt  delivery  upon  the  home-workers  of  the  prevailing  sys- 
tem of  industry.  Partly  for  this  reason  the  masters  turned  to  the  factory  sys- 
tem. 

In  the  competition  for  the  consumers'  dollar  it  has  been  ordinarily  held 
that  demand,  in  itself  indefinitely  expansible,  is  limited  only  by  purchasing 
power.  But  economic  history  shows  that  over  long  periods  of  time  human 
wants  settle  into  fixed  or  stable  patterns  of  demand,  and  even  under  the 
stimulus  of  modem  conditions  this  pattern  offers  "consumer-resistance."  The 
inherent  viscosity  of  the  demand,  as  found  in  large  social  groups,  should  be 
taken  into  account,  as  well  as  the  limits  of  purchasing  power. 

With  the  modem  tendency  toward  reducing  the  field  of  free  competition 
by  various  forms  of  control,  a  serious  error  is  made  when  rigidity  is  mis- 
taken for  stability.  Stability  means  the  maintenance  of  a  balance  between 
the  shifting  elements  of  the  economic  environment.  It  is  not  by  rigidity  of 
prices  or  of  business  policy,  but  by  a  watchful  adjustment  of  prices  and  poli- 
cies to  the  constantly  changing  situation  that  stability  may  be  attained. 

I.  LiPPiNcoTT. — ^An  age  of  invention  is  of  necessity  an  age  of  substitutes. 
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•Ithoagh  in  all  cases  the  new  disoovery  does  not  immediately  exert  a  substi- 
tute effect. 

We  may  think  of  substitutes  as  falling  into  at  least  three  classes:  (a)  Sub- 
stttute  industries^  as  for  example  aniline  for  vegetable  dyes;  synthetic  per- 
fumes for  those  manufactured  from  flowers^  herbs^  and  secretions  of  animals ; 
beet  for  cane  sugar,  and  com  sugar  for  both  under  some  competitive  condi- 
tions ;  coal  gas  for  animal  oils,  and  kerosene  and  subsequently  electric  light 
for  the  earlier  illnminants ;  artificial  leather,  rubber,  materials  for  twine  and 
textile  fabrics  to  replace  the  natural  raw  materials ;  synthetic  plastics  manu- 
factured from  derivatives  of  casein,  phenol,  cellulose,  and  urea  to  replace  a 
considerable  list  of  products  made  from  wood,  clay,  and  even  iron  and  steel. 
These  are  only  a  few  illustrations. 

(b)  Substitute  services,  as  transportation  by  pipe  line  for  crude  and  refined 
oil,  and  of  motor  trucks  and  busses  as  partial  substitutes  for  railway  service ; 
of  automobiles  and  busses  in  urban  transportation  for  street  cars ;  and  in  the 
retail  trade  of  package  goods  instead  of  the  old  bulk  system  of  distribution, 
(e)  Substitute  processes,  as  with  the  Bessemer,  Open  Hearth,  and  others  as 
more  modem  methods  of  manufacturing  steel;  and  various  processes  for  the 
production  and  refining  of  non-ferrous  metals.  In  this  class  belong  a  long 
list  of  substitute  processes  in  the  manufacture  of  food  products,  of  petroleum, 
textOes,  not  to  mention  than  alL 

The  primordial  effect  of  the  development  of  substitutes  is  to  widen  the 
scope  of  the  competitive  system,  to  open  new  avenues  of  attack  on  prospective 
monopoly,  to  offer  consumers  a  greater  range  of  choice  in  the  selection  of 
wares,  and  continually  to  liberate  him  from  restrictions  which  might  be  laid 
npon  his  market.  Second,  the  competitive  effect  of  substitutes,  once  they  have 
made  an  appearance,  leads  to  the  prying  into  the  secrets  of  nature  to  dis- 
cover processes  for  the  manufacture  of  goods  and  thereby  to  reduce  cost  and 
render  a  better  service.  This  applies  both  to  mechanical  methods  and  to  final 
consumer's  goods.  Hence  the  great  industrial  importance  of  chemical  and 
physical  research.  Moreover,  the  development  of  substitutes  often  causes  a 
considerable  shift  in  the  demand  for  raw  materials.  This  is  particularly  the 
case  where  the  new  product  serves  the  more  exacting  needs  of  all  classes  of 
consumers  because  the  raw  material  itself  must  satisfy  more  or  less  exact 
specifications. 

With  the  appearance  of  the  substitute  industries  the  defense  system  of 
indastrial  organization  begins  to  work.  The  substitute  increases  competition 
and  threatens  to  dislodge  labor  and  capital  in  the  older  industries.  This  con- 
dition is  met  either  by  the  older  industries  engaging  in  research,  or  in  the 
pooling  of  discoveries,  or  in  combination.  Thus  the  new  combination  move- 
ment, which  is  not  an  integration,  but  a  branching  out  into  nonr elated  lines, 
frequently  is  designed  to  absorb  the  substitute  industries. 

Finally  the  constant  appearance  of  substitute  industries  constantly  sup- 
plies a  disturbing  novelty  to  the  industrial  system.  It  is  an  element  in  in- 
dustrial instability,  in  technological  unemployment,  in  the  constant  need  for 
junking  equipment,  and  in  the  waste  involved  in  the  dislocations  of  capital 
and  labor. 
These  conditions  suggest  obstacles  to  any  effective  system  of  industrial 
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planning.  Under  the  present  system  industrial  uncertainty  is  one  of  the 
penalties  we  pay  for  progress.  No  doubt  the  advance  could  be  made  more 
orderly  by  some  system  of  planning,  but  it  would  result  in  the  postponement 
of  many  new  services,  and  goods,  which  the  consumer  has  been  educated  to 
expect  under  the  present  system.  And  such  planning  would  not  be  without 
a  considerable  money  cost. 

Carter  Goodrich. — My  point  follows  by  analogy  from  the  theory  under- 
lying the  emphasis  on  private  enterprise  in  this  discussion.  Just  as  economic 
historians  have  treated  the  activities  of  government  more  fully  than  those 
of  individual  businesses,  since  the  former  leave  the  more  convenient  records, 
so  also  we  have  given  relatively  too  much  attention  to  labor  organizations 
and  too  little  to  the  individual  worker.  We  have  many  trade  union  histories 
but  few  adequate  treatments  of  the  other  aspects  of  workers'  lives.  The  ex- 
planation is  a  similar  one.  Unions  adopt  constitutions  and  sign  agreements, 
but  ordinary  workers  leave  few  such  written  traces;  and  the  evidence  we 
should  most  desire  often  does  not  exist  at  all. 

What,  then,  can  be  used  ?  For  current  inquiries,  field  work,  of  course.  For 
the  recent  past,  the  results  of  such  studies  and  also  wage  comparisons.  Other 
evidence  may  be  gained  from  company  records,  such  as  those  collected  by  the 
Business  Historical  Society;  by  re-working  union  material  with  broader 
questions  in  mind;  from  material  collected  by  modem  social  historians;  oc- 
casionally even  from  physical  remains ;  and,  finally,  from  a  source  economists 
frequently  overlook,  the  accounts  of  workers'  lives  in  imaginative  literature. 

F.  L.  Ryan. — ^While  the  large  graduate  schools,  with  their  excellent  library 
facilities,  are  best  fitted  to  carry  on  certain  types  of  research  in  economics, 
other  institutions  have  unexcelled  opportunities  in  the  use  of  the  personal 
interview  as  a  primary  or  supplementary  research  tool.  This  type  of  material 
is  particularly  valuable  to  those  students  who  are  carrying  on  local  or  regional 
studies.  In  the  Middle  West,  many  valuable  studies  of  this  kind  can  be  made. 
Among  those  which  are  worthy  of  the  attention  of  scholars  may  be  included 
economic,  sociological,  and  anthropological  studies  of  the  Indian,  studies  in 
land  economics,  of  early  trade,  and  of  labor  problems  arising  out  of  the 
presence  of  the  Indian,  the  Negro,  the  Mexican,  and  the  hobo. 

Thomas  P.  Martin. — One  source  of  material  for  research  in  economic  and 
business  history  is  productive  enterprises  (that  is,  agricultural,  mining,  lum- 
bering, manufacturing,  etc.)  responsive  to  markets.  Representative  business ' 
organisations  (companies,  firms,  corporations,  or  of  whatever  category)  in 
each  section  of  the  nation  during  the  various  stages  of  its  history  have  created 
and  accumulated,  beginning  with  the  founder  or  founders,  important  series 
of  correspondence  (often  kept  as  private  papers),  directors'  minutes,  special 
and  periodic  reports,  account  books,  etc. ;  also,  files  of  circular  letters,  prices 
current,  advertising,  etc.  Such  sets  of  letters  and  papers  should  be  carefully 
coUected  in  each  section  for  various  periods  and  types  of  enterprises.  An 
important  but  incomplete  collection  may  be  supplemented  by  discoverable 
remnants  of  similar  collections. 

Marketing  and  transportation  enterprises  have  likewise  left  characteristic 
collections,  the  important  series  of  which  should  be  carefully  collected  and 
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preaenred.  The  extent  to  which  the  great  mass  of  routine  paper  shall  be 
preserved  from  destraction  depends  in  any  case  npon  its  merits  and  the 
space  available  for  such  purpose.  Much  may  be  destroyed,  especially  in  the 
eTent  of  obvious  duplication. 

Financial  houses^  particularly  the  dominant  ones  of  each  generation  of  the 
section  or  nation^  will  always  be  the  subjects  of  inquiry;  and  the  important 
Knta  of  the  papers  of  such  institutions,  though  defective  on  account  of  the 
large  amount  of  oral  negotiation  always  carried  on,  should  be  preserved  with 
particular  care,  along  with  the  private  and  most  confidential  financial  diaries, 
journals,  and  ledgers. 

Organized  groups  or  associations  of  business  enterprises  of  all  kinds  (man- 
ofacturers,  exporters,  traders,  bankers,  tariff  associations,  free  trade  asso- 
ciations, related  political  parties,  social,  humanitarian,  philanthropic,  educa- 
tional, and  religious  organixations)  have  left  behind  materials  which  may  in 
some  cases  be  richest  for  the  study  of  economic  trends  and  business  policy; 
but  the  archives  of  such  organizations,  lacking  permanent  homes,  have  often 
net  with  partial  if  not  total  destruction.  They  are  most  often  found  with 
the  private  papers  of  some  responsible  leader.  The  manuscripts  should  be 
supplemented  by  the  careful  collecting  of  the  fugitive  publications  (circulars, 
broadsides,  pamphlets,  etc.)  of  the  organization.  Committee  minutes  and  ac- 
connt  books  give  clues  to  the  fugitive  printed  material. 

The  private  papers  of  business  leaders  and  of  those  with  whom  they  cor- 
Rspooded,  from  the  nation's  president  down,  are  most  important. 


SHORTER  WORKING  TIME  AND  UNEMPLOYMENT 
N.  A.  Wbstok,  Chairman 

T.  N.  Carver. — Four  errors  are  found  in  the  reasoning  of  those  who  advo- 
cate the  reduction  of  the  working  time  of  labor  as  a  remedy  for  unemploy- 
ment. Firsts  the  staggered  week  or  the  staggered  day  does  not  reduce  unem- 
ployment; it  only  smears  it  more  evenly.  If  it  gives  employment  to  more  men 
it  also  inflicts  unemployment  on  more  men.  Instead  of  having  some  employed 
all  the  time  and  others  none  of  t:he  time^  it  has  all  workers  employed  a  part 
of  the  time  and  all  of  them  unemployed  a  part  of  the  time.  It  may  be  a  good 
thing  to  do,  but  it  does  not  increase  the  sum  total  of  employment  nor  decrease 
the  sum  total  of  unemployment. 

Second,  more  leisure  does  not  necessarily  increase  the  demand  for  goods. 
Even  if  it  should  increase  the  desire  for  goods,  that  desire  is  not  an  effective 
demand  unless  it  is  accompanied  by  the  ability  to  purchase.  Besides,  there  is 
no  reason  for  believing  that  more  leisure  would  even  increase  the  desire  for 
goods.  It  is  quite  possible  that  the  leisure  would  be  spent  in  the  cultivation  of 
the  arts  and  graces  of  leisure,  in  visiting  museums,  libraries,  and  art  gal- 
leries, or  hikes,  games  and  inexpensive  amusements.  If  the  cult  of  leisure 
should  result  in  the  popularization  of  Gandiism,  humanism  or  any  of  the 
highbrowisms,  it  would  decrease  the  desire  for  material  goods.  If  it  should 
result  in  more  gardening,  more  work  about  t:he  home  in  making  or  repairing 
furniture,  painting  and  repairing  the  house,  and  other  useful  avocations,  it 
would  cut  down  the  demand  for  the  products  of  our  wage-paying  industries. 

If,  therefore,  men  should  produce  just  as  much  in  the  shortened  day  or 
week  as  in  the  longer  one,  there  would  be  no  increase  in  the  demand  for  goods 
to  furnish  a  solution  of  the  problem  of  unemployment. 

Third,  if  men  are  to  receive  the  same  wages  for  a  reduced  product  per 
worker  it  will  raise  the  money  cost  per  unit  of  product.  That  it  would  reduce 
the  labor  cost  (in  terms  of  money)  is  merely  a  matter  of  long  division.  It 
would  also  increase  the  capital  cost  unless  labor  works  double  shifts  where 
it  now  works  single  shifts.  Unless  it  works  double  shifts,  the  working  time  of 
capital  as  well  as  of  labor  will  be  reduced  when  the  shorter  day  or  week  is 
adopted.  If  it  takes  more  laborers  to  turn  out  a  given  volume  of  product,  it 
will  also  take  more  machines,  engines,  buildings,  etc. 

When  the  cost  of  producing  a  unit  of  product  is  thus  increased,  the  price 
of  the  product  must  rise  in  all  except  the  monopolized  industries.  When  the 
cost  of  the  product  rises,  people  whose  money  incomes  have  not  been  in- 
creased, cannot  buy  so  many  units  of  product.  There  will  not  be  so  large  a 
volume  of  production  to  be  carried  on.  Even  though  each  worker  produces 
less,  it  may  not  take  any  more  workers  to  produce  the  reduced  volume  than  it 
took  before. 

Besides,  even  though  the  money  wages  of  workers  remain  the  same,  when 
the  prices  of  products  go  up,  their  real  wages  go  down.  Any  increase  in  the 
number  of  workers  employed  will  be  associated  with,  if  not  dependent  uxxm, 
this  reduction  in  real  wages.  The  same  results  would  have  been  secured  by  a 
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redaction  of  money  wages  in  the  first  place  without  any  rednction  in  the 
product  per  worker.  That  would  have  reduced  the  cost  and  the  price  per  unit 
of  product^  wage  workers  could  buy  approximately  as  many  units  as  before, 
wbile  others  could  buy  more  units.  This  would  call  for  a  larger  volume  of 
production  and  employ  more  workers^  though  at  lower  money  wages.  If, 
imder  the  shortened  working  time,  with  reduced  product  but  the  same  money 
▼ages  per  worker^  more  men  could  be  employed,  it  would  be  at  the  expense  of 
lower  real  wages. 

Fourth,  it  is  a  mistake  to  assume  that  the  same  results  would  follow  when 
the  shortened  working  time  is  adopted  in  all  industries  as  when  it  is  adopted 
in  one  or  a  few.  One  industry  might  reduce  its  product  per  worker,  either  by 
shortening  the  working  time,  or  by  slowing  down,  without  greatly  reducing 
the  volume  of  its  production  or  the  prices  of  the  goods  which  its  own  workers 
have  to  buy.  But  when  all  industries  adopt  the  same  plan,  the  cost  of  all 
products,  except  those  produced  under  noncompetitive  conditions,  will  go  up; 
all  money  wages  and  incomes  which  have  not  been  increased,  will  buy  less ; 
there  will  be  a  smaller  volume  of  production,  and  a  fall  in  the  real  wages  of 
labor. 

If,  as  the  purchasing  power  of  money  wages  falls,  money  wages  are  ad- 
Tanced  in  order  to  keep  real  wages  at  the  old  level,  that  will  send  the  cost  of 
production  still  higher,  reduce  the  quantities  that  can  be  purchased  by  those 
who  are  not  wage  workers,  call  for  a  still  smaller  volume  of  production,  and 
completely  nullify  any  supposed  advantage  to  the  unemployed. 


Samuel  M.  Levin  read  a  paper  on  the  Ford  unemployment  policy.  [As  this 
paper  is  being  briefed  by  the  American  Association  for  Labor  Legislation, 
an  abstract  does  not  appear  here.  Editor] 


John  P.  Fret. — Doctor  Carver's  paper  on  the  shorter  work  day  or  work 
week,  is  a  carefully  thought  out  consideration  of  the  subject  and  in  com- 
plete harmony  with  the  arguments  advanced  by  the  classical  economist.  With 
Kspect  to  the  logic,  the  carefully  reasoned  analysis,  and  the  conclusions,  I 
have  no  particular  criticism  to  make.  One  feels,  however,  that  unless  all  the 
elements  of  a  problem  are  equally  examined  and  weighed,  logical  reasoning 
mav  lead  to  illogical  conclusions. 

Some  years  ago  the  metal  workers  in  one  trade  in  a  western  city  began  to 
organize  for  the  purpose  of  improving  their  terms  of  employment.  They 
wanted  a  shorter  work  day,  their  goal  being  eight  hours.  The  metal  manu- 
facturing employers  in  that  city  had  adopted  a  policy  which  precluded  any 
conference  with  representatives  of  organized  labor.  But  sentiment  for  an 
eight-hour  day  had  developed  generally  in  the  community,  the  public  became 
interested,  and  appealed  to  the  secretary  of  the  employers  association  not  to 
refuse  a  conference  with  the  local  union's  representatives. 

The  first  spokesman  for  the  local  union  at  the  conference  was  a  humanist. 
His  argument  for  the  shorter  work  day  was  based  upon  the  willingness  of 
wage  earners  to  share  what  they  had  with  the  less  fortunate.  Reducing  the 
hoars  of  labor  from  nine  to  eight  would  give  a  larger  number  of  men  em- 
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ployment^  and  the  members  of  this  trade  would  be  most  happy  knowing  every 
one  was  employed. 

The  last  speaker  for  the  union  attacked  the  question  from  a  different  ang^ 
He  had  gathered  industrial  statistics  which  indicated  that  in  plant  after  plant 
the  establishing  of  an  eight-hour  day  had  not  reduced  the  per  capita  produc- 
tion^ and  in  some  instances  had  increased  it.  He  concluded  that  the  eight-honr 
day  would  be  fully  as  beneficial  to  the  owners  of  the  metal  working  industries 
as  it  would  be  to  the  workmen. 

In  reply  the  secretary  of  the  employers'  association  said : 

We  are  less  able  now  to  consider  granting  you  an  eight-hour  day  than 
we  were  before.  Some  of  you  have  argued  that  the  eight-hour  day  would 
make  it  necessary  for  us  to  employ  an  additional  number  of  workmen.  One 
of  you  has  endeavored  to  prove  that  if  we  establish  the  eight-hour  day, 
production  would  increase  to  such  an  extent  that  we  would  need  less  woA- 
men  than  we  have  at  present.  Until  you  have  harmonized  your  own  views 
as  to  the  effect  of  an  eight-hour  day,  it  will  be  impossible  for  the  employers 
of  this  city  to  grant  your  request. 

Before  giving  some  statistics  which  must  be  presented  in  connection  with 
shorter  working  hours,  I  want  to  emphasize  this  all  important  fact  that  our 
country  is  not  handicapped  because  of  any  incapacity  to  produce.  Our  per 
capita  capacity  JPor  industrial  production  has  been  greater  than  that  of  any 
other  country  for  a  number  of  years. 

Studies  made  by  the  Federal  Bureau  of  Labor  Statistics  indicate  that  if 
all  of  our  industrial  plants  had  been  operated  at  their  full  capacity,  three 
hundred  days  per  year,  a  four-hour  day  would  have  resulted  in  approximately 
the  same  volume  of  production  as  we  had  during  1927-28.  The  problem  of 
the  shorter  work  day  therefore  is  not  affected  by  the  equipment  we  have  for 
industrial  production. 

We  do  not  see  how  it  is  possible  to  discuss  shorter  working  hours  per  day 
and  fewer  days  per  week,  without  going  deeply  into  the  question  of  wages 
and  the  distribution  of  wealth.  Both  are  involved  by  modem  methods  of  pro- 
duction, the  radical  and  revolutionary  methods  which  engineers  and  other 
scientists  have  applied. 

A  generation  ago  most  production  was  the  result  of  heavy  manual  labor, 
manual  dexterity,  and  craft  skill.  These  three  important  factors  are  being 
rapidly  eliminated.  Massive  machinery  has 'displaced  the  heavy  physical  labor 
formerly  required.  Automatic  and  semiautomatic  machinery  produces  woA 
which  has  di5?placed  enormous  numbers  of  highly  skilled  wage  earners.  Chemi- 
cal processes  are  accomplishing  the  same  result.  One  economist  at  these  meet- 
ings who  has  recently  studied  the  famous  Smith  plant  in  MQwaukee,  said,  that 
owing  to  the  marvelous  mechanical  inventions  which  had  been  introduced  for 
the  making  of  pipe  and  automobile  chassis,  95  per  cent  of  the  labor  reqnixed 
ten  years  ago  had  been  dispensed  with. 

These  revolutionizing  methods  of  production  have  only  begun  to  exert  their 
influence.  Even  now  during  this  serious  depression,  engineers  and  other  scien- 
tists are  working  out  methods  of  production  which  have  for  their  purpose  In- 
creasing productivity,  but  which  at  the  same  time  are  reducing  the  number 
of  workmen  required. 
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Retaming  to  the  tabject  of  shortening  the  houni,  it  must  be  apparent  that 
eqnal^  if  not  greater,  importance,  is  the  question  of  economicaUy  sound 
:giea.  But  few  economists  are  publicly  stressing  the  part  which  economically 
soimd  wages  played  in  bringing  about  the  present  depression  in  the  United 
ites.  A  few  statistics  may  be  illustrative. 

In  1928,  the  total  value  of  our  manufactured  produ^  was  $60^600/)00,000. 
c  years  later,  in  1929,  it  was  $69,400,000,000.  In  that  year  the  total  value 
oar  manufactured  products  was  practically  $9,000,000,000  more  than  it  had 
sn  in  1928. 

In  1928  the  total  volume  of  wages  paid  in  our  manufacturing  industries 
IS  $11,000,700,000.  In  1929  it  was  $ll,421/)00,000.  The  volume  of  wages 
d  ntterly  failed  to  keep  in  step  with  the  volume  and  value  of  manufactured 
ods. 

Perhaps  what  was  taking  place  is  presented  in  an  even  more  startling 
inner  by  the  statement  of  the  total  volume  of  wages  paid  in  the  United 
ates  in  1928,  the  peak  year  before  the  collapse.  In  that  year  the  total  volume 
wages,  that  is  the  wages  paid  to  all  agricultural,  transportation,  commer- 
al,  industrial  and  all  other  wage  earners,  was  $649,000/)00  less  than  in 
^7.  The  wage  earners,  who  with  their  dependents  constitute  80  per  cent  of 
le  population,  were  $649,000,000  less  able  to  purchase  the  product  of  our 
dostries  than  they  had  been  the  previous  year. 

For  a  long  time  a  majority  of  our  economists  and  our  production  engineers 
(  wen  have  considered  the  laborer  almost  solely  from  the  standpoint  of  a 
roducer.  It  is  only  recently  that  they  have  begun  to  realize  that  his  func- 
m  in  society  as  a  consumer  is  of  equal  importance  as  the  part  he  plays  as 
producer.  It  is  the  wage  earner  and  his  dependents  who  constitute  the  bulk 
'  the  American  market,  and  it  is  on  the  American  market  that  our  industries 
Qst  depend  for  the  sale  of  over  90  per  cent  of  all  that  the  nation  produces. 
It  is  a  loss  of  time,  and  of  no  practical  value,  to  discuss  the  theory  of  short- 
ling  the  hours  of  labor,  unless  there  is  included  a  thoroughgoing  considera- 
m  of  the  part  which  wages  must  play.  In  1925,  the  convention  of  the  Ameri- 
in  Federation  of  Labor  endeavored  to  place  the  question  of  wages  upon  a 
•und  economic  basis.  The  convention  declared  that  "serious  injury  would 
'5ult  to  industry  and  commerce,  unless  the  real  wage,  the  purchasing  power 
I  wages,  increases  in  proportion  to  industry's  increasing  capacity  to  pro- 
ice." 

Had  our  industrial  and  financial  leaders  applied  this  sound  economic  basis 
>  wages,  the  consuming  capacity  of  the  home  market  would  have  been  main- 
lined, and  while  we  would  have  been  influenced  by  unfortunate  conditions 
I  other  countries,  we  would  not  have  been  plunged  into  the  frightful  de- 
ression  which  has  afflicted  us  since  1929.  The  time  for  discussing  Doctor 
anrer^s  paper  precludes  a  more  adequate  examination  for  his  thesis.  I  have 
idcavored  to  make  it  evident  that  underlying  the  question  of  shorter  hours 
f  labor,  is  the  all  important  question  of  a  much  more  economically  sound  dis- 
ibntion  of  the  annual  volume  of  wealth  created  by  our  industries. 
Edgar  H.  Johnson. — ^Due  in  part  to  mechanical  inventions  and  in  part  to 
more  efficient  organization  of  labor,  a  notable  increase  in  the  productivity 
:  industry  has  been  made  in  the  last  few  decades.  It  is  certaiiJy  desirable 
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that  we  use  the  new  powers  of  industry  to  secure  an  increase  and  a  wider 
diffusion  of  desirable  goods  and  more  leisure  for  the  workers. 

Every  one  recognises  that  under  certain  conditions  an  increased  efficiency 
of  labor  may  sometimes  more  than  compensate  for  reduced  hours.  While 
granting  this.  Professor  Carver's  general  conclusion,  with  which  I  agree,  is 
that  the  mere  shortening  of  the  time  of  work  will  not  in  itself  solve  the  prob- 
lem of  unemployment  or  the  larger  problem  of  maldistribution.  His  method 
of  reasoning  is  abstract  and  deductive  and  he  makes  the  assumptions  usual  in 
economic  discussions  of  competition  and  of  fluidity  of  the  factors  of  produc- 
tion (labor,  capital,  etc.).  If  these  assumptions  of  competition  and  fluidity 
were  indeed  fuUy  realised  it  is  pretty  clear  that  we  should  never  have  any 
serious  problem  of  unemployment  for  either  labor  or  capital.  One  of  the 
hypotheses  considered,  that  of  a  shortened  working  time  with  lowered  pro- 
ductivity but  no  reduction  in  money  wages,  is  so  clearly  opposed  to  one  of 
the  consequences  of  full  competition,  vis.,  a  wage  determined  by  marginal 
product,  that  short  space  might  have  been  used  in  disposing  of  it.  In  behalf 
of  the  deductive  method  it  may  of  course  be  said  that  even  in  times  of  de- 
pression and  unemployment  the  forces  of  competition  do  operate  though  not 
so  efficiently  as  usual,  that  there  is  a  tendency  for  distribution  under  compe- 
tition to  be  according  to  marginal  product,  that  the  best  the  economist  can  do 
is  to  deal  with  certain  real  forces  and  tendencies  which  are  generally  recog- 
nised, that  no  one  understands  or  can  appraise  all  the  forces  operating  in  the 
economic  world,  and  so  on. 

As  to  the  staggered  week,  with  the  division  of  work  and  of  wages  among 
two  shifts  of  laborers,  much  can  be  said  for  this  as  an  alleviative  measure. 
Thirty  dollars  of  wages  wiU  bring  more  utility  if  distributed  equally  between 
two  workers,  A  and  B,  than  if  A  has  full  time  work,  receives  full  wages  ($80) 
and  B  lives  on  charity.  Moreover,  if  A  and  B  divide  the  work  and  the  wages, 
each  receiving  $16,  there  will  probably  be  a  larger  demand  for  the  necessi- 
ties of  life,  such  as  food  and  textiles,  than  if  A  had  full  time  work  and  B  lived 
on  charity.  During  times  of  depression  it  seems  especially  desirable  that  the 
effective  demand  for  and  the  supply  of  necessities  be  maintained  so  far  as  if 
possible.  The  staggered  week  which  tends  to  mitigate  inequalities  of  inc(MDe 
among  workers  will  help  to  this  end. 

The  most  interestmg  possibility  in  connection  with  the  lowering  of  honn 
of  labor  relates  to  the  plan  of  double  shifts  of  workers  and  a  longer  use  of 
capital  equipment.  Not  only  will  this  allow  for  a  smaller  total  investment  of 
capital  but  it  will  permit  in  each  plant  the  more  extensive  use  of  machincTj* 
Consider,  for  example,  a  machine  whose  cost  for  interest  and  obsolescence  is 
forty  cents  per  day  and  whose  cost  for  wear  and  tear  is  five  cents  for  every 
hour  of  use.  If  this  machine  were  used  eight  hours  per  day  the  cost  woaU 
be  eighty  cents  per  day  or  ten  cents  per  hour ;  if  used  for  twelve  hours  (two 
shifts  of  six  hours  each)  the  cost  would  be  $1.00  per  day  or  eight  and  one- 
third  cents  per  hour.  If  the  use  of  the  machine  was  worth  nine  cents  per 
hour  it  would  be  unprofitable  to  use  it  when  the  factory  ran  for  eight  houzs 
per  day  but  it  could  be  used  with  advantage  when  it  ran  twelve  hours  per 
day.  If  the  laborers  should  have  more  efficient  machines  to  operate,  their  pro- 


Shorter  Working  Time  and  Unemplogmeni  18 

doctivity  is  thereby  increased.  Not  only  would  the  cost  of  the  use  of  ma- 
chinery per  hour  be  lowered  with  double  shifts  but  the  cost  of  other  overhead 
expenses  would  be  similarly  reduced.  It  is  possible  that  the  gains  thus  made 
migfat  be  used  to  increase  both  profits  and  wages  and  at  the  same  time  to 
lower  the  selling  price  of  the  commodity  and  thus  extend  the  volume  of  pro- 
duction. 

Tipton  B.  Snavblt. — In  considering  Professor  Carver's  paper  it  is  neces- 
Mry  to  bear  in  mind  two  essential  facts.  In  the  first  place,  he  has  analysed 
the  ec<momic  effects  which  would  follow  if  a  shorter  working  time  were  made 
uiiversal  throughout  industry.  Secondly,  it  should  be  noted  that  the  discus- 
lion  is  based  on  well  defined  assumptions  which  are  undoubtedly  believed  to 
be  in  close  accord  with  the  realities  of  the  problem.  On  the  basis  of  the 
premises  laid  down,  Professor  Carver's  deductions  are  entirely  logical  and 
his  conclusions  would  appear  to  be  unassailable.  His  paper  is  excellent  from 
the  standpoint  of  its  penetrating  analysis  as  well  as  that  of  its  breadth  of 
treatment  of  the  fundamental  issues  involved. 

Professor  Carver  concludes  that  a  mere  shortening  of  hours,  whether  with 
or  without  a  commensurate  reduction  in  wages,  will  not  really  result  in  de- 
creasing unemployment.  If  wages  are  decreased  correspondingly  with  a  re- 
duction in  the  working  time,  the  effect  is  merely  to  extend  the  existing  unem- 
ployment to  more  working  persons.  The  widely  accepted  opinion  that  more 
leisure  will  intensify  the  desire  for  goods,  thereby  raising  the  effective  de- 
mand, is  regarded  as  a  nan  sequitur.  Leisure- is  not  an  antecedent  to  higher 
wages,  but  is  a  consequence  of  lowered  marginal  utility  from  additional  units 
of  purchasing  power  previously  derived. 

It  is  at  least  plausible,  however^  that  a  shortened  working  day  might  re- 
sult in  a  more  effective  utilization  of  capital  through  double,  or  even  triple 
and  quadruple,  shifts.  Through  the  doubt  shift  "some  decrease  in  the  unem- 
ployment of  labor  and  some  increase  in  the  unemployment  of  capital  would 
result."  This  is  one  of  the  most  fascinating  parts  of  Professor  Carver's  dis- 
eussion.  While  the  truth  of  this  assertion  may  readily  be  admitted,  the  ex- 
tent to  which  a  realignment  of  labor  and  capital  can  be  applied  effectively 
will  vary  greatly  in  different  industries.  In  certain  industries,  the  multiple 
shift  is  already  in  operation;  in  others,  a  new  arrangement  could  hardly  be 
made  (except  very  gradually)  without  overextending  production  and  spoiling 
the  market.  If  a  given  commodity,  say  a  breakfast  food,  can  be  manufactured 
in  sufficient  quantities,  under  an  eight-hour  day,  a  change  to  a  double  shift  of 
six  hours  each,  with  the  same  number  of  workers,  would  result  in  a  daily 
production  period  of  twelve  instead  of  eight  hours.  This  contingency  has  been 
accounted  for  by  Professor  Carver  when  he  assumes  that  the  quantum  of 
eapital  applied  will  be  reduced  proportionately  with  a  larger  number  of  work- 
ers. When  the  necessary  adjustments  have  had  time  to  work  out,  the  quantity 
of  production  will  be  the  same. 

The  problem  of  decreasing  unemployment  becomes  primarily  one  of  in- 
creasing the  total  wage  costs.  Can  an  increase  in  the  total  return  to  labor  be 
effected  without  expanding  the  total  money  costs  of  production  ?  Here  it  seems 
to  me  that  there  is  much  significance  in  the  final  point  of  Professor  Carver's 
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conclusions ;  namely,  that  a  reduction  of  the  working  time  in  a  small  number 
of  industries  would  have  different  results  from  those  which  would  follow  if 
the  shortened  working  time  were  to  become  universal.  Higher  wage  rates,  ti 
well  as  a  shorter  working  day,  have  usually  come  first  in  specific  plants  and 
industries,  complete  adoption  not  being  achieved  until  much  later.  So  it  ii 
likely  to  be  with  the  six>hour  day.  Professor  Carver  has  shown  that  a  reduc- 
tion in  the  working  period,  with  a  resulting  increase  in  employment,  may  be 
realised  by  a  new  combination  of  labor  and  capital.  The  questi<m  is,  if  it  is 
proved  feasible  in  individual  industries  to  reduce  the  working  period  with- 
out a  proportionate  reduction  in  wages,  can  a  more  effective  combination  of 
labor  and  capital  be  found  in  other  industries  and  the  shorter  working  day 
gradually  be  made  universal? 

There  would  seem  to  be  two  possibilities  for  some  increase  in  the  retom 
to  labor,  in  the  long  run,  thus  making  possible  also  some  increase  in  empl<^- 
ment.  The  first  is  by  enlarging  the  total  productivity,  as  a  result  of  technical 
improvements  and  a  more  effective  combination  of  the  factors  of  production. 
The  late  Samuel  Gompers  testified  before  the  Federal  Industrial  Commission 
in  1901  that  employers  who  opposed  the  eight-hour  day  as  impracticable 
in  their  particular  occupations,  found  that  it  could  be  made  practicable  when 
it  was  forced  upon  them.  While  we  know  that  technical  changes  in  industry 
are  responsible  for  much  temporary  unemployment  and  maladjustment,  such 
changes  constitute  the  surest  hope  for  increased  employment  and  higher  wage 
levels  in  the  long  run. 

It  has  been  argued  by  some  economists  and  others  that  a  second  possiUlity 
lies  in  the  elasticity  of  the  conventional  standards  of  living  and  saving  o£  those 
who  derive  a  return  from  the  other  factors  of  production.  Thus  it  is  held  that 
the  return  regarded  as  necessary  on  the  part  of  the  income  receivers  of  in- 
terest and  profits  is  to  a  considerable  degree  a  subjective  standard,  and  may 
be  altered  over  long  periods  of  time.  While  the  wages  fund  is  fairly  inelastic 
in  short  periods  it  is  more  elastic  in  the  long  run.  A  psychological  change  may 
take  place  in  the  rate  of  return  necessary  to  effect  a  given  volume  of  savings. 
It  is  maintained  that  the  "conception  of  an  independent  demand  curve  lor 
labor,  equally  with  that  of  an  independent  supply  curve,  definitely  seems  to 
break  down."  To  the  extent  that  this  may  possibly  be  true,  some  increase  fn 
wage  costs  might  be  brought  about  through  a  shortening  of  the  working  daj 
and  an  increase  in  the  number  of  workers  employed. 

Francis  D.  Tyson. — Professor  Carver  deals  in  a  convincing  way  from  the 
general  point  of  view  with  the  theory  of  the  shorter  working  day  and  we^ 
If  his  basic  assumptions  of  a  largely  competitive  economic  order  are  granted} 
the  argument  he  weaves  is  devastating,  and  the  outlook  for  reform  dark. 

But  I  wonder  whether  his  intricate  analysis  really  corresponds  to  the  ac- 
tual conditions  in  terms  of  which  the  problem  is  to  be  faced  in  American  in- 
dustry. The  industrial  scene  is  varied  in  a  different  way  than  his  logicil 
presentation  would  indicate.  Leading  firms  in  many  industries  turn  out  • 
considerable  part  of  the  product,  and  effectively  limit  competition.  Many  of 
these  successful  industries  produce  a  large  financial  surplus,  permitting  ex- 
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perixnentation  in  reduction  of  hours  without  "narrowing  the  field  of  employ- 
ment of  capital." 

Professor  Carver  must  have  reviewed  some  such  industries  in  the  prepara- 
tion of  his  interesting  book^  The  Economic  Revolution  in  the  United  States, 
in  which  he  pointed  out  that  typical  organizations  could  provide  "a  saving 
wage^"  and  allow  employees  stock  ownership.  He  even  expressed  the  belief^ 
I  think^  that  workers  would  become  capitalists ! 

Mr.  Frey  pertinently  relates  the  hours  issue  to  the  wage  problem^  and 
both  to  the  increasing  productivity  of  American  industry.  He  might  well  add 
the  advance  in  management  technique  to  the  improvement  in  mechanical  and 
chemical  processes  as  an  outstanding  cause  of  progress.  Certainly^  to  refer 
to  an  example  of  change  in  hours^  the  steel  industry  moved  from  the  two  shift 
to  the  three  shift  or  eight-hour  basis^  in  continuous  processes^  with  increased 
hourly  pay^  without  appreciably  increasing  labor  costs;  and  that  industry 
might  have  shortened  hours  generally^  as  no  doubt  the  Ford  Company  could 
have  done^  without  much  impairment  of  surplus. 

The  vastly  increased  accumulation  of  capital  by  industry^  from  undivided 
profits^  rather  than  by  individual  savings  makes  relevant  the  whole  question 
of  stabilising  industry  through  assuring  a  better  balance  between  the  rate  of 
production  increase^  and  the  increase  of  purchasing  power. 

Dr.  W.  I.  King  has  recently  been  quoted  as  indicating  that  the  average  real 
wage  in  American  industry  was  not  higher  in  1928^  near  the  end  of  the 
period  of  prosperity^  than  in  1928. 1  have  here  some  interesting  corroborative 
figures  analyzing  the  course  of  real  wages  in  New  York  state.  When  weighted 
bj  an  available  index  of  employment  they  indicate  that  in  that  great  in- 
dustrial area  the  rise  in  real  wages  was  halted  after  1925^  but  net  surplus 
continued  to  mount. 

We  will  need^  it  seems  to  me^  much  more  factual  research^  and  actual  ex- 
perimentation^ before  categorical  statements  and  dogmatic  conclusions  from 
theoretic  analysis  are  in  order.  The  extension  of  the  shorter  work  day  and 
week^  with  a  widening  of  the  field  of  employment  in  American  industry^  may 
operate  with  much  better  results  for  stabilizing  our  economic  system  than 
Professor  Carver  is  willing  to  admit. 
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At  this  session  three  papers  were  read:  one  by  Professor  James  Hai 
Rogers  on  "The  Absorption  of  Credit" ;  one  by  Colonel  Malcolm  C.  Rort 
"Quantitative  Factors  in  the  Distribution  of  the  Value  Product  of  In( 
try" ;  and  one  by  Dr.  Mordecai  Ezekiel  on  "The  Relationship  between  I 
tistical  Price  Analysis  and  Mathematical  Economics." 

Professor  Rogers'  paper  was  a  mathematical  development  and  ezten 
of  the  work  of  Chester  A.  Phillips^  who  had  shown  that  an  addition  tc 
reserve  by  an  individual  bank  did  not^  as  was  popularly  supposed^  resuJ 
increasing  that  individual  bank's  deposit  liabilities  by  ten-fold  (assuming 
ratio  of  reserves  to  demand  liabilities  to  be  10  per  cent) ;  that^  instead^ 
increase  of  reserve  and  increase  of  deposits  were  substantially  equal ;  and 
the  pyramiding  occurred  through  the  overflow  from  the  individual  ban! 
the  other  banks. 

Professor  Rogers  gave  a  rigorous  mathematical  demonstration  that  f 
overflow  from  the  banks  receiving  the  funds  would^  in  tum^  cause  an  o 
flow  from  these  banks  to  which  the  funds  were  conmiunicated^  and  so 
theoretically^  ad  infinitum.  He  demonstrated  that,  as  a  result  of  such  conv 
ing  series,  equilibrium  would  be  reached  when  the  additional  deposit  liabil 
of  the  banks  as  a  whole  had  become  ten  times  the  additional  aggregate  rese 
All  of  this  was  developed  on  the  assumption  that  the  general  ezpansioi 
loans  and  deposits  led  to  no  outflow  of  cash  to  circulation. 

Professor  Rogers  also  showed  a  substantially  similar  result  as  to  loans 
discounts.  He  further  applied  the  theory  reversely  to  deductions  of  fc 
instead  of  additions.  In  other  words  he  showed  how  both  inflation  and 
flation  work  cumulatively  and  how  different  was  the  initial  effect  on  the  i 
vidual  bank  from  the  flnal  effect  on  banks  as  a  whole. 

Having  treated  mathematically  the  case  in  which  the  general  credit  ex] 
sion  led  to  no  increase  and  the  general  credit  contraction  to  no  declin 
money  in  circulation,  he  next  turned  to  a  similar  treatment  of  the  more  u 
cases  in  which  such  increases  and  decreases  occur.  In  detail,  he  treated 
special  case  in  which  the  monetary  circulation  so  adjusts  itself  as  to  main 
a  constant  ratio  with  deposits  subject  to  check.  Under  such  circumstances^ 
credit  expansion  of  the  banking  system  as  a  whole  upon  new  funds  avail 
was  shown  to  be  somewhat  less  than  four-fold  instead  of  ten-fold  as  in 
first  case. 

"Hence,"  he  said,  "the  draft  on  our  available  credit  resources  from  i 
tively  minor  cash-circulation  demands  is  in  general  much  greater  than 
from  reserve  requirements  for  our  huge  deposit  superstructure — a  situa 
which  becomes  much  more  pronounced  when  Federal  Reserve  requirem 
are  included."  A  similar  result  was  found  for  contraction. 

For  the  entire  system,  including  the  Federal  Reserve  banks,  he  showed 
whereas  in  the  first  case  (in  which  no  cash  flows  to  circulation)  the  noj 
credit  expansion  was  approximately  thirty- fold,  in  the  second  case  (of  noi 
outflows  to  circulation)  it  was  a  little  less  than  ten- fold ;  i.e.,  when  each 
dollar  in  the  Federal  Reserve  banks  is  utilized  to  the  maximum. 
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From  such  consideratdons^  Professor  Rogers  showed  how  in  the  boom  period 
1926-29^  when  drculation  requirements  continued  nearly  constant^  the  credit 
expansion  was  yery  great  indeed  without  serious  draft  on  Federal  Reserve 
or  other  credit  sources^  while  in  1917-20^  when  circulation  demands  increased 
eontinually  and  normally^  similar  credit  expansions  required  much  more  of 
a  credit  base.  He  proceeded: 

In  inflation^  a  few  ringleaders  among  the  banks  may  by  borrowing  from 
the  Federal  Reserve  banks  start  and  maintain  for  a  considerable  period 
the  whole  upward  movement.  The  expansion  of  their  loans  and  deposits 
leads  to  cash  overflows  to  other  banks^  which  on  the  receipt  of  the  new  cash 
through  ordinary  business  channels  (i.e.^  through  deposits)  likewise  ex- 
pand quite  naturally  and  normally  and  thus  continue  the  credit  expansion. 
The  only  alternative  is  to  sit  idle  and  receive  an  ever-increasing  cash  in- 
flow and  try  to  convince  the  boards  of  directors  why  the  new  money  should 
not  be  put  to  work. 

In  deflation^  an  exactly  reverse  situation  is  met  The  contraction  of  loans 
and  investments  by  a  few  banks  draws  money  from  many  others  and  their 
forced  credit  contractions  make  similar  drafts  on  stiU  others.  Any  bank  not 
liquid  enough  to  meet  such  drafts  is  forced  to  close.  Hence^  the  scramble  for 
liquidity.  .  •  •  In  a  period  of  general  liquidation^  plentiful  money  is  an 
entirely  different  thing  from  easy  money.  A  hard-pressed  bank  caught  in 
a  general  deflation  movement  dislikes  greatly  to  borrow  from  its  Federal 
Reserve  bank  for  two  reasons:  (1)  Because  of  embarrassing  questions 
usually  asked  by  Federal  Reserve  authorities^  and  (2)  because  the  ap- 
pearance of  such  new  borrowings  in  their  balance  sheets  brings  additional 
fears  to  already  frightened  depositors.  Therefore^  the  alternative  course  of 
selling  any  remaining  marketable  bonds  or  paper  is  resorted  to.  Thus  is 
explained  much  of  the  severe  securities  liquidation  of  recent  months.  The 
pushing  out  of  funds  by  Federal  Reserve  banks  through  the  purchase  of 
bills  and  government  securities  should  bring  the  necessary  relief. 
Professor  Westerfield  said  in  part: 

No  writer  of  his  generation  has  had  so  great  an  influence  in  the  presenta- 
tion of  the  elementary  theory  of  bank  credit  as  has  Dean  C.  A.  Phillips. 
In  his  book^  Bank  Credit,  published  in  1921  ^  he  put  his  finger  on  a  funda- 
mental error  that  had  been  repeated  by  one  author  after  another  for  more 
than  a  century.  Chapter  III  on  "The  Philosophy  of  Bank  Credit"  stands 
as  a  contribution  of  which  Phillips  may  well  be  proud;  in  it  he  distin- 
guished so-called  "derivative  deposits"  from  "primary  deposits"  and 
showed  how  and  to  what  degree  "derivative  deposits"  are  created,  first,  by 
an  individual  bank  and,  secondly,  by  the  banking  system  as  a  whole. 

To  the  degree  that  derivative  deposits  spring  from  the  requirement  of 
the  lenders  that  the  borrowers  maintain  a  goodly  percentage  balance  as  a 
condition  of  the  loan,  I  think  that  it  is  a  very  malignant  banking  principle ;  I 
understand  that  Mr.  Howard  Whipple,  a  prominent  California  banker,  is 
about  to  issue  a  book  on  the  subject  in  which  he  takes  that  position  quite 
stoutly. 

The  two  parts  of  Professor  Rogers'  paper  are  far  from  equal  in  pre- 
cision. The  algebraic  formulae  give  evidence  of  a  more  exact  statistical 
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analysis  than  he  has  given^  for  he  emphasizes  the  deficiencies  of  this  analy- 
sis and  offers  it  "only  for  presentation."  It  is  probably  well  that  the  pres- 
entation is  two-fold^  for  it  indicates  the  problem  of  the  Econometric  So- 
ciety; namely^  to  devise  formulae  which  can  be  used  to  measure  the  actuali- 
ties of  our  economic  life  and  not  unduly  to  spin  fine  theories  of  an  abstract 
world.  To  this  end^  I  will  content  myself  with  pointing  out  two  qualifica- 
tions or  phases  not  touched. 

Firsts  the  ratio  of  derivatiye  deposits  to  the  proceeds  of  the  loan  varies. 
It  rests  chiefly  upon  the  banker's  bargaining  position  with  respect  to  the 
applicant  borrowers.  For  this  reason^  it  increases  in  prosperous  times. 

In  the  second  place^  credit  is  a  permissive  sort  of  things  not  the  com- 
pulsory force  it  is  too  often  pictured.  It  may  not  be  taken  when  offered, 
and  even  when  taken^  it  may  not  be  used  at  once^  at  all^  or  fully.  The  argu- 
ment of  the  formulae  indicates  the  maximum  extent  to  which  derivative 
deposits  may  grow.  There  is  an  assumed  homogeneity  that  does  not  exist. 
The  theory  hangs  on  the  existence  of  an  effective  demand  for  losses  that 
will  absorb  all  the  new  possible  credit  all  along  the  line.  There  are^  how- 
ever^ phases  of  the  business  cycle  when  lenders  cannot  find  borrowers ;  and 
with  the  improving  efficiency  of  our  credit  system  presumably  less  and  less 
credit  is  required  to  handle  a  physical  unit  of  goods. 

Thirds  when  deposits  expand^  there  is  inevitably  an  expansion  in  the 
need  for  hand-to-hand  money.  The  "volume  of  money  in  circulation"  is  in 
part  merely  an  estimate^  and  any  definition  of  "money  in  circulation"  has 
the  tough  nut  of  "hoarding"  to  crack.  And  when  it  comes  to  classifying  de- 
posits and  determining  the  actual  amounts  that  may  be  classed  as  circu- 
lating^ this  is  at  present  insoluble.  Rogers  waives  it  by  saying  all  expansion 
is  via  demand  deposits. 

Dr.  C.  O.  Hardy  then  contributed  the  following  remarks  to  the  discus- 
sion: 

The  question  of  the  amount  of  money  that  is  needed  to  support  an  ex- 
pansion of  business  or  a  rise  in  prices  is  one  which  has  received  surprisingly 
little  consideration.  The  conclusions  that  Professor  Rogers  reached  with 
regard  to  the  very  slight  extent  to  which  an  expansion  of  the  stock  market 
business  ties  up  with  capital  suggest  a  fruitful  line  of  inquiry  with  regard 
to  the  amount  of  capital  that  would  be  tied  up  by  an  increase  in  the  turnover 
of  conunodities  and  of  real  estate  in  connection  with  a  speculative  boom  in 
those  quarters. 

The  first  part  of  Professor  Rogers'  paper^  which  carries  somewhat  fur- 
ther the  arithmetic  of  Professor  Phillips'  noteworthy  investigation^  seems 
t5  me  entirely  sound  and  very  interesting.  I  regret  that  he  was  not  able  to 
present  more  completely  the  latter  part  of  his  paper  in  which  he  makes 
practical  application  of  the  theoretical  ideas  developed  in  the  first  part 
Professor  Rogers  indicates  his  conclusion  that  the  relationship  between  the 
amount  of  fresh  reserves  and  the  amount  of  bank  credit  which  can  be  pyra- 
mided upon  them  is  such  as  to  account  for  a  much  greater  potency  of  redis- 
count rates  as  a  restraining  influence  on  the  expansion  of  bank  funds  than 
as  a  stimulating  influence  in  a  period  of  contraction.  His  argument  as  pre- 
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sented^  howeyer^  merely  shows  that  the  discount  rate  has  little  influence 
in  stimulating  expansion;  it  does  not  throw  any  light  on  the  capacity  of  the 
disconnt  rate  to  check  expansion. 

In  this  connection  it  seems  worth  while  to  point  out  that  the  significance 
of  any  sort  of  restriction  in  Federal  Reserve  credit  entitled  to  expansion 
is  always  conditioned  by  the  cost  to  the  banks  of  the  next  most  attractive 
alternative  source  of  fresh  reserves.  In  times  when  the  gold  standard  is  in 
operatioii  the  banks  can  always  get  fresh  reserves  by  selling  bonds  abroad^ 
borrowing  abroad^  or  calling  in  deposits  which  they  may  have  in  foreign 
markets.  If  the  Federal  Reserve  system  attempts  to  check  the  expansion  of 
credit  by  making  its  services  more  costly^  the  tendency  is  always  for  the 
banks  to  turn  to  this  alternative  source.  In  shorty  if  any  central  banking 
system  attempts  either  to  inflate  or  deflate  credit  it  must  take  the  responsi- 
bility of  carrying  the  whole  banking  system  of  the  Western  world  up  or 
down  with  it — ^unless  other  banking  systems  are  pursuing  the  same  policy 
at  the  same  time. 

The  capacity  of  any  banking  system  to  operate  in  this  way  is  conditioned 
by  the  relationship  between  the  size  of  its  sphere  of  direct  operation  and 
the  sixe  of  the  world  market.  Obviously  the  Federal  Reserve  system,  or 
the  Bank  of  England,  can  come  nearer  carrjring  out  such  a  policy  effectively 
than  can  the  Bank  of  Holland  or  of  Denmark.  But  even  in  the  case  of  the 
largest  banking  systems,  action  may  be  nullified  by  an  action  in  the  con- 
trary direction  on  the  part  of  other  central  banks,  which  facilitates  the 
movement  of  gold  into  or  out  of  the  country. 

The  other  point  about  which  I  hesitate  most  is  the  extent  to  which 
changes  in  interest  rates,  within  the  range  which  is  reasonably  possible, 
are  likely  to  be  effective  in  choking  off  a  boom.  When  banks  begin  to  cut 
off  lines  of  credit,  business  men  are  compelled  to  change  their  plans ;  but 
if  they  stand  ready  to  furnish  credit  to  solvent  borrowers  at  a  price,  the 
demand  appears  to  be  very  inelastic.  So  long  as  the  business  man  has  orders 
on  his  books,  interest  is  a  very  minor  factor  in  the  cost  of  filling  them. 

To  summarize  the  two  points,  I  am  very  skeptical  as  to  the  capacity  of 
the  central  banking  system  of  any  one  country,  without  the  co-operation  of 
other  countries,  to  force  such  advance  in  the  cost  of  commercial  borrowing 
as  will  be  very  significant  in  restraining  optimism. 

Colonel  Rorty's  paper  on  "Quantitative  Factors  in  the  Distribution  of  the 
Value  Product  of  Industry,"  in  analyzing  the  nature  of  this  problem,  dis- 
cussed the  fundamental  distribution  between  return  for  labor  (personal  serv- 
ice), capital,  and  natural  resources.  After  presenting  the  Marxian  theory, 
the  single  tax  theory  and  the  bargaining  theory  of  wages,  he  pointed  out  the 
nnportance  of  knowing  the  facts  and  the  trends,  since  these  may  funda- 
mentally determine  our  political,  social  and  economic  philosophy.  "Rents  of 
natural  resources  may  be  absorbed  very  readily  by  taxation,  but  socialization 
of  capital  would  involve  radical  economic  changes." 

Colonel  Rorty  quoted  the  figures  of  the  National  Bureau  of  Economic 
Research,  which  indicate  that,  of  the  amount  distributable  between  capital 
and  labor,  in  the  highly  organized  industries,  about  70  per  cent  goes  to  labor 


20  American  Ecanomie  Aitociation 

and  80  per  cent  to  capital.  There  has  been  an  apparent  downward  trend  in 
the  share  of  capital  during  the  past  thirty  years  of  intense  mechanization  of 
industry^  and  in  any  case^  the  very  apparent  absence  of  any  np-trend  in  snch 
share. 

Although  there  is  an  absence  of  earlier  statistics^  we  may  infer  from  the 
fragmentary  data  that  the  share  of  capital  rose  rapidly  during  the  early  years 
of  the  factory  system.  There  is  no  absolute  reason  why  this  share  might  not 
approach  100  per  cent  more  and  more  closely  as  time  went  on^  for  the  typical 
factory  might  be  one  man  pulling  levers  and  pushing  buttons.  However^  the 
facts  seem  to  indicate  a  rise  in  the  share  of  capital  to  about  80  per  cent  and 
then  a  decline^  with  a  tendency  to  stabilize  at^  perhaps^  20  to  26  per  cent. 

It  is  evident  that  industrial  capital^  on  the  whole^  receives^  and  will  con- 
tinue to  receive,  only  a  living  wage ;  that  is,  ordinary  interest  plus  a  reason- 
able compensation  for  risk.  With  the  preceding  fact  granted,  the  problem 
becomes  one  of  capital  turnover.  If,  in  any  given  class  of  business  or  produc- 
tion, the  ratio  of  gross  sales  or  receipts  to  invested  capital  is  increasing,  then 
the  share  of  labor  in  the  value  product  is  almost  certainly  increasing  also. 
An  even  more  direct  test  is  the  ratio  of  annual  pay  rolls  to  invested  capital. 

Colonel  Rorty  pointed  out  that  increased  capital  turnover  is  clearly  pos- 
sible in  merchandizing  operations  and  that  the  trend  in  this  direction  is  un- 
mistakable, as,  for  instance,  in  chain  stores  and  so  forth.  Modem  manage- 
ment aims  at  increased  capital  turnover  in  all  operations.  This  may  not  be 
possible,  however,  in  the  very  highly  mechanized  industries. 

He  cited  evidence  from  correspondence  with  the  machine  tool  industry  that 
investment  in  highly  automatic  machines  per  dollar  of  output  may  be  greater 
or  less  than  in  nonautomatic  or  semiautomatic  machines.  Production  costs 
involve  so  many  elements  besides  costs  of  machines  and  machine  operators  that 
a  direct  approach  to  the  problem  is  not  possible.  Managers  of  highly  mech- 
anized industries  testify  that  labor  is  tending  to  receive  an  increasing  pro- 
portion of  the  value  product. 
Colonel  Borty  asked: 

What  appears  to  be  the  controlling  factor?  The  very  rapid  annual  in- 
crease in  the  efficiency  of  machine  tools  compels  the  purdiaser  to  insist  on  a 
high  capital  turnover.  He  cannot  risk  installing  an  equipment  that  may  be- 
come semiobsolete  next  year,  unless  it  will  pay  for  itself  in  two  or  three 
years  at  the  most.  The  more  rapidly  machine  tools  are  improved  from  year 
to  year,  the  more  rapidly  they  must  be  scrapped.  Even  now,  the  machine 
tool  builders  themselves  recommend  at  least  25  per  cent  annual  depre- 
ciation. 
Colonel  Rorty  arrived  at  the  following  conclusions: 

(a)  Scientific  management  is  insisting  on  a  higher  and  higher  rate  of 
capital  turnover  in  business  and  industry  as  a  whole;  (b)  the  rate  of  im- 
provement in  machine  tool  equipment,  which  is  accelerated  from  year  to 
year,  is  forcing  a  high  capital  turnover  in  those  very  industries  where  an 
extreme  building  up  of  capital  equipment  might  be  expected;  (c)  the 
observed  tendency  toward  a  decline  in  the  share  of  capital  probably  repre- 
sents a  real  trend  toward  stabilization  at  a  level  lower  than  80  per  cent ;  and, 
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in  anj  case,  there  Is  no  reason  to  expect  that  the  share  of  capital  will  in- 
crease In  the  future;  (d)  our  economic  and  social  philosophy  may  very 
reasonably  be  based  on  the  assumption  that  capital^  in  the  future^  will  re- 
cdve  less  rather  than  more  than  80  per  cent  of  the  total  amount  available 
for  distribution  between  capital  and  labor.  In  addition^  the  indications  are 
that  stabilised  population^  improved  transportation^  and  improvements  in 
agricnltural  methods  will  reduce  the  future  share  of  rents  of  natural  re- 
sources in  the  value  product  of  all  industry  to  something  below  the  present 
figure  of  about  8  per  cent. 

Colonel  Rorty's  paper  was  discussed  by  Dr.  £.  J.  Working  and  by  Pro- 
feisor  Zenas  C.  Diddnson. 
Professor  Dickinson  said  in  part: 

The  subject  matter  of  Colonel  Rorty's  paper  is  almost  an  economic 
paradox.  Before  the  recent  statistical  investigations  into  national  income, 
a  theorist  had  some  warrant  for  holding  that  capital  was  increasing  faster 
than  labor;  that  the  rate  of  interest  was  not  falling;  hence  that  the  share 
of  capital  in  the  product  of  industry  must  be  increasing.  The  Federal  Trade 
Commission's  estimates  for  the  period  1917-28  assign  about  60  per  cent 
of  the  products  of  all  nonagricultural  industries  to  wages  and  salaries; 
while  the  wage  and  salary  share  in  the  electric  light  and  power  industry 
is  given  at  84  per  cent.  According  to  Professor  Douglas'  calculations,  the 
capital  employed  in  manufacturing  in  the  United  States  increased,  during 
t]ie  period  1899  to  1922,  by  some  168  per  cent,  while  the  labor  employed 
increased  perhaps  60  per  cent. 

It  is  therefore  somewhat  surprising  to  find  that  statistical  estimates  show 
no  tendency  in  the  percentage  of  product  going  to  wages  and  salaries  to 
decline.  The  National  Bureau's  calculations  are  supported  on  this  point 
(though  perhaps  not  as  to  the  amounts  of  the  respective  percentages)  by 
Professor  Douglas'  figures  for  manufacture  in  the  United  States;  and 
moreover  Mr.  Bowley  has  estimated  that  the  division  of  national  income 
in  Britain  gave  to  "earned"  income  about  the  same  share  in  1918  as  in  1880, 
and  a  somewhat  larger  share  in  1924  than  in  1911. 

Among  the  numerous  cautions  which  must  be  observed  in  interpreting 
such  data,  there  are  a  few  which  I  should  like  to  emphasize  here.  First, 
independent  investigation  as  to  historical  trends  in  the  rate  of  interest  in 
themselves  may  throw  little  or  no  light  on  important  elements  in  the  resi- 
dual income,  which  elements  go  neither  to  wages  and  salaries  nor  to  capi- 
tal in  the  strict  sense.  Second,  the  fluctuations  of  these  latter  elements  may 
not  appear  so  negligible  as  the  ups  and  downs  of  the  wage  and  salary 
share,  because  their  base  is  always  much  smaller. 

A  novel  point  of  Colonel  Rorty's  paper  is  his  emphasis  on  capital-saving 
trends  in  modem  business.  The  tendency  of  all  these  economies  of  capital, 
considered  in  themselves,  must  be  to  check  the  demand  for  capital  and 
keep  down  interest  rates;  also  to  counteract  the  other  forces  which  cause 
capital  investment  per  worker  to  grow.  The  factor  of  increasingly  rapid 
obsolescence  operates  perhaps  in  more  complex  fashion.  It  makes  the  user 
think  twice  before  purchasing  a  tool;  and  yet  if  tools  are  increasingly  dis- 
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carded  before  they  are  physicaUy  worn  out^  that  must  mean  an  enlargiqg 
amount  of  social  capital  required  for  tools. 

In  any  case  we  must  return  to  the  "paradox"  of  capital  supply  increasiiig 
more  rapidly  than  labor  supply,  yet  apparently  not  absorbing  a  growing 
share  of  the  value  product.  Possibly  this  favorable  trend  in  the  bargaining 
power  of  "labor"  (wages  and  salaries)  is  peculiar  to  a  declining  rate  of 
population  growth.  The  period  for  which  we  have  the  most  nearly  satis- 
factory data  seems  roughly  to  fulfill  Walker's  wage  theory:  capital  receiving 
a  living  wage;  labor  the  residual  claimant. 

The  third  paper  presented  was  that  of  Dr.  Mordecai  Ezekiel  on  "The  Re- 
lation between  Mathematical  Economics  and  Statistical  Price  Analysis."  Dr. 
Ezekiel  first  pointed  out  the  superficial  similarities:  the  use  of  mathematical 
symbols,  the  use  of  mathematical  treatment,  and  the  dependence  on  at  least 
limited  mathematical  training  and  understanding.  He  then  discussed  the 
fundamental  differences.  Mathematical  economics  starts  with  stated  assump- 
tions, rigidly  defined,  and  investigates  the  conclusions  which  rationally  follow. 
This  is  similar  to  previous  economic  theory,  but  it  forces  more  rigid,  detailed^ 
and  explicit  statements  of  assumptions.  Mathematical  economics,  which  makes 
no  direct  attempt  at  agreement  of  conclusions  with  reality,  may  or  may  not 
lead  to  generalized  results. 

Statistical  price  analysis,  on  the  other  hand,  starts  with  objective  meas- 
urements and  seeks  to  determine  the  interrelationship  among  the  elements 
through  statistical  manipulations.  The  selection  of  variables  and  the  nature 
of  the  manipulation  is  dependent  upon  previous  logical  hypothesis  and  is 
more  or  less  controlled  by  experimental  studies  of  the  data,  retaining  those 
which  are  found  to  be  most  fruitful  in  this  experimental  work.  The  attempt  at 
statistical  manipulation  may  force  a  rigid  and  clear-cut  hypothesis. 

"The  extent  of  agreement  between  hypotheses  and  reality,"  Dr.  Eaekiel 
maintained,  "is  measured  within  the  limits  of  the  rigid  logical  frame  and  the 
selection  of  variety  employed.  Failure  to  agree  may  be  due  to  weaknesses 
either  in  hypotheses  or  in  statistical  investigation.  The  conclusions  are  par- 
ticular both  as  to  commodity,  time,  and  space,  and  if  these  conclusions  are 
successful  (high  r)  may  or  may  not  yield  relationships  in  shape  for  subse- 
quent investigation  by  purely  mathematical  processes." 

Continuing  he  said  that,  in  practice,  price  analysis  has  been  most  successful 
in  agricultural  commodities  alone.  This  is  probably  because  they  conform 
most  closely  to  assumptions  of  free  competition  (having  a  large  number  of 
units,  slight  in  effect  upon  total,  and  reacting  in  fairly  continuous  patterns). 
Agricultural  commodities  also  have  the  most  data  available  and  the  most  funds 
for  investigation. 

Price-making  forces,  however,  could  be  investigated  under  other  situations 
as  well,  taking  due  regard  to  the  nature  of  the  pricing  process.  Among  the 
influencing  factors  are  the  price  of  electricity,  as  between  cities  under  utility 
regulation,  coal,  size,  density,  wage  level,  interest  rates,  rate  of  growth,  and 
so  forth,  but  these  are  factors  of  geography  rather  than  time. 

Price-level  changes  are  as  yet  only  partially  understood  and  imperfectly 
explained.  Many  of  the  relations  observed  are  of  unknown  generality.  For 
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eximplej  supply-price  cmrtB  may  shift  if  very  high  or  very  low  prices  are 
long  continued — ^the  qiie8ti<m  of  habit  becoming  fixed.  Short-term  elasticity^  of 
course,  differs  from  long-term.  The  influence  of  changes  in  situation  is  fre- 
quently ignored.  The  suggestion  of  Evans  as  to  changes  in  price  or  price 
history  as  one  factor  in  demand  and  in  supply  is  abundantly  illustrated  by 
liodL-market  records. 

"Can  the  methods  of  mathematical  economics  and  statistical  price  analysis 
be  unified,  merged,  or  co-ordinated?"  Dr.  Ezekid  queried.  "Tlie  finds  of  one 
Ksts  on  facts,  with  a  pinch  of  hypothesis ;  the  other  on  hypotheses  which  con- 
tain a  pinch  of  facts.  Neither  adequately  treats  the  nonregular  and  non- 
ntioaal  elements  in  economic  life."  Dr.  Ezekiel  dted  tariff  barriers  (except 
in  80  far  as  a  law  of  regularity  may  be  discovered  in  them)  and  other  political 
changes.  He  said: 

Constant  evolutionary  changes  occur  in  the  institutional  structure  within 
which  economic  changes  take  place — ^though  laisses  faire  conditions,  where 
itatistical  analysis  so  far  has  worked  best,  are  constantly  becoming  of  di- 
minished importance.  Both  statistical  and  mathematical  economics  face 
the  challenge  of  modifying  and  developing  their  methods  to  cope  with  the 
faicreasing  complexity  of  their  materiaL 

Each  can  contribute  certain  things  to  the  other — ^mathematical  econom- 
ics, things  to  look  for  and  relationships  to  run  down;  price  analysis,  ten- 
tative slope  of  economic  relations,  or  dynamic  demand  and  supply  curves, 
which  present  material  for  further  mathematical  elaboration. 

A  full  generalized  system  is  still  far  in  the  distance  and  may  become 
increasingly  distant — ^in  spite  of  Moore's  brilliant  unification  of  non- 
realistic  materials. 
In  discussing  Dr.  Ezekiel's  paper,  Dr.  Leontief  said  in  part: 

From  among  tlie  number  of  problems  which  may  be  raised  in  connection 
with  this  interesting  paper,  I  wish  to  limit  myself  to  the  most  general  prob- 
lem— the  question  of  the  fundamental  relation  between  theory  and  em- 
pirical investigation. 

Every  theoretical  proposition  is  a  conditional  sentence  of  the  form,  "If 
A  is  true,  then  B  is  true."  But  there  is  another  kind  of  relationship  between 
theory  and  statistical  analysis:  The  conditional  theoretical  statement 
enables  us  to  surpass  the  limits  of  direct  observation.  This  can  be  done  by 
indirect  calculation  of  unknown  B  from  observed  A'. 

Surely,  by  expansion  of  the  field  of  direct  observation  we  should  be 
able  to  check  our  results  afterward  by  comparison  of  deduced  B  with  ac- 
tual B'. ...  If  such  a  check  were  always  possible  the  theoretical  framework 
would  become  quite  useless.  The  very  essence  of  a  theoretical  approach  is 
to  give  us  the  possibility  of  ascertaining  the  unknown  facts  that  lie  be- 
yond our  direct  recognition.  • 

In  the  statistical  price  analysis  we  deal  with  two  sets  of  data — the  one 
being  represented  by  our  price  and  quantity  series,  the  other  relating  to 
the  structure  of  the  supply  and  demand  schedules.  Quantitative  economic 
theory  shows  us  a  certain  kind  of  relation  between  these  two  sets  of  facts. 
If  we  should  like  to  check  this  theory  we  should  firstly  have  to  undertake  two 
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separate  and  independent  empirical  investigationB  of  these  two  sets  of  data, 
and,  secondly,  to  study  the  empirical  relation  between  them  and  finally  to 
compare  the  results  of  this  statistical  investigation  with  our  theoretical  hy- 
pothesis. 

It  seems  to  me  that  the  general  trend  in  the  statistical  price  analysis 
until  now  has  been  different.  Instead  of  expanding  our  empirical  investi- 
gation of  both  sets  of  facts,  we  limit  it  to  only  one  of  them  (A') — ^say,  to 
prices  and  quantity  series.  The  other  (B) — the  supply  and  demand  sdied- 
ules — ^is  usually  derived  statisticaUy  with  the  help  of  our  theoretical  as- 
sumptions. Any  attempt  to  check  this  assumption  by  comparison  with  the 
results  of  our  statistical  investigation  would  inevitably  involve  us  in  a 
vicious  circle. 

A  peculiar  technical  characteristic  of  most  of  the  available  statistical 
methods  is  that  they  are  really  never  quite  adequate  to  our  theoretical 
proposition.  This  is  perhaps  a  most  striking  difference  between  mathemati- 
cal statistics  and  mathematical  economics.  In  contrast  to  the  conditional 
character  of  the  fundamental  theoretical  hypothesis  these  auxiliary  propo- 
sitions (I  have  in  mind  secondary  mathematical  characteristics  of  different 
trend  formulae^  line  of  regression,  etc.)  are  unconditional  and  assertive; 
that  is  to  say,  non-theoretical.  The  different  reliability  measures,  standard 
errors  and  coefficient  of  correlation,  I  believe,  are  really  relevant  mostly 
to  validity  of  this  arbitrary  technical  proposition. 

If  our  analysis  of  some  agricultural  prices  is  founded  on  the  theoretical 
assumption  that  the  relation  of  these  prices  to  the  respective  quantity 
produced  is  determined  by  the  consumers'  attitude,  then  even  a  most  per- 
fect correlation  cannot  be  considered  as  a  proof  of  this  proposition.  On 
the  other  hand,  a  perfect  lack  of  correlation  cannot  disprove  our  theory. 
If  the  linear  correlation  does  not  work  we  can  try  curvelinear  correlation. 
Even  if  this  attempt  were  to  fail  we  never  should  be  able  to  say  whether  A 
is  due  to  a  wrong  theoretical  proposition  or  to  the  fact  that  we  are  using 
a  second  degree  parabola  instead  of  some  other  kind  of  a  curve.  So  long 
as  a  theoretical  hypothesis  is  logically  involved  in  statistical  analysis  it  U 
hardly  possible  to  check  the  same  hypothesis  by  any  comparison  with  the 
results  of  this  investigation. 


SESSION  ON  TECHNOLOGICAL  CHANGE  AS  A  FACTOR 
IN  UNEMPLOYMENT 

THE  THEORY  OF  TECHNOLOGICAL  PROGRESS 
AND  THE  DISLOCATION  OF  EMPLOYMENT 

By  AxviN  H.  Hanssn 
Vnhersiiy  of  Minneiota 

The  orthodox  view  that  technological  innovations  release  purchasing 
power  which  is  directed  against  new  goods,  and  that  in  this  manner  the 
displaced  labor  is  reabsorbed,  confuses,  as  John  Stuart  Mill  pointed  out 
long  ago,^  the  demand  for  labor  with  the  demand  for  commodities.  Mill 
Mw  and  stated  very  clearly  the  fallacy  involved  in  this  reasoning,  but 
bit  criticism  appears  to  have  been  forgotten  in  the  current  discussions. 
The  traditional  explanation  has  it  that  the  total  purchasing  power  is 
increased  by  the  introduction  of  labor  saving  improvements.  This  new 
purchasing  power,  it  is  argued,  is  directed  toward  the  purchase  of  new 
ir  additional  goods  and  these  require  for  their  production  the  reabsorp- 
ion  of  the  displaced  labor.  In  point  of  fact,  however,  the  displacement 
)f  labor  of  itself  means  only  that  the  same  quantity  of  goods  can  now 
x  made  at  lower  cost.  It  is  not  until  the  displaced  labor,  or  at  least  a 
portion  of  it,  has  again  been  put  to  work,  that  the  purchasing  power 
uts  in  reality  been  increased.  Labor  saving  improvements,  it  is  true,  make 
K)ssible  an  increase  in  purchasing  power  once  the  displaced  labor  again 
)ecomes  active  in  industry.  But  the  increase  in  purchasing  power  is  the 
-esult  of  labor  reabsorption  and  not  the  cause.  Labor  saving  techniques 
redistribute  purchasing  power  but  do  not  of  themselves  create  additional 
purchasing  power.  The  increased  purchasing  power  of  other  groups  is 
sactly  offset  by  the  decreased  purchasing  power  of  the  displaced 
irorkers.  What  these  technological  developments  set  free  is  not  purchas- 
ing power  but  productive  power. 

The  productive  power  set  free  through  the  displacement  of  labor  may 
eventually  become  reabsorbed  into  industry  in  several  ways.  It  may  be 
that  credit  released  from  the  lower  cost  industry  may  find  an  outlet  in 
other  fields.  In  consequence  prices  rise,  profits  improve,  business  ex- 
pands, and  labor  is  employed  in  larger  volume.  Or,  should  this  develop- 
ment not  occur,  it  may  be  that  the  reabsorption  takes  place  through  a 
lowering  of  money  wages.  It  is  also  possible  that  the  improved  techniques 
and  lower  costs  may  raise  profits,  increase  capital  investment  and  thus 
raise  the  demand  for  labor.  This  latter  development  may  also,  under 
certain  circumstances,  necessitate  a  readjustment  in  money  wage-rates. 

'J.  a  Mill,  PrineipU$  of  PoUtieal  Eeonomy,  pp.  90-7  (Ashley  edition).  See  also 
my  **IiuUtational  Frictions  and  Technological  Unemployment,"  Q.J.E.,  August,  1981. 
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Thus  in  one  way  or  another  the  likelihood  is  that  the  displaced  labor 
will  eventually  be  reabsorbed. 

Put  briefly,  the  current,  traditional  view  is  subject  to  criticism  cm 
two  counts :  first,  the  mechanism  usually  employed  to  explain  the  labor 
reabsorption  confuses  cause  and  effect;  second,  there  is  no  assurance 
that  the  displaced  labor  will,  in  all  cases,  be  reabsorbed  unless  we  assume 
a  flexible  economic  structure ;  that  is  to  say,  a  flexible  system  of  prices 
and  wage-rates. 

The  orthodox  view  has  been  roundly  criticized  from  the  standpoint  of 
price  rigidity  by  numerous  adherents  of  the  institutional  school.  The 
position  taken  is  that  the  displaced  labor  will  not  be  reabsorbed,  as  the 
orthodox  view  has  it,  imless  the  prices  of  the  commodities  affected  bj 
technological  changes  are  lowered  to  the  new  cost  basis. 

If  prices  are  maintained  by  cartels,  trusts,  or  any  other  form  of 
monopoly  power,  the  labor  reabsorption,  it  is  argued,  will  not  occur. 
This  traditional  institutional  viewpoint,  while  it  points  in  the  ri^t  di- 
rection, needs,  it  seems  to  me,  some  qualification.  So  long  as  the  price 
of  labor  is  established  in  a  free  market,  the  displaced  labor  can  eventually 
be  absorbed  even  though  individual  prices  are  rigidly  maintained  by 
monopoly  power  over  a  wide  field  of  industry.  No  factor  of  production 
can  permanently  remain  unemployed  so  long  as  its  own  price  is  subject 
to  free  market  forces.  Though  the  output  and  prices  of  certain  eom- 
modities  are  subjected  to  monopoly  control,  capital  can  always  find  an 
outlet  for  employment  if  interest  rates  fall  sufficiently.  So  also  with 
labor.  Should,  however,  the  whole  field  of  industry  be  completely  monopo- 
lized, so  that  every  avenue  of  employment  for  all  the  factors  of  produc- 
tion is  closed,  then  indeed  a  flexible  price  system  in  the  labor  and  capital 
markets  would  be  of  no  avail.  The  institutionalists'  criticism  of  the  ortho- 
dox position  does  not,  however,  presuppose  a  completely  monopoHnd 
society. 

But  while  organized  resistance  to  lower  prices,  conforming  to  lower 
costs,  does  not  preclude  the  ultimate  absorption  of  labor  when  wage 
rates  are  flexible,  it  is  nevertheless  true  that  such  action  places  an  undue 
strain  upon  the  flexibility  of  wage-rates.  Since  wage-rates,  in  point  of 
fact,  even  in  the  most  fluid  society,  cannot  be  perfectly  flexible,  it  can* 
not  be  doubted  that  monopoly  and  quasi-monopoly  control  does  delay 
the  process  of  labor  reabsorption.  Indeed,  under  certain  circumstanoest 
a  proper  price  policy  would  alone  be  sufficient  to  guarantee  the  re-em* 
ployment  of  the  displaced  labor.  Under  these  circumstances  it  is  quite 
correct  to  place  the  whole  blame  for  continued  unemployment  upon  the 
uneconomic  price  policies  of  organized  business  groups. 

There  is,  however,  still  a  third  theory  of  technological  unemployment 
It  is  the  view  that  technological  displacement  may  become  permanent  if 
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wages  rise  or  remain  constant  while  the  price  of  machinery  falls.  Techno- 
logical unemployment  has  increased  of  late,  it  is  said,  because  wage-rates 
have  remained  during  the  last  decade  on  substantially  the  same  levd, 
while  the  prices  of  capital  goods  in  general  have  fallen  sharply. 

This  viewpoint  represented,  in  particular,  by  Professor  Sumner  Slich- 
ter  in  oar  meetings  of  three  years  ago,  while  on  the  right  track,  does  not, 
in  my  judgment,  go  quite  far  enough  in  the  analysis.  To  illustrate:  Dur- 
ing the  last  century  the  prices  of  capital  goods  in  relation  to  wage-rates 
have  fallen  very  materially  and  almost  continuously.  Yet,  up  to  the  time 
of  the  World  War,  there  is  not  the  slightest  evidence  of  an  upward  trend 
in  per  capita  unemployment. 

It  is  not  wage-rates  and  the  prices  of  capital  goods,  as  such,  that 
matters.  Rather  it  is  labor  costs  in  relation  to  capital  costs.  If  the  pro- 
ductivity of  labor  doubled,  capital  would  not  be  substituted  for  labor 
even  though  the  prices  of  capital  goods  had  fallen  60  per  cent. 

The  proUem  of  technological  unemployment  is  fundamentally,  as  I 
see  it,  a  part  of  the  broader  problem  of  the  proportionality  of  the  factors 
of  production.  Technological  innovations  disturb  the  correct  pricing 
of  the  factors  of  production,  because  they  alter  the  relative  productive- 
ness of  the  factors.  Until  the  prices  paid  the  different  factors  are  again 
I  brooi^t  into  line  with  the  changed  productivity  the  overpriced  factor 
I     wiB  be  displaoed. 

As  a  rule,  labor  is  the  factor  which  becomes  overpriced  in  consequence 
of  technical  innovations.  Technological  imemployment  is  thus  seen  to  be 
'     the  result  of  the  time  lag  required  to  adjust  the  earnings  of  the  factors 
I     to  changes  in  productivity.  Were  it  not  for  institutional  frictions  which 
I     prevent  the  pricing  of  the  factors  from  shifting  instantly  with  every 
!     change  in  productivity,  there  would  be  no  technological  unemployment. 
Technological  unemployment  is  a  function  of  the  failure  of  the  pricing 
system  to  adjust  itself  to  changes  in  the  relative  productivity  of  the 
different  factors  of  production. 
If  labor  is  overpriced  in  relation  to  capital,  a  part  of  ,it  will  be  un- 
;     employed.  The  correct  pricing,  of  course,  implies  that  the  efficiency 
[     earnings  of  labor  and  capital  shall  be  equal ;  that  is,  the  money  rewards 
i     of  labor  in  relation  to  marginal  product,  must  equal  the  money  rewards 
of  capital  in  relation  to  its  marginal  product.  Labor  costs  and  capital 
oosts  must  be  equal  at  the  margin.  Under  these  circumstances  the  entre- 
preneur could  make  no  gains  from  substituting  one  factor  for  another. 
The  pricing  of  the  factors  may  be  upset  either  by  a  change  in  the  price 
paid  for  a  factor  without  any  change  in  its  productivity,  or  by  a  change 
in  the  productivity  of  a  factor,  without  a  corresponding  change  in  its 
price. 
It  is  the  lag  in  the  adjustment  of  earnings  to  productivity  or  of  pro- 
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ductivity  to  earnings  which  is  responsible  for  the  overpricing  of  one 
factor  in  relation  to  another,  and  therefore  for  the  substitution  of  die 
low-priced  factor  for  the  high-priced  factor. 

Labor  may  be  displaced  by  capital  in  consequence  of  any  one  of  tk 
following  changes :  In  the  first  place  a  forced  increase  in  wage-rates,  for 
example  by  trade  union  action,  to  a  point  at  which  capital  can  be  eflh 
ployed  more  economically  than  labor.  Labor  thus  displaced  would  remail 
permanently  unemployed  until  wages  were  reduced  or  else  labor's  pro- 
ductivity were  raised  to  a  point  at  which  its  efficiency  earnings  were  agam 
in  line  with  the  efficiency  earnings  of  capital. 

In  the  second  place,  a  lowering  of  the  rate  of  interest  might  redutt 
capital  costs  below  the  level  of  labor  costs.  Under  these  conditions  cajHtal 
would  be  substituted  for  labor.  Such  substitution,  however,  would  Bom 
cease  since  every  added  investment  of  capital  would  lower  its  marginil 
productivity  and  raise  the  marginal  productivity  of  labor  and  thus  agais 
bring  the  efficiency  earnings  of  capital  into  line  with  the  efficiency  eamr 
ings  of  labor.  Eventually  the  investment  in  additional  increments  of 
capital  would  reach  a  point  at  which  any  further  extension  of  the  round- 
aboutness  of  production  would  become  unprofitable;  the  marginal  pro- 
ductivity of  capital  in  relation  to  its  earnings  would  eventually  become 
lower  than  the  marginal  productivity  of  labor  in  relation  to  wages.  At 
this  point  labor  displacement  would  cease,  and  beyond  this  point  any 
further  expansion  of  industry  would  favor  the  employment  of  labor  in 
preference  to  capital. 

Briefly  stated,  increased  saving  tends  to  displace  labor  since  it  has  the 
effect,  through  the  consequent  reduction  in  the  interest  rate,  of  lowering 
capital  costs  in  relation  to  labor  costs.  On  the  other  hand,  each  additi<»al 
increment  of  capital  outlay  brings  you  nearer  the  point  at  which  furtiifir 
labor  displacement  becomes  unprofitable  since  the  continued  process  of 
investment  lowers  the  marginal  productivity  of  capital  and  therefore 
raises  capital  costs  in  relation  to  labor  costs. 

In  the  third  place,  technical  innovations  tend  to  displace  labor  since 
they  usually  have  the  effect  of  raising  the  marginal  productivity  of 
capital.  This  normally  leads,  however,  to  a  more  roundabout  process  of 
production,  and  this,  as  we  have  already  noted,  tends  eventually  to  re- 
establish the  equilibrium  of  capital  and  labor  costs,  since  every  addi- 
tional capital  increment  raises  the  productivity  of  labor  and  lowers  the 
productivity  of  capital. 

According  to  the  wage-fund  theory,  particularly  as  developed  and 
clarified  by  Cairnes,*  displaced  labor  could  not  be  reabsorbed  except 
through  the  increased  investment  of  capital.  Caimes  believed  that  ths 
combination  of  labor  and  capital  was  rigidly  fixed  by  the  state  of  the 

'  J.  E.  Cairnes,  Some  Leading  Principles  of  Political  Economy,  pp.  167-174. 
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arts  for  each  industry,  and  therefore  more  labor  could  not  be  employed 
onleM  more  capital  were  available  with  which  the  labor  could  be  com- 
bined. Moreover,  the  source  of  this  capital  supply  would  have  to  come 
out  of  an  increase  in  profits  made  possible  by  a  reduction  in  wages.  His 
analysis  therefore  called  for  a  very  substantial  reduction  in  wages  in 
order  to  furnish  a  sufficient  volume  of  new  capital  The  error  in  Caimes' 
analysis  lies  fundamentally  in  his  belief  that  the  state  of  the  arts  rigidly 
det^mines  the  combination  of  the  factors  of  production. 

In  point  of  fact,  the  large  measure  of  flexibility  possible  in  the  com- 
bination of  factors  brings  it  about  that  a  relatively  slight  fall  in  money 
wages  and  a  relatively  slight  investment  of  new  capital  may  alter  the 
ratio  of  the  efficiency  earnings  of  labor  to  the  efficiency  earnings  of  capital 
very  considerably.  Thus  a  new  equilibrium  can  be  reached  much  more 
readily  and  quicUy  than  was  believed  possible  by  Calmes.  Moreover, 
Caimes,  with  his  wage-fund  doctrine,  was  unable  to  see  that  the  demand 
for  lAoT  comes  from  prospective  income  and  not  from  capital,  and  that 
thu  prospective  income  may  become  an  actuality  through  the  employ- 
ment of  bank  credit  which  enables  one  to  put  the  productive  forces  In 
motion  in  anticipation  of  the  sale  of  the  product  from  which  the  factors 
of  production  will  eventually  have  to  be  paid. 

But  the  general  direction  of  Caimes'  analysis  was  nevertheless  sound. 
A  flexible  system  of  wage-rates  and  an  increase  in  new  Investment  are  the 
dilef  instrumentalities  through  which  labor,  displaced  by  technological 
Imiovatlons,  is  eventually  reabsorbed. 

It  is  true  that  an  adequate  increase  in  new  Investment  might  absorb 
any  given  volume  of  displaced  labor  even  without  a  fall  in  money  wage 
rates,  provided,  flrst,  that  sufficient  profits  to  finance  the  new  investment 
were  forthcoming  from  the  gains  of  technological  Improvements,  and, 
second,  that  the  monetary  system  were  able  to  furnish  a  sufficient  quantity 
of  circulating  media  to  finance  the  new  method  of  production  without 
producing  disequilibrium  in  the  internal  price  structure.  But  this  Is  by 
no  means  always  or  necessarily  the  case.  It  follows,  therefore,  that  the 
complete  absorption  of  the  displaced  labor  presupposes,  as  a  necessary 
condition,  flexible  capital  and  labor  markets. 

This  brings  us  to  a  consideration  of  the  relation  of  technological  un- 
employment to  a  downward  trend  In  prices.  If  the  money  supply  does 
not  keep  pace  with  the  requirements  of  the  highly  productive  new  tech- 
nlqaes,  the  commodity  price  level  must  fall.  Under  such  conditions,  the 
&placed  labor  would  be  absorbed  more  slowly.  In  the  event  that  the  fall 
in  prices  were  not  wholly  caused  by  technological  improvements  but  wore 
etnsed  in  part  by  monetary  factors,  a  deflation  of  the  earnings  of  the 
factors  would  obviously  become  necessary  before  all  could  be  employed. 
But  even  in  the  event  that  the  fall  in  prices  were  caused  by  technical  Inno- 
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vations  the  displaced  labor  would  be  absorbed  less  rapidly  in  a  period  of 
falling  prices.  Maladjustments  also  in  these  circumstances  would  develop 
in  the  internal  price  structure  for  the  following  three  reasons: 

In  the  first  place,  maladjustments  would  develop  owing  to  the  un- 
equal rates  of  progress  in  different  industries.  If  the  progressive  indut- 
tries  confronted  an  elastic  demand  situation  they  would  absorb  a  larger 
share  of  the  total  purchasing  power  of  the  commodity  and  so  force  a  x^ 
trenchment  in  the  inefficient  industries  which  proved  unable  to  redaoe 
costs.  Until  a  new  equilibrium  were  reached  unemployment  would  be  in- 
tensified. In  the  next  place,  falling  prices  caused  by  technological  im- 
provements cause  serious  maladjustment  owing  to  the  unequal  rates  of 
progress  of  different  firms  in  the  industry  affected.  Only  a  small  f ractioi 
of  the  producers  can  as  a  rule  take  advantage  of  the  new  techniquei. 
The  less  progressive  firms  are  gradually  squeezed  out  and  while  this  proc- 
ess is  going  on  much  unemployment  will  prevail.  Finally,  even  though 
the  general  decline  in  prices  is  caused  by  technological  progress,  tiie 
prices  are,  as  a  rule,  not  lowered  simultaneously  with  costs.  The  firmi 
which  have  introduced  the  new  methods  strive,  as  a  rule,  to  retain  tlie 
advantages  of  the  improved  techniques,  and  refuse  to  pass  on  the  gaiiu 
to  the  public  in  the  form  of  lower  prices  until  they  are  forced  to  do  so 
under  the  pressure  of  economic  necessity.  As  a  rule,  business  enterprises 
will  not  lower  prices  in  line  with  reduced  costs  until  they  have  passed 
through  the  disillusionment  and  bitter  experiences  of  depression. 

We  must  conclude,  therefore,  that  a  fall  in  prices  caused  by  techno- 
logical progress  tends  to  aggravate  and  prolong  the  displacement  of 
labor.  And  if  the  fall  in  prices  is  further  accentuated  by  monetary  causes, 
the  displaced  labor  will  be  absorbed  with  still  more  difficulty.  Particularly 
is  this  the  case  when  wage-rates  are  inflexible  and  fail  to  become  adjusted 
to  such  changes  in  the  price  level  as  are  caused  by  monetary  factors.  In 
the  last  decade,  the  whole  world  has  experienced  a  downward  price  trend, 
and  consequently  more  than  the  usual  difficulty  was  encountered  in  ab- 
sorbing technologically  displaced  labor. 

Finally  let  us  consider  the  relation  of  technological  unemployment  to 
the  stabilization  of  the  business  cycle.  Let  us  suppose  for  the  sake  ol 
the  argument  that  the  business  cycle  could  really  be  flattened  out,  whethei 
by  monetary  policies,  by  a  program  of  public  works,  or  by  the  controlled 
adjustment  of  investment  to  saving.  With  cyclical  unemployment  dis- 
posed of,  there  is  every  reason  to  believe  that  technological  unemploy 
ment  would  thereby  be  intensified.  When  is  it  that  the  labor  displacec 
by  technological  innovations  or  other  structural  changes  is  most  readil] 
and  easily  reabsorbed  into  industry?  Is  it  not  in  the  prosperity  phase  oi 
the  cycle?  It  is  the  absorptive  power  of  the  boom  period  that  opens  o] 
new  jobs  for  the  displaced  workers.  If  the  boom  were  eliminated  woulc 
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not  the  labor  made  redundant  by  machinery  become  reabsorbed  far  more 
slowly,  thus  increasing  the  volume  of  technological  unemployment? 

Cyclical  fluctuations  have  the  effect  of  giving  the  whole  economic  struc- 
ture a  good  shake-up  and  keeping  the  system  reasonably  flexible  and 
mobile.  With  the  business  cyde  eliminated  there  would  not  be  the  periodic 
nibbing  down,  so  to  speak,  which  gives  industry  a  fresh  lease  on  life.  De- 
pression, like  a  cruel  and  heartless  tyrant,  clubs  down  the  impossible 
demands  made  by  the  employed  agents  of  production,  until  the  earnings 
of  the  factors  have  again  reached  a  point  at  which  full  employment  be- 
comes profitable.  With  the  business  cycle  ironed  out,  it  can  scarcely  be 
doubted  that  the  price  and  wage  structures  would  become  more  rigid. 
The  capacity  to  absorb  labor  displaced  by  technological  innovations 
would  therefore  be  reduced. 

The  conclusion  is  that  we  cannot  afford  to  assume  a  too  easy  optimism 
with  respect  to  technological  unemployment.  The  increasing  rigidity  of 
modem  economic  life  consequent  upon  price  and  wage  controls — Die 
gehundene  Wirtechaft^  as  the  (rermans  so  aptly  put  it — ^points  in  the 
direction  of  a  slackening  in  the  rate  at  which  displaced  labor  can  be 
reabsorbed  into  employment.  Moreover,  should  we  prove  unaUe  to  pre- 
Tcnt  a  downward  price  trend  in  the  next  decade  or  two  this  growing 
tendency  toward  rigidity  would  become  a  still  more  serious  matter  and 
the  problem  of  technological  unemployment  would  be  intensified. 


THE  MEASUREMENT  OF  PRODUCTIVITY  CHANGES  AND 
THE  DISPLACEMENT  OF  LABOR 

By  Habrt  Jeroms 
Unheriity  of  Wisconsin 

Let  me  distinguish  at  the  outset  four  closely  associated  concepts:  (1) 
the  personal  efficiency  of  the  worker;  (2)  the  average  productivity  of 
the  worker — the  ratio  of  output  of  product  to  the  input  of  labor,  regard- 
less of  the  causes  which  may  determine  the  size  of  that  ratio;  (8)  labor 
displacement,  meaning  a  shrinkage  in  the  number  employed  in  a  given 
process,  occupation,  plant,  or  industry;  and  (4)  technological  unem- 
ployment; that  is,  unemployment  which  is  due  to  labor  displacement 
arising  from  a  change  in  methods  or  equipment. 

To  illustrate  these  concepts,  let  us  assume  one  hundred  miners  word- 
ing in  two  groups  of  fifty  each  and  cutting  and  loading  five  hundred 
tons  of  coal  per  day  in  each  group,  using  hand  tools.  The  men  in  Group 
A  are  stronger,  more  experienced,  and  more  diligent  workers — their 
personal  efficiency  is  higher  than  that  of  the  men  in  Group  B — ^but  tlic 
coal  in  their  section  of  the  mine  is  less  accessible.  Hence  the  productivity 
rate  (ten  tons  of  coal  per  day  per  man)  is  identical  for  the  two  groups. 
Now  assume  the  management  equips  Group  B  with  mechanical  coal 
loaders  and  that  with  their  aid  twenty  men  can  turn  out  as  much  coal 
as  fifty  with  hand  loading.  Productivity  has  increased,  but  if  the  mine 
operator  continues  to  employ  the  entire  crew  there  is  no  labor  displace- 
ment for  this  mine.  However,  if  he  lets  thirty  men  go,  because  twenty 
can  do  the  work  formerly  requiring  fifty,  then  the  increased  productivity 
has  caused  labor  displacement.  If  the  thirty  discharged  men  promptly 
find  other  work,  there  is  no  technological  unemployment.  But  if  they 
are  either  temporarily  or  permanently  out  of  work  because  of  the  intro- 
duction of  the  mechanical  loaders,  to  that  extent  technological  unemploy- 
ment has  been  created. 

For  present  purposes,  we  are  concerned,  not  with  the  measurement  of 
personal  efficiency  or  changes  therein,  but  with  labor  productivity,  labor 
displacement,  and,  by  implication,  unemployment  arising  from  displace- 
ment. The  distinction  between  these  terms  is  not  merely  academic.  The 
employer  and  the  consumer  are  concerned  primarily  with  increasing 
labor  productivity  and  its  effects  on  the  costs  and  prices  of  goods.  But 
the  factory  worker  is  concerned,  directly  at  least,  with  labor  displace- 
ment and  technological  unemployment. 

I  must  not  take  the  time  to  elaborate  the  many  refinements  which  arc 
possible,  but  let  me  suggest  parenthetically  that  if  the  purpose  of  measur- 
ing productivity  is  to  provide  a  yardstick  for  the  net  efficiency  of  our 
industrial  system  in  delivering  goods  to  the  final  consumer,  then  we 
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ihould  calculate,  not  merely  the  customary  gross  productivity — ^the  ratio 
betireen  output  and  employment  in,  say,  only  the  fabrication  stage — 
but  an  adjusted  productivity  rate. 

This  adjusted  rate  would  take  into  consideration  the  labor  embodied, 
so  to  speak,  in  the  buildings,  machinery,  and  materials  used,  and  also 
the  labor  required  in  marketing  the  commodity.  It  is  entirely  conceivable 
that  a  mass  production  technique  involving  a  large  market  for  its  success- 
ful use,  may  increase  the  labor-time  costs  of  marketing  and  transporta- 
tion enough  to  offset  gains  in  the  manufacturing  process. 

What  problems  of  measurement  arise  in  connection  with  these  several 
coQcq>ts?  From  the  point  of  view  of  formulating  an  intelligent  program 
for  rationalizing  industry,  we  may  state  them  as  a  fourfold  problem 
in  forecasting: 

1.  To  forecast  the  technological  changes  which  are  probable  for  an 
industry. 

2.  To  forecast  the  effect  of  such  changes  on  labor  productivity. 

8.  To  forecast  the  effects  on  labor  displacement  of  the  expected 
changes  in  productivity. 

4.  To  forecast  the  extent  to  which  the  expected  labor  displacement 
will  result  in  technological  unemployment.. 

Concisely  stated,  the  keynote  of  current  economic  discussion  is  plan- 
ning; the  essential  element  in  planning  is  forecasting;  and  the  basis  of 
forecasting  is  experience.  Our  first  step,  then,  is  the  study,  and,  if  possi- 
ble, the  measurement,  of  past  experience  in  the  field  of  technological 
changes  and  their  effects.  Until  recent  years  this  field  of  research  was, 
with  a  few  noteworthy  exceptions,  uncultivated.  Enough  has  now  been 
accomplished,  however,  to  mark  out  some  main  avenues  of  approach. 

The  Index  Ntmber  Approach,  First,  we  have,  for  industries  as  a 
whole,  the  index  niunber  attack  on  the  measurement  of  changing  pro- 
ductivity, pioneered  by  Gague  in  his  studies  for  the  Bureau  of  Labor 
Statistics,  in  iron  and  steel,  automobiles,  shoes,  sugar,  and  several  other 
industries.^  By  the  simple  device  of  dividing  an  index  number  of  produc- 
tion by  an  index  of  employment,  adjusted  where  possible  for  changes 
in  hours,  he  obtains  indexes  of  labor  productivity. 

Such  approximations,  made  for  an  entire  industry,  are  useful  in  hint- 
ing the  major  trends  in  productivity,  but  they  do  not  go  far  enough. 
They  suggest  little  or  nothing  of  the  causes  of  changing  productivity, 
nor  its  effects  in  terms  of  labor  displacement  or  unemployment.  They 
do  not  show  whether  the  rising  level  of  productivity  is  ascribable  to  im- 
provements in  which  all  plants  have  shared  more  or  less  equally  or  merely 
to  the  result  of  a  ruthless  elimination  of  less  efficient  plants.  They  afford 

^MotUkly  Labor  Review,  July,  1926,  pp.  1-19;  October,  1926,  pp.  10-21;  November, 
1926,  pp.  30-40;  and  January,  1927,  pp.  85-49. 
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little  clue  as  to  whether  the  movement  measured  has  about  run  its  course 
or  is  just  gaining  momentum  for  still  more  rapid  progress. 

Case  Studiee  of  Individual  Plante.  A  step  toward  more  intensive 
analysis  is  found  in  the  researches  which  endeavor  to  throw  light  on  the 
productivity  history  of  an  industry  by  examination  of  the  output  and 
employment  records  of  individual  plants  over  a  period  of  time.  Miai 
Jamba's  study  of  a  New  England  cotton  mill,  from  1888  to  1926,  wai 
a  pioneering  effort  of  this  type.'  The  merchant  blast  furnace  survey  bj 
Clague  and  Givens  for  the  Bureau  of  Labor  Statistics  is  an  excdlent 
example  of  the  individual  plant  method  applied  to  a  substantial  fraction 
of  an  industry.*  Somewhat  similar  studies  of  historical  changes  in  pro- 
ductivity, and  accompanying  changes  in  technique,  have  been  made  by 
the  National  Bureau  of  Economic  Research  for  a  number  of  industries 
such  as  cement,  sugar,  lumber,  and  brick,  but  are  as  yet  impublished. 

By  tracing  the  productivity  history  of  individual  plants  for  a  sub- 
stantial fraction  of  an  industry,  tendencies  not  discoverable  from  the 
consolidated  record  for  the  industry  as  a  whole  should  be  revealed.  The 
record  promises  to  be  even  more  useful  if  made  by  departments  and  if 
the  measurement  of  productivity  changes  can  be  accompanied  by  the 
measurement,  or  at  least  the  description,  of  companion  changes  in  dollar 
investment  in  equipment,  per  cent  of  idle  plant  time,  changing  grade  of 
workers,  and  other  factors  having,  presumptively,  a  bearing  on  produc- 
tivity. 

If  the  scope  of  the  survey  is  to  be  extensive,  the  necessary  research 
can  probably  be  carried  on  most  effectively  by  a  governmental  agency 
or  under  the  auspices  of  an  industrial  association  of  some  sort ;  or,  better 
yet,  by  co-operation  between  the  government  and  a  trade  association. 

However,  many  profitable  studies  can  be  carried  on  by  more  or  less 
free-lance  researchers,  if  they  work  in  fields  sufficiently  limited  so  that 
they  can  conduct  the  survey  personally  or  with  the  help  of  a  limited  num- 
ber of  closely  supervised  assistants.  Such  studies  pave  the  way  to  projects 
on  a  larger  scale  and  are  particularly  useful  in  the  early  stages  where 
the  technique  of  investigation  is  being  developed,  or  problems  pecuUar 
to  a  small  industry  or  a  single  locality  are  involved.  A  large-scale  in- 
vestigation must  almost  necessarily  use  standardized  methods  which  are 
not  readily  adapted  to  special  conditions;  the  small-scale  worker  can 
adapt  his  methods  more  closely  to  the  peculiarities  of  the  particular 
situation  in  which  he  is  working. 

Where  it  is  impracticable  to  ascertain  both  the  chronological  and  com- 
parative aspects  of  productivity  differences,  valuable  data  are  yielded 

'Anne  Jamba,  "Productivity  of  a  New  England  CoUon  Mill,  1888-1925,**  MtmiUf 
Labor  Bevimo,  October,  1926,  pp.  21-82. 

■  Productivity  of  Labor  in  Merchant  Blatt  Furnace*,  United  States  Bureau  of  Labor 
Statistics  Bulletin  No.  474. 
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by  sarveys  which  are  restricted  to  revealing  comparative  productivity 
rates  at  a  given  time  of  plants  varying  in  size,  in  methods,  or  in  equip- 
mrat.  The  glass  industry  study  by  Boris  Stem,  for  the  Bureau  of  Labor 
Statistics,  is  an  excellent  example  of  this  type/ 

At  best,  however,  neither  studies  of  comparative  productivity  nor 
period-to-period  records  of  changing  productivity  in  representative 
plants,  unless  supplemented  by  case  studies  of  discharged  men,  contribute 
direct  material  for  the  measurement  of  technological  unemployment. 

Despite  this  limitation,  if  we  are  to  look  forward  hopefully  to  a  time 
when  we  can  anticipate  the  degree  and  effects  of  changes  in  industries, 
we  must  have  many  closely  analytic  studies  of  separate  industries,  con- 
ducted, if  possible,  with  the  full  co-operation  of  the  industry,  and  having 
as  their  object  the  determination  of  any  observable  regularities  in  the 
way  in  which  technological  changes  take  place.  It  is  frequently  said  we 
cauiot  anticipate  what  ^iventions  will  be  made.  That  may  be  true,  but  I 
think  we  will  find,  when  adequate  study  has  been  given  to  the  problem, 
that  as  a  general  rule  innovations  go  through  a  certain  typical  life  his- 
tory, with  a  relatively  slow  growth  in  the  early  stages,  so  that  a  trained 
observer  could  frequently  detect  a  promising  innovation  before  its  com- 
mercial adoption  has  become  general  and  prophesy  with  fair  success  the 
trend  of  its  adoption  in  the  future. 

My  general  thesis  is  that  we  shall  be  in  a  much  better  position  to  under- 
stand how  technological  developments  take  place,  and  hence  to  forecast 
future  tendencies  in  labor  displacement,  when  we  have  traced  as  best  we 
can,  industry  by  industry,  or  even  process  by  process,  those  changes  in 
productivity  and  displacement  which  have  taken  place  in  the  past  and  the 
other  concurrent  changes  in  industry  which  accompanied,  and  in  part, 
at  least,  account  for,  developments  in  productivity  and  displacement. 

Mcoiurable  Aspects  of  Production  Operations.  What  are  these  meas- 
uraUe  aspects  for  an  individual  plant,  or  industry,  which  may  be  his- 
torically traced,  as  at  least  a  partial  guide  to  the  future? 

The  first  is  obviously  output.  Preferably  in  simple  and  reasonably  com- 
parable units,  such  as  pounds  of  sugar  or  tons  of  coal ;  otherwise,  in  a 
composite  index  of  production,  less  exact,  it  is  true,  but  useful  if  carefully 
weighted. 

Secondly,  employment,  preferably  both  in  number  of  men  and  in  man- 
hours.  The  number  of  men  is  most  useful  in  studies  of  labor  displace- 
ment; man-hours,  in  studies  of  changing  productivity.  An  increasing 
number  of  plants  are  keeping  records  in  terms  of  man-hours.  In  some 
states  this  is  encouraged  by  legislation  basing  payments  to  workmen's 
compensation  funds  on  hours  of  labor  time. 

*  Productivity  of  Labor  in  the  Olass  Industry,  United  States  Bureau  of  Labor 
Statistics,  BolleUn  No.  441. 
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A  challenge  is  presented  to  the  statistician  by  the  skill  displacemeil 
aspect  of  technological  change.  How,  if  at  all,  can  we  measure  the  effeet 
on  the  grade  of  labor  required  when  numerous  occupations  are  involyed? 
In  many  instances,  a  direct  count  of  the  numbers  in  specific  occupatioBi 
before  and  after  the  change  will  afford  useful  evidence  of  the  effect  ob 
skill  requirements.  But  is  it  not  possible  to  construct  some  sort  of  «i 
index  of  skill  requirements?  Though  recognizing  some  of  the  limitationii 
I  throw  out  the  suggestion  that  we  may  profitably  experiment  with  tk 
computation  of  an  index  of  changing  skill  in  an  industry,  based  upon 
the  number  of  workers  in  the  various  occupations  and  the  ratios  of  the 
hourly  earnings  in  the  specified  occupations  to  the  earnings  of  conmioa 
laborers  in  the  same  industry  and  locality.  To  the  extent  that  earningi 
are  a  measure  of  skill,  a  decline  in  such  an  index  would  represent  a  de- 
clining spread  between  the  average  skill  in  the  industry  and  that  of  the 
common  laborer. 

Of  considerable  promise  as  a  method  of  analyzing  skill  displacemeat 
are  detailed  job  analysis  surveys  of  the  type  being  conducted  as  part 
of  the  Minnesota  unemployment  research  project.'  The  training  and 
skill  required  for  each  operation  in  the  plant  is  noted.  Then  the  survey 
is  to  be  repeated  after  an  interval  sufficient  to  permit  technical  changes 
to  occur  and  to  warrant  conclusions  concerning  their  effect  upon  the 
skill  required. 

Obviously  this  method  cannot  be  extensively  applied,  except  by  factory 
executives  themselves  as  a  method  of  self-analysis,  but  even  on  a  limited 
sampling  basis,  it  should  furnish  valuable  aid  in  appraising  the  effects  of 
technological  changes. 

When  it  comes  to  the  problem  of  measuring  the  causes  of  changing 
productivity,  rather  than  their  effects  on  output  or  on  labor  time,  the 
task  becomes  more  difficult,  but  there  are^some  measurable  aspects  and 
an  effort  should  be  made  to  measure  them. 

Changes  in  horsepower  as  a  measure  of  changing  mechanization  is  a 
familiar  concept.  Professor  Willard  Thorp  has  pointed  out  some  of  ttie 
limitations  of  this  measure.*  In  addition,  we  often  can  profitably  measnic 
the  rapidity  with  which  a  given  device,  rather  than  power  in  general,  ii 
put  in  use.  This  measurement  may  be  either  in  terms  of  number  oi 
machines,  fraction  of  workers  using  the  given  method,  or  fraction  oi 
output  produced  thereby. 

Nor  is  it  inconceivable  that  we  can  for  some  plants  and  industries  worl 
out  a  measure  of  total  investment  in  plant  and  equipment  as  a  basis  foi 
comparing  average  capital  productivity  or  output  per  unit  of  capita! 

*  Russell  A.  Stevenson,  The  Minnesota  UMmploymmU  Rs$0areh  Project,  Universl^ 
of  Minnesota  Bmployment  Stabilization  Research  Institute,  Vol.  I,  No.  1. 

*  Willard  Thorp,  ''Horsepower  Statistics  for  Manufacture,"  /cmr.  Amer.  StoHBtiM 
Association,  December,  1929,  pp.  879-386. 
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goods,  analogous  to  labor  productivity.  The  difficulties  are  great — ^in 
tlie  way  of  proper  allowances  for  depreciation,  obsolescence,  and  pur- 
chase at  varying  price  levels — ^but  they  are  not  necessarily  insurmount- 
able. 

Another  measurable  phenomenon  which  might  throw  light  on  the 
eanses  of  changing  productivity  and  the  nature  and  causes  of  difficulties 
in  our  industrial  system  is  an  index  of  equipment  idleness.  We  have  en- 
deavored, with  some  degree  of  success,  to  measure  fluctuations  in  the 
utilization  of  labor.'  Of  almost  equal  significance  for  an  understanding 
of  the  nature  of  industrial  operations  is  a  measure  of  the  utilization  of 
equipment.  For  what  fraction  of  time  is  equipment  in  use?  What  fraction 
of  capacity  is  idle  even  at  the  peak  of  activity?  We  have  beginnings  of 
flodi  measures  in  the  statistics  of  active  cotton  spindles  and  of  idle  cars, 
and  in  the  estimates  of  **per  cent  of  capacity  at  which  operated'*  now 
paUished  for  a  number  of  industries.  For  steel  castings,  the  published 
tgare  for  September  of  1981  was  28  per  cent.  What  would  a  composite 
index  of  equipment  idleness  for  all  industry  show?  Further  evidence 
alcRig  these  lines  should  go  far  to  furnish  a  sounder  basis  for  ahalyzing 
the  problem  of  overcapacity. 

Market  Factors.  The  aids  to  the  estimation  of  labor  displacement 
which  I  have  mentioned  arise  primarily  in  the  production  process.  Pro- 
duction, of  course,  is  contingent  on  markets ;  and  additional  aids  to  fore- 
casting may  be  obtained  from  an  analysis  of  the  market  for  commodities. 
Professor  Douglas  has  laid  the  foundation  for  research  in  this  field  in 
his  analysis  of  coefficients  of  value  fiexibility.  As  an  aid  to  forecasting 
to  what  extent  technological  improvements  will  result  in  an  expanded 
market  and  to  what  extent  in  labor  displacement,  he  proposes  the  de- 
tennination  for  many  commodities  of  coefficients  of  flexibility  of  value 
through  time. 

These  coefficients  may  be  briefly  described  as  fractions  of  which  the 
Bmnerator  is  the  change  in  the  index  of  the  price  of  a  given  commodity, 
deflated  by  the  index  of  the  general  price  level,  and  the  denominator  is 
the  change  in  the  index  of  quantity  for  the  given  commodity,  deflated 
hy  the  index  of  quantities  of  all  goods  and  services. 

If  this  approach  can  be  made  to  contribute  significantly  to  the  fore- 
casting of  labor  displacement,  Professor  Douglas,  with  his  capacity  for 
statistical  pioneering,  will  doubtless  make  it  yield  those  contributions. 

I  think  I  can  see  substantial,  if  not  insuperable,  difficulties  in  the  use 
of  coefficients  of  flexibility  of  value  as  aids  to  displacement  forecasting. 
Adjustments  of  price  to  expense  of  production  are  at  best  imperfect  and 
ilow.  Labor-saving  changes  usually  precede  any  resulting  price  changes ; 
tod,  in  the  meantime,  the  labor  displacement  may  have  taken  place.  For 
many  commodities  coefficients  of  flexibility  of  value  cannot  be  computed; 
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and  at  best  indexes  with  a  substantial  margin  of  error  must  be  used 
in  their  construction.  Perhaps  the  most  important  limitation  upon  theii 
use  is  the  fact  that  only  in  somewhat  exceptional  cases  does  the  particulmi 
type  of  labor  affected  by  a  technological  change  bulk  high  in  the  total 
expense  of  the  iSnal  product.  On  the  average  the  direct  payment  foi 
wages  in  manufacturing  constitutes  only  about  40  per  cent  of  the  value 
added  in  manufacturing,  not  to  mention  the  expense  for  materials  and 
for  marketing.  Changes  which  affect  only  one  manufacturing  operation 
ordinarily  lower  the  unit  expense  for  the  final  product  only  a  small  frac- 
tion of  the  total  cost;  and,  consequently,  any  effect  which  a  labor-saving 
change  may  have  on  the  expansion  of  markets  through  a  lowering  of 
price  is  not  apt  to  be  commensurate  with  the  reductipn  in  the  labor  re- 
quired in  the  operation  immediately  affected. 

These  difficulties  in  the  use  of  coefficients  of  flexibility  of  value  an 
cited,  not  because  I  think  attention  should  not  be  given  to  the  degree 
of  elasticity  of  demand  of  products,  but  because  I  wish  to  stress  the 
point,  that  while  the  particular  method  of  attack  suggested  by  Professoi 
Douglas-  should  be  given  full  consideration  and  trial,  no  reasonable  ex- 
pectation of  aid  from  that  quarter  should  blind  us  to  the  necessity  oJ 
assembling  all  other  available  aids  to  the  task  of  analyzing  the  causes 
character,  and  effects  of  impending  technological  changes. 

Technological  Unemployment,  None  of  the  tjrpes  of  studies  previ 
ously  mentioned  go  directly  to  the  problem  of  technological  unemploy 
ment.  An  index  of  productivity,  or  a  period-to-period  record  of  th» 
niunber  of  men  employed  in  various  plants  or  industries  may  indicat 
displacement  and  possibilities  of  unemployment  but  do  not  furnish  cer 
tain  evidence  thereof.  For  such  purposes  we  must  turn  to  surveys  of  th 
individual  case  study  type,  such  as  those  made  by  Liibin,  for  several  hun 
dred  discharged  workers  in  Chicago,  Baltimore,  and  Worcester;  b; 
Myers,  for  skilled  cutters  in  the  Chicago  garment  trade;  and  by  Clagac 
for  the  workers  displaced  by  the  closing  down  of  a  New  Haven  rubbe 
plant.^  These  studies  trace  the  actual  unemployment  experience  of  work 
ers  whose  jobs  were  lost  through  technological  change.  It  is  only  thu 
that  we  can  ascertain  with  a  reasonable  degree  of  certainty  whethe 
men  who  are  released  from  one  plant  or  industry  customarily  find  em 
ployment,  and  prompt  employment,  in  other  plants  or  industries.  Sucl 
studies,  though  of  necessity  small  samples,  furnish  valuable  clues  fo 
interpreting  the  probable  effect  of  increases  in  productivity  and  labo 
displacement. 

The  greatest  promise  of  co-ordinated  information  for  the  group  o 

*  Isador  Lubin,  The  Absorption  of  the  Unemployed  hy  American  Industry,  Brool 
ings  Institution,  1929;  R.  J.  Myers,  <H>ccupational  Readjustment  of  Displaced  Skfllc 
Woricers,**  Jour.  Pol  Eeon,,  August,  1929,  pp.  478-489. 
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iroblems  we  are  considering  is  afforded  by  surveys  which  combine  for  a 
united  geographical  and  industrial  area,  over  a  substantial  period  of 
ime,  both  the  study  of  changing  technology  and  labor  displacement  in 
representative  plants  and  the  subsequent  industrial  history  of  the  men 
:hus  displaced* 

To  my  knowledge,  the  nearest  approach  to  this  type  of  survey  is  the 
icholarly  study  of  technological  change  and  labor  displacement  made 
by  Miss  Baker  for  the  commercial  printing  industry.'  In  this  industry, 
with  a  highly  diversified  product,  she  has  been  able  by  an  analysis  of 
selected  plants,  the  records  of  machine  sales,  and  other  collateral  data, 
to  point  out  certain  major  tendencies  in  the  technological  changes  affect- 
mg  the  industry  and  how  these  changes  are  affecting  the  market  for 
different  classes.  In  a  limited  way,  also,  she  has  endeavored  to  ascertain 
what  happened  to  the  individual  workers  displaced. 

If  adequate  effort  is  concentrated  upon  the  appropriate  research,  I  be* 
lieve  it  may  become  quite  possible  for  a  group  familiar  with  the  peculiari- 
ties of  a  given  industry  and  with  the  discoverable  characteristic  stages  in 
the  evolution  and  application  of  technical  innovations,  to  forecast  within 
reasonable  limits  of  accuracy  what  effect  impending  changes  will  have 
on  the  labor  requirements  in  the  industry.  Occasionally  we  have  sudden, 
unexpected  developments,  such  as  the  rapid  introduction  of  the  ^Halkies^ 
and  the  consequent  elimination  of  approximately  60  per  cent  of  the 
musicians  in  moving-picture  houses.  But  such  rapid  changes  are  ex- 
ceptions. The  great  bulk  of  technological  changes  are  slower,  less  sweep- 
ing in  their  effects,  and  better  adapted  to  remedial  action. 

Need  for  Compilation  of  Additional  Data  by  Individual  Plants.  If  in 
the  future  we  are  to  gain  adequate  knowledge  along  the  lines  suggested, 
certain  steps  are  necessary  in  the  basic  compilation  of  data.  The  key 
to  adequate  statistics  of  labor  productivity  and  labor  displacement  is  the 
compilation  of  a  large  number  of  individual  plant  histories  on  a  standard- 
ized basis.  Farsighted  associations  of  manufacturers,  or  other  interested 
organizations,  might  well  start  a  campaign  for  the  development  of 
standardized  methods  of  recording  and  reporting  plant  histories.  Such 
records  would  include  the  following  items : 

1.  Output  per  month  and  per  year,  in  standardized  quantitative  units 
if  possible.  If  not,  at  least  in  dollar  terms,  subject  to  deflation  by  the 
best  available  price  index  for  the  industry. 

2.  Employment  in  terms  of  men  and  man-hours. 

8.  Classification  of  employees  by  occupation  on  a  standardized  basis, 

co-ordinated  if  possible  with  the  terminology  of  the  census  of  occupations. 

4.  Separations,  classified  by  occupation,  age,  and  cause  of  separation. 

•EliMbcth  Baker,  "Unemployment  and  Technical  Progress  in  Commercial  Print- 
ing," Am€T,  Eeon.  Review,  September,  1980,  pp.  449-46Q, 
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6.  Plant-hours;  that  is,  plant  operating  time;  and  also,  machine 
hours  for  a  selected  list  of  major  types  of  equipment. 

6.  New  investments  in  plant  and  equipment,  conceivably  with  ad- 
justments for  variations  in  price  level  at  time  of  purchase,  and,  if  cumu- 
lated, for  depreciation  and  obsolescence. 

7.  A  record  of  the  introduction  and  extent  of  use  of  selected  processes 
or  equipment,  with  the  selection  made  by  a  special  conmiittee  for  tbe 
industry.  The  items  selected  would  be  those  representing  the  technolo^cal 
changes  deemed  of  most  importance  to  the  industry  from  a  labor  dis- 
placement point  of  view.  In  coal  mining,  for  example,  this  might  take 
the  form  of  the  number  of  mechanical  coal  loaders  instaUed  and  the 
fraction  of  coal  loaded  with  their  aid. 

8.  A  descriptive  statement,  at  least,  of  other  major  changes  believed 
by  the  management  as  apt  to  affect  labor  productivity.  The  difficulty 
here,  of  course,  is  that  much  of  this  would  be  considered  confidential. 

It  may  seem  visionary  to  suggest  such  an  ambitious  program  of  record 
keeping  and  reporting  to  industry  organized  on  a  competitive  basis, 
with  each  unit  interested  in  getting  the  jiunp  on  the  balance  of  the  in- 
dustry. I  am,  in  fact,  none  too  optimistic  about  a  widespread  actual 
adoption  of  the  program  suggested.  Perhaps  we  should  concentrate  upon 
the  effort  to  get  adequate  records  of  output  and  employment  in  terms 
of  man-hours,  postponing  the  drive  for  the  other  types  of  data.  This, 
however,  is  but  a  counsel  of  caution  arising  from  the  fear  that  if  we  ask 
for  all  that  is  needed,  we  may  get  nothing  at  all. 
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By  SUHNSE  H.   SUCHTEE 

Harvard  Vniveniiy 

A  recent  survey  by  the  Mellon  Institute  indicates  that  there  are  ap- 
proximately 1,000  industrial  research  laboratories  in  the  United  States, 
and  that  these  laboratories  employ  over  16,000  scientists  and  possess 
an  annual  budget  in  excess  of  $100,000,000  a  year/  This  does  not  in- 
clude the  less  formal  research  performed  by  the  engineering  departments 
in  thousands  of  enterprises.  Forty  years  ago  industrial  research  was  al- 
most nonexistent.  During  the  last  decade  tiie  number  of  laboratories  in- 
creased about  60  per  cent.  It  is  safe  to  predict  that  industrial  research 
will  continue  to  grow  by  leaps  and  boimds,  because  business  enterprises 
are  perpetually  striving  to  outdo  each  other  in  achieving  economies  and 
in  improving  their  products. 

Plainly  ours  is  a  society  committed  to  rapid  industrial  change — one 
might  almost  say  dedicated  to  it.  Not  only  is  change  an  important 
method  of  mttking  prolSts,  but  the  government  has  added  to  its  effective- 
nen  by  the  patent  system  which  gives  innovators  monopoly  rights  in 
thdr  inventions.  Unfortunately  competition  affords  no  method  by  which 
the  benefits  of  innovations  can  be  balanced  against  the  costs,  because 
both  the  benefits  and  the  costs  fall  in  large  degree  upon  the  community 
at  large  rather  than  upon  those  who  decide  whether  or  not  changes  shall 
be  made.  Whether  or  not  change  occurs  at  the  most  economical  rate, 
rather  than  too  fast  or  too  slow,  is  sheer  accident.'  Competition  may 
compel  enterprises  to  rush  through  enormously  expensive  changes  which 
»re  of  relatively  little  benefit  to  any  one,  because,  if  they  do  not  promptly 
adopt  the  new  methods,  rival  firms  which  do  will  capture  the  market.  In 
so  far  as  the  costs  of  change  fall  upon  the  community  at  large — ^upon 
those  whose  property  or  occupations  are  rendered  obsolete — rather  than 
Qpon  those  who  make  the  innovations,  change  is  being  subsidized  just 
aa  much  as  if  Congress  appropriated  millions  to  accelerate  it.  This 
enormous  subsidy,  which  is  woven  into  our  very  institutions,  is  one  of 
the  outstanding  economic  facts  of  the  age.  It  means,  of  course,  that 
the  cost  of  change  tends  to  be  excessive  and  that  many  changes  occur 
at  an  uneconomically  rapid  rate.  Inevitably  the  questions  arise :  What 
ihall  we  do  about  the  tremendously  powerful  dynamic  forces  which  our 
institutions  have  released?  What  steps  ought  we  to  take  to  guide  and 

*E.  R.  Wddlein,  "Industrial  Changes  Due  to  Chemistry,"  Annals  of  ths  American 
^cadmny  of  PoUtUsal  and  Boeial  Science,  September,  1928,  CXXXIX,  82. 

'The  inability  of  the  competitiTe  system  to  effect  an  accurate  balancing  of  the  costs 
>nd  the  benefits  of  change  is  perhaps  the  strongest  argument  In  favor  of  communism 
or  some  form  of  sodalism. 


42  American  Economic  AiMOciation 

control  them?  Is  it  wise  to  subsidize  change  on  such  a  vast  scale?  How 
can  the  cost  of  change  be  kept  at  a  minimum  and  the  rate  of  change 
prevented  from  being  either  uneconomically  slow  or  uneconomically 
rapid?  In  a  world  which  is  as  highly  dynamic  as  ours,  can  adjustments 
to  changes  be  trusted  to  work  themselves  out  or  do  they  need  to  be 
guided  and  assisted?  And  if  they  need  to  be  assisted,  how  can  this  be  dmie 
most  effectively?  In  short,  we  face  the  basic  problem  of  developing  eco- 
nomic institutions  which  will  work  reasonably  well  in  a  society  which  is 
highly  dynamic  and  which  is  likely  to  become  more  so.  Obviously  the  prob- 
lem has  wide  ramifications,  for  it  involves  the  protection  of  all  classes 
in  the  community — ^land  owners,  owners  of  industrial  equipment,  owners 
of  securities,  and  wage  earners — against  the  consequences  of  too  rapid 
change.  This  paper  will  discuss  only  a  small  segment  of  this  general 
problem;  namely,  the  protection  of  wage  earners  against  industrial 
change. 

Returns  of  the  unemployment  census  indicate  that  less  than  6  per  cent 
of  the  unemployed  attribute  their  idleness  to  causes  which  fall  under 
the  general  heading  of  "technological  unemployment.*'*  It  would  be  a 
mistake,  however,  to  infer  that  the  displacement  of  labor  is  not  a  serious 
problem,  because  the  occupational  statistics  for  agriculture,  manufac- 
turing, mining,  and  transportation  show  plainly  that  changes  in  tech- 
nique and  markets  have  produced  displacement  on  a  large  scale.  The 
results  of  the  unemployment  census  are  explained  partly  by  the  fact  that 
many  changes  in  technique  and  shifts  in  demand  produce  idleness,  not  by 
increasing  the  lay-off  rate,  but  by  decreasing  the  hiring  rate  and  partly 
by  the  fact  that  many  dismissals,  which  are  fundamentally  due  to  labor^ 
saving  devices,  appear  to  the  workmen  to  have  been  produced  by  sea- 
sonal or  cyclical  causes.^ 

Economists  have  usually  regarded  the  problem  created  by  technological 
changes  simply  as  one  of  helping  men  adjust  themselves  to  changes  in  the 
kind  and  the  location  of  jobs.  This  conclusion  has  rested  upon  the  ex- 
traordinarily optimistic  assumption  that  each  labor-saving  device,  by  re- 
ducing the  cost  of  producing  goods,  releases  exactly  enough  purchasing 
power  to  create  a  new  job  for  every  one  which  it  destroys.  This  idea 
is  sometimes  expressed  by  saying  that  technological  changes  do  not 
create  permanent  unemployment.  But  why  should  we  assume  that  the 
purchasing  power  released  by  labor-saving  devices  creates  exactly  enough 

*  The  title  used  by  the  census  to  cover  unemployment  caused  by  labor-saving  deviees, 
mergers,  etc.,  is  'industrial  policy." 

*  Labor-saving  methods  that  are  adopted  during  the  busy  season  or  during  a  business 
boom  may  produce  no  immediate  lay-offs,  but,  after  the  busy  season  ends  or  the  boom 
subsides,  the  force  shrinks  more  than  it  otherwise  would.  To  the  men  who  arc  laid 
off,  their  dismissal  appears  to  have  been  due  to  seasonal  or  cyclical  causes. 
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new  jobs — ^no  more,  no  less?'  It  is  elementary  that  each  technological 
change  creates  a  new  situation  with  respect  to  both  the  supply  of  labor 
and  the  demand  for  labor.  On  the  supply  side,  it  may  release  older  men 
from  employment  and  on  the  demand  side  increase  the  need  for  younger 
men.  Or  perhaps  it  releases  men  who  are  capable  of  doing  heavy  and 
fatiguing  work  and  increases  the  demand  for  women  workers  who  have 
deftness  and  speed.  In  any  event,  the  existing  wage  rates  are  rendered 
more  or  less  obsolete,  for  the  rates  which  formerly  brought  supply  and 
demand  into  equilibrium  no  longer  do  so.  Some  rates  may  be  too  high ; 
others,  too  low.  More  than  this,  however,  the  wage  structure  as  a  whole 
may  be  either  too  low  or  too  high.  As  a  matter  of  economic  theory  one 
cannot  assert  that  it  will  necessarily  be  one  or  the  other,  but  it  is  import- 
ant for  us  to  see  why  labor-saving  inventions  are  likely  to  render  the 
general  level  of  money  wages  too  high.  Such  inventions  often  reduce  the 
cost,  and  hence  the  price,  of  capital  goods.  Inventions  of  this  kind  are 
likely  to  necessitate  a  drop  in  the  money  wages  of  many  classes  of  labor. 
Otherwise  it  would  pay  enterprises  to  use  such  a  large  proportion  of 
capital  and  such  a  small  proportion  of  labor  in  production  that  the  num- 
ber of  jobs  would  increase  less  rapidly  than  the  number  of  job  seekers. 
Wages,  however,  are  a  sluggish  price — slow  to  rise  and  as  slow  to  fall. 
When  technolo^cal  improvement  reduces  the  price  of  capital  goods, 
money  wages  are  likely  to  remain  about  the  same  and  industry's  demand 
for  men  is  likely  to  fall  below  the  supply.  In  other  words,  in  a  society 
in  which  technological  progress  is  causing  prices  to  fall,  the  sluggish- 
ness of  money  wages  may  cause  real  wages  to  rise  too  rapidly.^ 

What  actually  happens  depends  largely  upon  whether  independent 
monetary  conditions  are  causing  the  general  price  level  to  rise  or  fall.  If 
prices  are  rising,  the  tendency  for  technological  progress  to  cause  real 
wages  to  advance  too  rapidly  is  counteracted  by  the  tendency  for  money 
wages  to  lag  behind  other  prices.  On  the  other  hand,  when  the  price  level 
is  faUing,  the  tendency  for  technological  improvements  to  increase  real 
wages  too  rapidly  is  reinforced  by  the  tendency  for  wages  to  fall  less 

'  It  is  easy  to  postulate  conditions  under  which  more  than  enough  purchasing  power 
would  be  released. 

•Temporarily,  while  the  proportion  of  capital  to  labor  is  being  rapidly  increased, 
there  may  be  substantial  growth  in  the  demand  for  labor,  because  men  are  required 
to  make  the  capital  goods  needed  to  increase  the  proportion  of  capital  to  labor.  But 
the  number  of  jobs  is  soon  likely  to  become  insufficient  to  absorb  both  the  displaced 
men  and  the  normal  increase  in  the  labor  supply,  because  it  is  possible  to  increase 
the  proportion  of  capital  to  labor  by  dropping  men  as  well  as  by  adding  capital. 
The  decrease  (or  the  slower  increase)  in  the  number  of  jobs  occurs  in  several  ways. 
^CTr  plants  which  attain  low  costs  by  using  a  large  proportion  of  capital  and  a  low 
proportion  of  labor  threaten  the  markets  of  older  enterprises  which  employ  a  large 
proportion  of  labor.  Under  the  pressure  of  competition  some  of  the  older  concerns 
disoorer  many  opportunities  for  getting  rid  of  men.  Other  concerns  are  less  successful 
fa  reducing  expenses  and  lose  much  of  their  business  to  the  newer,  low-cost  enter- 
prises. Still  other  old  concerns  cease  operation  altogether. 
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rapidly  than  prices  in  general.  Under  these  conditions,  tmemployment 
may  be  serioos  and  chronic.  In  fact,  displacement  may  become  more  or 
less  cumulative,  because  the  tendency  for  falling  prices  and  technolo^cal 
progress  to  leave  money  wages  too  high  stimulates  managers  to  search 
more  vigorously  than  ever  for  ways  of  economizing  labor.  As  they  suc- 
ceed and  as  competition  compels  them  to  pass  on  the  savings  in  lower 
prices,  the  disparity  between  wages  and  other  prices  widens  and  the 
incentive  to  discover  ways  of  displacing  men  grows  stfll  more  compelling/ 

If  technological  change  affects  the  number  as  well  as  the  kind  and 
the  location  of  jobs,  a  program  for  dealing  with  it  naturally  falls  into 
two  principal  parts:  (1)  a  program  for  adjusting  the  labor  supply  to 
changes  in  the  kind  and  the  location  of  jobs ;  and  (2)  a  program  for  pre- 
venting labor-saving  devices  from  retarding  too  much  the  growth  in  the 
number  of  jobs.  First  let  us  consider  the  problem  of  adjusting  the  labor 
supply  to  changes  in  the  kind  and  the  location  of  jobs.  There  are  three 
general  ways  of  dealing  with  this  problem:  (1)  retarding  the  rate  of 
displacement;  (2)  encouraging  the  transfer  of  displaced  men  within 
plants  by  employers ;  (8)  providing  better  facilities  in  the  labor  market 
for  transferring  the  displaced  men  between  plants  and  localities.' 

*  Something  of  this  sort  appears  to  have  been  happening  In  the  United  States  between 
1920  and  1929.  During  that  period,  the  average  price  of  producers'  goods  fell  by  about 
one-third,  bnt  money  wages  in  manufacturing,  as  measured  by  hourly  earnings,  slightly 
increased.  (The  Bureau  of  Labor  Statistics  dropped  the  classification  '^rodaceri' 
goods'*  in  its  index  of  price  movements  in  1927.  Tiie  statement  that  the  average  priee 
of  producers'  goods  in  1929  was  about  one-third  below  19SK)  is  based  on  the  assump- 
tion that  there  was  no  significant  change  in  the  average  between  1927  and  1929.  The 
fact  that  there  was  practically  no  change  in  the  averages  of  raw  materials,  semimanu- 
factured goods,  or  finished  products  between  1927  and  1929  indicates  that  this  assmiqH 
tion  is  undoubtedly  correct.)  In  other  words,  a  radical  change  in  the  relationship  be- 
tween wages  and  tiie  prices  of  capital  goods  gave  employers  a  tremendous  Incentive  to 
discover  ways  of  economising  labor  and  led  them  to  reduce  the  number  of  factorr 
employees  by  600,000.  It  also  drove  out  of  business  thousands  of  small  concerns  wUoh 
used  a  large  proportion  of  capital.  Even  during  the  rdativdy  prosperous  years  of 
1928,  1924,  1925,  and  1926,  the  failures  among  the  American  manufacturers  exceeded 
those  of  1921,  a  year  of  severe  depression.  And  although  the  number  of  factories  had 
been  steadily  increasing  up  until  1919,  it  dropped  over  17,000  in  the  decade  1919-29. 
A  more  detailed  discussion  of  the  effect  of  price  movements  upon  emplojrment  Is  con- 
tained in  my  paper,  "Market  Shifts,  Price  Movements,  and  Employment,"  Ameriean 
Economic  Review,  BupplevMnt,  March,  1929,  XIX,  1-22. 

*  Space  does  not  permit  a  discussion  of  tiie  contribution  which  trade  unions  might 
make  to  solving  the  problem  of  technological  unemployment  One  might  expect  that 
trade  union  history  would  reveal  many  successful  attempts  to  reduce  the  fanpact  of 
technological  changes  and  to  help  union  members  adjust  themselves  to  new  oonditloiif. 
As  a  matter  of  fact,  this  is  precisely  what  one  does  not  find.  A  few  exceptions  stand 
out,  conspicuous  because  they  are  exceptions,  such  as  the  oft-dted  experience  of  tiie 
Typographical  Union  with  the  linotype  machine.  In  most  cases,  the  first  reaction  of 
unions  to  technological  changes  is  to  attempt  to  protect  their  members  against  dis- 
placement by  discouraging  the  Introduction  of  new  metiiods  Into  union  shops  and  to 
make  work  for  displaced  workers  by  enacting  restrictive  rules.  Unfortunately,  after 
embarking  upon  a  policy  of  opposition  and  restriction,  unions  find  great  dliBcnlty  In 
shifting  to  a  policy  of  guidance  and  control. 

During  recent  years  a  heavy  displacement  of  labor  has  been  occurring  In  the  rail- 
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It  is  dear  that,  the  dower  the  rate  of  tedmological  change,  the  greater 
is  the  possibility  of  absorbing  a  shrinkage  in  the  working  force  by  the 
oormal  labor  turnover.  If,  for  example,  the  combined  resignation  and  dis- 
charge rate  in  a  certain  occupation  is  25  per  cent  a  year,  new  methods 
which  dispense  with  half  the  force  may  be  introduced  without  producing 
many  lay-offs,  provided  the  change  is  spread  over  two  years.*  It  has  been 
pointed  out,  however,  that,  under  existing  economic  arrangements,  labor- 
saving  devices  tend  to  be  introduced  too  rapidly  because  the  cost  of 
adopting  them  falls,  in  large  measure,  not  upon  the  enterprises  which 
introduce  them,  but  upon  the  rest  of  the  community.  An  obvious  way 
to  prevent  change  from  occurring  too  fast  is  to  assess  a  larger  part  of 
the  costs  against  the  enterprises  which  reap  the  benefits  and  one  way 
of  doing  this  is  to  require  every  concern  to  pay  a  dismissal  wage  to  each 
man  whom  it  permanently  lays  off.^^  A  dismissal  wage  would  be  help- 
ful, of  course,  in  assisting  workmen  to  shift  to  other  occupations,  but 
its  real  importance  would  consist  in  the  fact  that  it  would  correct  a 
serious  flaw  in  our  social  cost  accounting  and  would  encourage  manage- 
mmis  to  reduce  lay-offs  to  a  minimum.  The  principle  of  the  dismissal 

road  industry  and  it  is  likely  to  continae.  Tliis  is  an  industry  in  idiich  miions  are  more 
or  less  strongly  entrenched.  During  tlie  immediate  future  we  siiould  have  an  oppor- 
tunity to  learn,  from  the  actions  of  tiie  railroad  unions,  what  strong  and  well-led 
oifBuiisatioDS  can  do  to  ease  tlie  burden  of  technological  unemployment  Up  to  the 
present,  the  accomplishments  of  the  railroad  unions  in  dealing  with  the  problem  have 
been  limited.  Two  important  things,  however,  have  been  achieved.  In  the  first  place, 
some  unions  have  organised  the  shifting  of  men  from  one  part  of  the  country  to 
another.  Most  notable  is  the  employment  bureau  of  the  trainmen's  union  in  Chicago 
throu^  which  roads  needing  new  trainmen  can  draw  on  f  urloughed  trainmen  in  other 
parts  of  the  country.  On  a  smaller  scale  something  of  the  same  sort  has  been  done  by 
the  diopmen's  unions.  In  the  second  place,  the  seniority  rule  of  the  railroad  unions  has 
been  of  great  value  in  concentrating  the  burden  of  displacement  upon  the  Junior  men, 
vho,  in  most  cases,  are  best  able  to  shift  to  other  occupations.  It  is  safe  to  say  that, 
in  the  absence  of  the  seniority  rule,  much  displacement  would  have  occurred  among 
the  older  men  and  that  this  would  have  brought  acute  distress,  because  most  of  them 
would  have  been  unable  to  find  steady  work  in  other  industries.  Grave  as  is  the  un- 
anplqyment  problem  in  railroading,  it  is  infinitely  less  serious  than  it  would  have  been 
vere  the  seniority  rule  not  in  existence. 

*If  the  resignation  and  discharge  rate  is  25  per  cent,  why  could  not  the  new  methods 
be  introduced  without  producing  any  lay-offs,  provided  they  were  spread  over  two 
years?  For  the  simple  reason  that  most  resignations  and  discharges  occur  among  newly 
liired  men.  Consequently,  a  labor-saving  change  which  practically  eliminates  the  hiring 
of  men  in  a  certain  occupation  also  reduces  the  number  of  resignations  and  discharges. 
Although  the  annual  resignation  and  discharge  rate  may  have  been  25  per  cent  as 
long  as  each  resignation  or  discharge  led  to  a  hiring,  the  rate  would  drop  far  below  25 
per  cent  as  soon  as  replacement  ceased. 

"It  is  not  possible  to  estimate  in  each  individual  case  the  cost  of  a  lay-off  to  the 
workman.  Consequently,  it  is  desirable  to  pay  a  standard  dismissal  wage  to  all  men 
win  are  laid  off.  The  amount  should  vary  with  the  workman's  length  of  service.  This 
would  give  employers  an  incentive  to  retain  long-service  employees  who  would  prob- 
ably have  most  trouble  shifting  to  new  occupations  or  industries.  Employees  of  less 
tbaa  she  months'  service  should  receive  no  dismissal  wage.  A  question  of  considerable 
importance,  especially  from  the  standpoint  of  problems  of  administration,  is  whether 
the  disndssal  wage  should  be  paid  to  any  men  who  are  discharged  for  cause.  Space 
^ocB  not  permit  a  discussion  of  it  here. 
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wage  has  long  been  accepted  by  business,  for  it  has  been  customary  to 
pay  several  months'  salary  to  important  executives  who  are  laid  off  or 
discharged.  During  recent  years  a  handful  of  enterprises  (less  than 
eighty  in  all)  has  extended  the  dismissal  wage  to  a  few  long-service  man- 
ual laborers.  But  the  dismissal  wage  is  not  likely  to  be  adopted  on  • 
wide  scale  unless  it  is  made  compulsory.  Unfortunately  authority  to  re- 
quire the  payment  of  dismissal  compensation  is  divided  among  the  Iqpt- 
latures  of  forty-eight  states.  In  order  to  encourage  the  states  to  act  and 
also  to  encourage  individual  enterprises  to  act  in  advance  of  the  states,  it 
would  be  desirable  for  the  federal  government  to  permit  corporations 
which  establish  reserves  for  the  payment  of  a  dismissal  wage  to  count 
a  part  of  their  contributions  to  such  reserves  as  a  credit  on  their  federal 
corporate  income  tax  payments.  The  credit  should  not  be  given,  of  course, 
unless  the  funds  were  vested  in  independent  trustees,  and,  consequently, 
the  reserve  funds  should  be  registered  with  and  approved  by  the  Treas- 
ury Department.  It  would  be  reasonable  to  give  a  credit  of  fifty  cents 
on  the  corporate  income  tax  for  each  dollar  contributed  to  an  approved 
reserve  fund.^^  Such  a  credit  would  cut  the  cost  to  the  corporation  in 
half. 

A  second  way  of  preventing  the  displacement  of  men  by  technological 
changes  is  to  encourage  their  transfer  to  other  work  in  the  same  plant 
Here  we  encounter  another  grave  flaw  in  our  economic  arrangements,  for 
employers  at  present  have  no  adequate  incentive  to  make  transfers.  And 
again  the  dismissal  wage  furnishes  the  needed  incentive.  Experience  has 
demonstrated  that,  when  a  thorough  search  is  made  for  jobs  which  men 
with  given  qualifications  can  fill,  a  surprising  number  will  often  be  dis- 
covered. Especially  noteworthy  is  the  success  of  the  Western  Electric 
Company  in  finding  work  which  various  classes  of  handicapped  men  can 
perform  as  well  as  non-handicapped  workers.  But  searching  carefuUy  for 
jobs  to  which  displaced  men  might  be  shifted  is  not  enough.  A  real  ^ort 
should  be  made  to  create  opportunities  for  transfer  by  adapting  either 
the  work  to  the  men  or  the  men  to  the  work.  There  is  no  reason,  for  ex- 
ample, why  we  should  not  use  our  mastery  of  science  to  create  the  kinds 
of  positions  which  the  labor  supply  requires.  Of  course,  the  market  itsdf 
provides  an  incentive  to  adapt  technique  to  the  labor  supply,  because 
when  a  class  of  labor  becomes  superabundant  and  cheap,  it  pays  to  in- 
vent machines  which  such  labor  can  operate.  When  thousands  of  un- 
skilled European  peasants  flooded  this  country  and  waited  for  work  at 
every  factory  gate,  engineers  soon  discovered  how  this  cheap  labor  could 
be  used  to  make  scores  of  more  or  less  complicated  commodities.  But 

^  It  might  be  advisable  to  limit  the  credit  to  a  certain  portion  of  the  tax  paid  by  the 
corporation.  Credit  should  be  allowed  also  on  all  payments  by  coiporations  into  re- 
serves against  miemployment,  provided  the  reserves  are  vested  in  inaependent  trustees 
and  meet  other  general  requirements  imposed  in  the  interest  of  the  beneficiaries. 
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surely  it  is  not  a  satisfactory  situation  when  technique  is  not  altered  in 
response  to  a  surplus  of  men  until  that  surplus  has  become  conspicuously 
large  and  represents  a  grave  problem  of  unemployment.  There  is  need 
for  a  method  of  making  technique  adjust  itself  more  promptly  and  in  a 
more  selective  manner  to  the  labor  supply.  Such  a  method  is  provided  by 
the  dismissal  wage.  Rather  than  pay  $200  or  $800  to  men  who  have  been 
displaced,  it  would  often  be  more  economical  for  the  employer  to  re- 
organize some  department  or  to  develop  jigs,  fixtures,  and  mechanical, 
aids  so  that  these  men  could  be  transferred  to  other  work. 

More  promising  than  the  adjustment  of  technique  to  men  is  the  ad- 
jostment  of  men  to  technique.  In  a  society  as  dynamic  as  ours,  it  is  im- 
portant that  workers  be  reasonably  versatile.  Unfortunately  industry, 
instead  of  producing  versatile  employees,  goes  out  of  its  way  to  develop 
narrow  specialists.  Furthermore,  the  wage  payment  systems  which  are 
in  general  use,  such  as  piecework  and  bonus  and  premium  plans,  make 
the  men  themselves  prefer  to  specialize  narrowly  and  even  cause  many  of 
them  stubbornly  to  resist  efforts  to  give  them  a  broad  training.  The 
establishment  of  a  dismissal  wage  would  give  employers  a  badly  needed 
incentive  to  develop  general-purpose  men  who  can  be  shifted  to  other 
departments  or  other  work  when  changes  occur.  It  would  also  encourage 
employers  to  retrain  men.  In  order  to  give  the  maximum  incentive  to  re- 
train, it  would  be  desirable  to  permit  enterprises  to  pay  the  cost  of  re- 
training by  drawing  on  the  reserves  which  are  accumulated  to  provide 
for  dismissal  compensation.  In  other  words,  these  reserves  should  not  be 
purely  dismissal  compensation  reserves  but  they  should  be  dismissal 
compensation  and  retraining  reserves.^^ 

The  operation  of  a  dismissal  wage  raises  many  important  problems, 
which  there  is  not  time  to  discuss.  It  has  been  pointed  out  that  reserves 
should  be  accumulated  in  order  to  assure  that  dismissal  compensation 
will  be  paid.  These  reserves  should  be  created  in  such  a  manner  that  the 
employers'  incentive  to  prevent  lay-offs  will  not  be  dulled.  In  order  to 
encourage  enterprises  to  concentrate  lay-offs  among  the  younger  em- 
ployees who,  as  a  rule,  can  adjust  themselves  most  easily,  the  dismissal 
wage  should  increase  with  the  length  of  service.  A  problem  of  great  diffi- 
culty arises  when  a  worker  refuses  to  accept  the  management's  offer  to 
transfer  him  to  another  job.  In  case  this  refusal  necessitates  his  dismis- 
sal, should  he  receive  dismissal  compensation  either  in  whole  or  in  part? 
Possibly  the  job  which  he  rejected  pays  much  less  than  he  has  been  ac- 
customed to  earn.  In  this  case  his  claim  for  dismissal  compensation  would 
seem  to  be  a  strong  one.  But  possibly  the  job  pays  almost  as  much  as  he 
has  ever  earned.  In  this  event  his  claim  seems  weak.  But  where  and  by 

"Tbe  amoimt  that  might  be  withdrawn  to  pay  for  retraming  a  given  man  should 
be  limited,  of  coarse^  by  uie  dismissal  compensation  to  which  he  is  entitled. 
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whom  should  the  line  be  drawn?  A  dismissal  wage,  if  improperly  designed 
and  administered,  will  create  an  incentive  for  workers  to  refuse  to  be 
transferred.  And  what  is  the  good  of  encouraging  enterprises  to  make 
transfers  if,  at  the  same  time,  we  encourage  the  men  to  refuse  them?  The 
successful  operation  of  a  dismissal  wage  will  depend  in  large  degree  upon 
the  skill  with  which  this  problem  is  solved. 

But  although  a  dismissal  wage  is  an  important  method  of  correcting 
our  system  of  social  cost  accounting  and  although  it  furnishes  employen 
with  a  much  needed  incentive  to  avoid  displacing  men,  it  is  not  enough. 
It  would  not  prevent  many  technological  improvements  from  being 
adopted  at  an  uneconomically  rapid  rate.  Furthermore,  one  of  the  prin- 
cipal ways  in  which  technological  changes  produce  unemployment  is  by 
forcing  old  and  obsolete  plants  to  shut  down.  The  whole  forces  in  such 
plants  present  a  transfer  problem.  Any  society  which  is  highly  dynamic 
and  which  uses  highly  specialized  labor  needs  efficient  facilities  for  pUo- 
ing  the  thousands  of  men  whom  industry  is  constantly  throwing  on  the 
market.  The  more  dynamic  the  society  and  the  greater  the  degree  of  oc- 
cupational and  territorial  specialization,  the  greater  the  need  for  a  weO- 
organized  labor  market. 

But  precisely  what  facilities  are  needed?  Let  me  say  emphatically  that 
efficient  public  labor  exchanges,  although  of  great  importance,  are  far 
from  enough.  The  problem  of  keeping  the  labor  supply  adjusted  to  the 
changing  requirements  of  industry  is  far  more  than  a  matter  of  sending 
unemployed  men  to  the  vacancies  for  which  they  happen  to  be  fitted. 
In  fact,  in  so  far  as  technological  changes  displace  certain  types  of  men 
and  create  a  demand  for  other  types,  the  labor  supply  will  probably  not 
correspond  closely  to  the  demands  of  industry.  Consequently,  the  prob- 
lem of  keeping  the  labor  supply  adjusted  to  the  ever-changing  demands 
of  industry  is  partly  a  problem  of  showing  employers  how  they  can  use 
more  of  the  types  of  men  who  happen  to  be  available ;  it  is  partly  a  mat- 
ter of  inducing  employers  themselves  to  explore  the  possibilities  of  usiog 
more  of  these  types ;  it  is  partly  a  matter  of  discovering  the  occupations 
to  which  the  surplus  men  can  most  easily  be  shifted ;  and  it  is  partly  a 
matter  of  inducing  employers,  trade  unions,  or  communities  to  retrain  the 
displaced  workers  for  new  employments. 

These  are  to  some  extent  problems  of  research  and  they  are  to  some 
extent  problems  of  inducing  action  on  the  part  of  industry.  They  re- 
quire, therefore,  an  organization  capable  both  of  doing  research  and  of 
creating  co-operation.^  This  need  could  be  met  by  the  establishment  oil 

"  In  the  state  of  Massachusetts,  for  example^  workers  an 
textile  and  the  shoe  industries,  but  the  manufacture  of  n 
less  degree,  men's  gannents  is  growing.  To  what  cstent.  If  ^ 

Sossibility  of  transferrinff  workers  from  the  textik  a«M> 
ranch  of  the  dothing  industryf  Obvkyusly  thto  fi 
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federal  labor  board  composed  of  six  or  seven  industrialists  and  labor 
leaders  with  possibly  the  secretary  of  commerce  and  the  secretary  of 
labor  as  ex  officio  members.  The  board  would  be  provided  with  a  research 
staff  and  connected  with  industry  by  a  national  advisory  committee.  The 
federal  employment  exchanges  would  be  transferred  to  the  control  of  the 
board,  which  would  be  provided  with  funds  for  expanding  their  services." 
In  addition,  it  would  be  given  an  appropriation  to  subsidize  projects  in 
Tocational  retraining. 

How  would  the  board  proceed?  Every  technological  or  geographical 
change  presents,  in  large  degree,  a  unique  problem.  The  number  and  kind 
of  men  who  are  displaced  and  the  alternative  employments  for  which  they 
are  best  qualified  are  never  the  same.  As  soon  as  it  became  evident  that 
a  new  machine  or  a  geographical  shift  would  displace  labor  on  a  sub- 
stantial scale,  the  change  would  be  the  subject  of  intensive  study  by  the 
technical  staff  of  the  board.  How  many  men  are  likely  to  be  displaced 
and  how  rapidly?  How  can  the  influx  of  young  workers  into  the  shrink- 
ing occupation  be  promptly  stopped?  How  can  employers  who  need  men 
in  the  occupation  obtain  them  from  other  enterprises  which  are  laying 
off  men?  Into  what  other  pursuits  can  the  displaced  men  be  most  advan- 
tageously transferred?  What  training  should  they  receive  before  being 
shifted  and  how  and  by  whom  should  it  be  given?  The  technical  staff 
would  prepare  a  tentative  plan  which  would  be  submitted  by  the  board 
to  the  industry.  After  receiving  criticisms  and  suggestions,  the  board 
vould  prepare  a  revised  plan  which  it  would  ask  the  industry  to  accept. 
The  board  would,  of  course,  have  no  power  to  compel  acceptance  of  its 
recommendations.  Its  effectiveness  would  depend  upon  the  reasonable- 

:    nesa  of  its  suggestions  and  the  respect  which  its  members,  by  virtue  of 

[   their  ability  and  fairness,  would  be  able  to  command. 

There  is,  however,  one  important  legal  tool  with  which  the  board  might 
be  equipped.  That  is  power  to  attach  conditions  to  patent  grants  for  the 
purpose  of  protecting  men  against  displacement.  No  one  will  question 
the  general  policy  of  encouraging  invention  by  giving  patents  to  in- 
ventors, but  if  the  government  grants  a  patent,  surely  it  is  fair  to  require 
that  reasonable  steps  be  taken  to  avoid  unnecessary  displacement  of 
labor.  Whenever  it  appears  that  a  new  invention  is  likely  to  create  a 
•erious  problem  of  displacement,  it  should  be  the  duty  of  the  patent  office 
to  refer  the  matter  to  the  federal  labor  board  and  of  the  board,  after  in- 
stigation, to  draw  up  reasonable  rules  for  the  protection  of  labor.  The 
board  should  also  be  authorized  to  intervene  on  its  own  initiative  in  case 

[ai^aftg  fPC^^  Investigation.  This  means  research.  After  research  has  supplied  the 
~  *"*    '         ist  be  persuaded  to  co-operate  in  assisting  the  transfer.  Possibly 
1  trade  unions  must  be  Induced  to  help. 

:  co-operate  with  the  states  in  providinp:  a  Joint  federal- 
1  grant-in-aid  would  be  administered  by  the  board. 


50  American  Economic  Auociation 

an  invention  appears  to  threaten  serious  displacement.  The  patent  should 
be  granted  only  in  the  event  that  the  applicant  accepts,  both  for  himself 
and  for  his  licensees,  the  reasonable  requirements  of  the  board.  In  par- 
ticular, patents  which  are  likely  to  produce  serious  displacement  should 
not  be  granted  unless  the  applicants  agree  both  to  provide  a  reasonable 
dismissal  wage  and  to  co-operate  in  providing  reasonable  facilities  for 
retraining  the  displaced  men. 

Permit  me  to  add  a  word  about  the  problem  of  vocational  retraining 
and  the  federal  labor  board's  relation  to  it.  At  present,  we  have  prac- 
tically no  experience  to  guide  us  in  handling  this  important  problem.  We 
do  know  that  the  problem  involves  great  difficulties,  because  it  is  not  easy 
to  induce  men  to  prepare  themselves  for  a  new  occupation  unless  they 
feel  reasonably  sure  of  getting  employment  in  it,  and  it  is  not  possiUe, 
as  a  rule,  to  assure  displaced  men  of  jobs.  We  also  know  that  the  problem 
varies  from  locality  to  locality  and  from  industry  to  industry.  In  some 
cases  there  may  be  an  opportunity  to  transfer  men  into  an  industry  where 
plants  are  large.  In  such  instances,  it  may  be  best  to  provide  the  training 
in  the  plants  which  hire  the  men.  But  when  men  are  to  be  transferred 
into  small  plants,  such  as  garages  or  women's  garment  factories,  train- 
ing must  be  given  by  the  community  or  by  a  number  of  co-operating  small 
plants.  Several  of  the  most  notable  retraining  experiments  have  been 
sponsored  by  trade  unions  and  in  many  instances  the  co-operation  of 
unions  should  be  exceedingly  helpful.  In  view  of  the  fact  that  the  prob- 
lem is  different  in  every  situation,  the  best  way  to  promote  retraining  is 
to  give  a  central  body  such  as  the  federal  labor  board  an  appropriation 
to  subsidize  retraining  projects  which  it  approves.  A  national  body,  such 
as  the  board,  would  be  in  a  position  to  take  the  lead  in  initiating  projects 
when  and  where  they  were  needed  and  to  support  them  as  long  as  the  need 
lasted.  It  would  be  able  to  apply  in  each  place  the  experience  gained  in 
other  places  and  to  avoid  making  the  same  mistake  too  many  times.  It 
would  be  in  a  position  to  command  the  co-operation  of  individual  em- 
ployers, trade  associations,  trade  unions,  and  the  local  communities.  It 
would  undoubtedly  act  more  promptly,  with  better  judgment,  with  richer 
experience,  and  with  more  vision  than  any  other  body. 

What  can  be  done  to  prevent  technological  improvements  from  pro- 
ducing unemployment  by  causing  wages  to  become  too  high  relative  to 
the  prices  of  capital  goods?  It  is  possible  that  the  widespread  adoption 
of  the  legal  dismissal  wage,  by  retarding  the  adoption  of  labor-saving 
devices,  would  reduce  the  displacement  of  labor  sufficiently  to  counteract 
the  too  rapid  rise  in  the  price  of  labor  relative  to  the  prices  of  capital 
goods.  But  one  cannot  be  certain  of  this.  In  the  event  that  the  numbei 
of  jobs  fails  to  increase  as  rapidly  as  the  labor  supply,  what  can  be  done? 
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An  obvious  suggestion  is  to  reduce  wages.  But  there  is  no  machinery 
for  doing  this  and  it  is  difficult  to  see  how  such  machinery  could  be  con- 
structed. Another  alternative  would  be  to  stimulate  the  accumulation  of 
capitaL  If  the  proportion  in  which  it  is  most  economical  to  combine  capi- 
tal and  labor  has  changed  from,  say,  six  units  of  capital  for  each  laborer 
to  seven  units  of  capital  for  each  laborer,  it  is  obvious  that  an  increase 
of  one-sixth  in  the  amount  of  capital  is  needed  in  order  to  prevent  unem- 
ployment. The  more  quickly  this  increase  is  achieved,  the  more  quickly 
will  unemployment  be  eliminated.  Unfortunately  our  apparatus  for  regu- 
lating the  rate  of  capital  accumulation  is  even  less  adequate  than  our 
apparatus  for  controlling  wages,  and  there  is  small  prospect  that  we  shall 
toon  be  able  to  control  the  annual  additions  to  capital.  Still  another  alter- 
native would  be  to  inflate  the  general  price  level  slightly.  As  wages  are 
not  highly  sensitive  to  price  changes,  a  small  rise  in  other  prices  could 
occur  without  substantially  affecting  wages.  Thus  the  proper  relation- 
ship between  wages  and  the  prices  of  capital  goods  might  be  restored. 
As  yet  we  lack  instruments  upon  which  we  can  rely  to  inflate  prices 
•lightly  but  not  too  much ;  that  is,  without  permitting  the  inflationary 
movement  to  get  beyond  control  and  go  too  far.  Possibly  within  a  decade 
or  two  we  shall  possess  them.  At  any  rate,  the  policy  of  slight  inflation 
baa  more  practical  possibilities  than  either  the  policy  of  controlling 
wages  or  the  policy  of  accelerating  the  accumulation  of  capital.*' 

But  is  there  no  prospect  of  more  immediate  relief  when  labor-saving 
devices  prevent  the  number  of  jobs  from  keeping  pace  with  the  supply 
of  labor?  It  is  frequently  suggested  that  unemployment  be  converted 
into  leisure  by  reducing  the  hours  of  work.  The  trend  of  working  hours 
has  been  downward  for  well  over  a  century  but  most  cuts  in  hours  have 
been  the  result  of  bargaining.  Unfortunately,  when  working  hours  are 
determined  in  this  way,  reductions  are  likely  to  occur  most  slowly  at 
precisely  the  times  and  the  places  that  labor-saving  devices  are  produc- 
ing most  idleness.  Undoubtedly  we  need  the  planned  creation  of  leisure 
in  exactly  sufficient  amounts  to  prevent  technological  unemployment,  but 
reducing  the  hours  of  labor  involves  more  problems  than  is  ordinarily 
suspected. 

Working  time  may  be  cut  by  reducing  either  the  working  days  per 
week  or  the  hours  per  day.  Today  the  proposals  most  frequently  dis- 
cussed are  the  five-day  week  with  an  eight-hour  day  and  a  six-day  week 
with  a  six-hour  shift.  It  is  usually  assumed  that  a  six-hour  shift  would 
mean  two  shifts  a  day.  From  the  non-economic  point  of  view,  the  five- 

"  There  arc  reasons  why  a  slow  inflation  is  undesirable  as  a  steady  policy.  In  fact, 
iHhongh  slow  deflation  greatly  accentuates  the  problem  of  unemployment,  it  is 
probably  to  be  preferred  on  general  economic  grounds  under  most  circumstances 
both  to  an  absolutely  stable  price  level  and  to  a  slowly  rising  price  level.  Rapid  de- 
flttlon  is,  of  course,  an  entirely  different  matter. 
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day  week  with  the  eight-hour  day  is  preferable  to  the  six-hour  shift  six 
days  a  week,  because  a  week-end  of  two  days  can  be  used  more  advan- 
tageously by  most  workmen  than  two  hours  of  additional  leisure  each 
day.  Furthermore,  if  the  six-hour  shift  means  the  use  of  two  or  more 
shifts  a  day,  interference  with  family  life  may  result  when  one  member 
of  a  family  works  on  a  morning  shift  and  another  member  on  an  after- 
noon shift.  From  the  economic  point  of  view,  however,  the  five-day  weelc 
has  the  grave  disadvantage  that  it  is  likely  to  decrease  rather  than  in- 
crease the  number  of  jobs  and  hence  increase  the  volume  of  unemployment 
It  is  generally  assumed  that  the  five-day  week  will  be  coupled  with  an  in- 
crease in  hourly  wages  sufficient  to  counteract  the  reduction  in  working 
time.  Otherwise  the  shorter  week  would  not  be  acceptable  to  the  men.  But 
the  unemployment  which  the  five-day  week  is  intended  to  remedy  arises 
because  money  wages  have  become  too  high  relative  to  other  prices,  par- 
ticularly the  prices  of  capital  goods.  If  hourly  wages  are  raised  to  offset 
the  reduction  in  working  time,  the  disparity  between  wages  and  other 
prices  will,  for  some  time  at  least,  be  aggravated.  Will  not  this  largely, 
if  not  wholly,  cancel  the  effect  of  shorter  hours  upon  the  number  of  jobs? 
Eventually,  of  course,  the  effect  of  higher  wage  rates  may  be  translated 
into  higher  prices  for  commodities  in  general.  In  the  meantime,  however, 
the  higher  hourly  rates  will  tend  to  keep  down  the  number  of  jobs. 
Whether  this  effect  more  than  counteracts  the  gain  from  the  shorter 
work  week  depends  upon  the  elasticity  of  the  demand  for  labor.  Since  it 
is  probable  that  the  demand  for  labor  is  elastic,  no  one  can  be  surprised 
if  the  five-day  week  with  one  shift  of  eight  hours  and  a  compensating  in- 
crease in  wage  rates  aggravates  rather  than  diminishes  the  problem  of 
unemployment. 

Far  more  promising  as  a  method  of  converting  unemployment  into 
leisure  is  the  six-hour  shift,  provided  that  the  six-hour  shift  means  the 
use  of  two  or  more  shifts  each  day.  This  method,  it  is  true,  might  create 
a  transfer  problem  of  some  magnitude  in  the  labor  market,  because  the 
substitution  of  two  six-hour  shifts  for  one  eight-hour  shift  would  enable 
the  more  efficient  plants  to  capture  a  larger  share  of  the  business  and 
would  compel  some  of  the  less  efficient  plants  to  shut  down.  The  total 
number  of  jobs,  however,  would  probably  be  increased  rather  than  de- 
creased because  the  advance  in  hourly  rates  necessary  to  compensate 
for  the  reduction  in  working  hours  would  in  most  cases  be  more  than 
offset  by  the  savings  in  overhead  made  possible  by  the  use  of  two  six- 
hour  shifts  each  day.  Suppose,  for  example,  that  the  overhead  and  the 
direct  labor  cost  of  a  plant  operating  forty-eight  hours  a  week  are  pre- 
cisely the  same.  The  plant  changes  to  two  six-hour  shifts  a  day  and 
raises  wages  exactly  enough  to  compensate  each  employee  for  the  reduc- 
tion in  his  hours.  If  output  rises  in  precise  proportion  to  the  increase  in 
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the  hoars,  unit  cost  will  fall  by  one-sixth.  Of  course,  in  industries  where 
overhead  is  small,  the  saving  from  the  use  of  two  shifts  might  be  insuffi* 
dent  to  offset  the  higher  wage  rates.  It  seems  plain,  however,  that  if 
labor  must  be  compensated  for  the  reduction  in  hours,  the  only  way  to 
destroy  unemployment  by  converting  it  into  leisure  is  through  a  plan 
which  permits  industry  simultaneously  to  achieve  substantial  savings  in 
overhead. 

But  how  could  a  movement  to  reduce  hours  be  initiated  and  carried 
out?  Who  would  determine  when  shorter  hours  were  needed  and  who 
would  persuade  business  enterprises  to  reduce  them?  Clearly  there  is  little 
hope  of  reducing  hours  by  law,  for  here  again  the  government's  authority 
over  most  branches  of  industry  is  divided  among  forty-eight  state  legis- 
latures.'* Probably  the  body  best  able  to  induce  competitors  simultane- 
ously to  cut  hours  would  be  the  federal  labor  board.  Its  close  and  con- 
stant contact  with  the  problems  of  technological  unemployment  would 
give  it  intimate  knowledge  of  when  and  where  cuts  in  hours  were  needed.'^ 
The  board  would  probably  find  it  wise  not  to  attempt  to  effect  a  more  or 
less  general  shortening  of  hours  in  all  industries  but  rather  to  accelerate 
reductions  in  those  industries  where  changes  in  methods  or  markets  were 
producing  a  large  displacement  of  men.  These  reductions  would  probably 
not  entirely  prevent  the  displacement  of  workers  but  they  might  be  suffi- 
cient to  adjust  the  total  number  of  jobs  in  all  industries  to  the  available 
labor  supply.  Furthermore,  they  would  occur,  for  the  most  part,  where 
they  would  do  the  most  good.  The  board's  success  in  inducing  industry  to 
cut  hours  would  depend  upon  conditions.  Undoubtedly  its  success  would 
be  greater  in  industries  where  technological  progress  was  enabling  enter- 
prises to  achieve  substantial  economies  than  in  industries  which  were 
being  destroyed  or  reduced  in  size  by  progress  in  competing  industries. 
And,  of  course,  its  success  would  depend  partly  upon  the  strength  and 
the  vitality  of  the  labor  movement.  The  moral  influence  of  vigorous 
trade  unions  is  great  even  in  industries  in  which  union  membership  is 
nnall. 

For  two  centuries  now,  we  have  permitted  the  Juggernaut  of  industrial 
revolution  to  run  wild.  We  have  developed  institutions  which  subsidize 
change  on  an  enormous  scale  and  which  cause  it  to  occur  far  more  rapidly 
than  in  any  previous  age.  And  yet  we  have  failed,  for  the  most  part,  to 

*'Do  legislatures  possess  the  constitutional  authority  to  compel  a  reduction  in  the 
^m  of  male  adult  workers  for  the  purpose  of  reducing  unemployment?  This  question 
l»s  nerer  been  decided  by  the  courts.  Some  of  the  more  reactionary  courts  might  deny 
the  authority.  Nevertheless,  the  elimination  of  unemployment  would  appear  to  be 
a  legitimate  public  purpose  and  there  is  reason  to  believe  that  the  more  enlightened 
courts  would  sustain  reasonable  legislation  for  its  accomplishment. 

"The  board  would  require  for  its  guidance  far  more  accurate  statistical  information 
than  is  now  available  concerning  the  number  and  kind  of  displaced  men  who  had  not 
heen  absorbed  by  industry. 
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recognize  that  change  presents  a  major  social  problem;  we  have  made 
almost  no  effort  to  keep  down  the  cost  of  change  or  to  prevent  change 
from  occurring  at  a  wastefully  rapid  rate.  We  have  done  virtually  noth- 
ing to  assist  men  to  adjust  themselves  to  industrial  changes.  Almost  with- 
out raising  a  little  finger  to  prevent  it,  we  have  permitted  the  develop- 
ment of  industry  to  wreck  thousands  of  lives  and  to  produce  an  enormoui 
human  scrap  heap.  Prominent  organizations  of  employers  have  resisted 
all  efforts  to  modernize  the  labor  market  as  stubbornly  and  as  bitterly 
as  any  trade  union  ever  opposed  the  installation  of  labor-saving  devices. 
After  two  centuries  of  industrial  revolution  is  it  not  high  time  that  we 
recognize  that  change  is  bound  to  occur  too  rapidly  and  to  produce 
misery  and  degradation  unless  it  is  controlled  and  intelligently  directed 
and  unless  men  are  assisted  to  adjust  themselves  to  their  new  environ- 
ment? Is  it  not  high  time  that  we  recognize  that  change  is  now  occurring 
on  such  a  vast  scale  that  we  can  no  longer  simply  permit  it  to  happen 
regardless  of  the  consequences  which  it  produces?  Surely  if  we  deliber- 
ately stimulate  change,  we  should  go  out  of  our  way  to  protect  those 
who  are  injured  by  it.  The  suggestions  which  I  have  advanced  are  con- 
servative and  would  fall  far  short  of  adequate  protection.  But  they  would 
be  an  immense  improvement  over  doing  nothing  and  they  are  probably 
sufficient  for  a  first  step.  Long  enough  we  have  accepted  the  naive  and 
fatalistic  philosophy  that  everything  will  be  all  right  provided  only  we 
carefully  refrain  from  attempting  to  make  it  all  right.  Let  us  recognize 
clearly  that  few  forms  of  industrial  waste  bulk  larger  than  the  unneces- 
sary costs  of  progress  and  that  few  economic  problems  are  more  im- 
portant or  more  difficult  than  this  problem  of  how  to  control  change  so 
that  it  will  occur  less  wastefully  and  will  inflict  less  misery. 


DISCUSSION 

TiJLOuB. — ^The  first  point  I  shonld  like  to  mention  is  Professor  Han- 
ry  of  labor  costs  vs.  capital  costs.  To  qnote:  ''Were  it  not  for  In- 
frictions  preventing  the  prices  of  the  factors  from  shifting  with 
ige  in  prodnctivitj^  there  would  be  no  technological  unemployment/' 
is  doe  to  the  failure  of  the  pricing  system  to  adjust  itself  to  changes 
itive  productivities  of  capital  and  labor  at  the  margin;  this  failure, 
to  Professor  Hansen,  causes  labor  to  be  overpriced  in  relation  to 
d  therefore  creates  unemployment.  Still  another  way  of  saying  it  is 
8  become  too  high. 

ot  wholly  in  disagreement  with  this  theory,  but  there  is  one  fact 
her  pussies  me.  If  labor  is  overpriced  and  unemployed,  capital 
underpriced  and  in  great  demand.  Then  how  does  it  happen  that 
ally  every  industry  in  the  country  we  find  that  excessive  plant  ca- 
nfckmed  by  Professor  Jerome?  Isn't  it  true  that  capital,  too,  is  nnr 
on  a  large  scale? 

>t  taDdng  about  the  present  depression,  but  about  the  prosperity  of 
^,  few  industries  actually  did  operate  at  capacity  for  a  few  months 
during  this  period — steel  in  the  early  part  of  1929,  oofpper  and 
es  in  1928.  But  what  about  the  great  majority  of  industries  which, 
nr  most  feverish  prosperity,  never  enjoyed  capacity  operation  at 
What  about  boots  and  shoes,  leather  tazming,  cement,  textiles,  etc? 
n  due  allowance  for  the  shifting  of  industrial  production  which  is 
r  taking  place  (the  growth  of  new  industries  and  the  decline  of 
not  true  that  nearly  all  the  important  industries  in  this  country  are 
ped  ?  And  is  it  not  this  unemployed  capital  which  is  responsible  for 
ployed  labor? 

nay  be  an  explanation  for  this.  Perhaps  there  is  a  great  demand  for 
:al.  Technological  change  may  be  rendering  existing  capital  equip- 
>lete  90  fast  that  it  never  gets  used  to  its  full  capacity.  We  might 
lemand  for  certain  new  kinds  of  labor  equally  insistent — for  ex- 
the  hosiery  industry  in  Philadelphia  several  years  ago  when  wages 
.  height  of  $100  or  more  a  week  for  especially  skilled  workers.  The 
rant  to  make  is  that  technological  changes  may  be  so  rapid  and  so 
ing  that  they  bring  about  a  condition  in  which  all  factors  of  pro- 
lay  be  simultaneously  unemployed. 

lot  this  show  that  mere  adjustment  of  the  wages  of  labor  would 
the  problem?  Professor  Hansen  spoke  of  institutional  factors  pre- 
lie  prompt  adjustment  of  wages  to  the  marginal  productivity  of  labor, 
like  to  call  attention  to  equally  important  institutional  factors  of 
sort — ^particularly  the  institution  of  long-time  contracts  at  fixed 
lually  in  the  form  of  bonds  or  rent  contracts.  Increased  technological 
exerts  a  downward  pressure  on  the  price  of  the  product.  But  since 
itracts  guarantee  a  fixed  return,  they  result  in  the  appropriation  of 
arger  proportion  of  the  total  product  by  the  creditors  of  the  busi- 
is  they  might  force  violent  readjustments  in  the  other  returns — say, 
s  of  labor — ^without  the  situation  being  fully  remedied. 
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Thus  I  find  myself  in  complete  agreement  with  Professor  Slichter  in  call- 
ing for  monetary  and  credit  arrangements  of  some  kind  which  would  bring 
about  a  steadily  rising  price  level  at  a  low  rate^  perhaps  1  per  cent  per  year. 
I  might  mention  another  suggestion  which  has  been  made  many  times  before. 
If  labor^  in  the  interest  of  full  employment^  must  take  a  cut  in  wages  com- 
mensurate with  the  decline  in  prices,  then  the  bondholders  might  also  be 
asked  to  take  a  cut — ^say,  a  reduction  of  1  per  cent  in  the  interest  rate  on 
each  bond.  Thus  both  sets  of  returns  might  be  repriced  on  a  common  basii» 
and  the  employment  of  both  factors  correspondingly  improved. 

I  think  the  point  finally  comes  down  to  this.  Whatever  may  be  the  volame 
of  technological  unemployment  ascribable  to  the  changed  marginal  prodne- 
tivities  of  labor  and  capital^  it  will  be  small  in  comparison  with  the  amomitirf 
technological  unemployment  of  labor  and  the  idle  capital  equipment  which 
can  be  attributed  to  the  influence  of  institutional  factors  affecting  them  both. 

Professor  Slichter  raises  the  question  of  controlling  the  creation  of  new 
machines;  he  proposes  further  regulation  of  patents.  I  believe  there  may  be 
something  in  the  suggestion  that  the  taxing  power  of  the  government  would 
be  of  some  use  in  this  connection.  Certain  of  our  so-called  nuisance  taxes— 
those  on  tobacco^  cigarettes^  theater  seats^  even  automobiles — tend  to  witb- 
draw  purchasing  power  from  the  consumer,  and  one  of  our  basic  difficoltief 
is  the  creation  of  enough  consumers.  Might  it  not  be  possible  to  work  out  a 
method  of  taxing  machinery  and  equipment  which  would  tend  to  slow  down 
tlieir  development? 

I  am  in  complete  agreement  with  Professor  Slichter  on  the  dismissal  wage. 
We  do  not  need  to  justify  these  payments  solely  on  the  ground  that  the  worker 
has  certain  rights  in  the  job;  we  might  equally  well  justify  the  disminsl 
wage  as  a  method  of  regulating  the  investment  of  new  capital.  As  to  its  eft- 
cacy^  I  might  point  out  that  in  our  study  of  the  Ne^  Haven  rubber  workezi 
laid  off  by  the  U.  S.  Rubber  Company  we  found  that  the  dismissal  wagCi 
added  to  whatever  earnings  the  workers  were  able  to  make  in  the  intemli 
was  sufficient  to  carry  the  families  at  the  old  standard  of  living  for  nearly  a 
year.  This  would  be  long  enough  to  enable  most  workers  to  find  a  new  steady 
job. 

No  commentary  on  Professor  Slichter's  paper  would  be  adequate  without 
soxne  mention  of  his  federal  labor  board.  It  is  evident  there  is  no  exiatiqg 
machinery  to  take  care  of  the  problems  of  technological  displacement.  One 
of  the  functions  of  such  a  board  would  be  to  obtain  from  industry  some  reason- 
able action  on  the  problems  of  displacement.  But  Professor  Slichter  is  goiay 
to  make  the  board  purely  advisory^  leaving  it  to  industry  to  accept  or  lejedt 
suggestions  as  it  pleases.  I  think  we  all  realize  the  difficulties  and  dangeiw 
of  giving  much  power  to  suoh  a  board.  Nevertheless^  I  should  like  to  see  lis 
it  a  little  more  of  the  Wisconsin  idea.  You  may  remember  that  aomit  wedetf 
ago  Governor  LaFoUette  presented  his  unemployment  insurance  prograi* 
to  the  Wisconsin  manufacturers.  He  told  them  that  if  industry  would  1^ 
voluntary  action  adopt  private  unemployment  insurance  plans,  all  right; 
otherwise,  a  state  law.  There  is  a  gf^at  deal  to  be  said  for  that  kind  of  vohor 
tary  action  in  matters  of  this  sort.  i 
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Pxofessor  Slichter  speaks  of  the  "abilitj  and  fairness"  of  the  board  mem- 
bers commanding  the  respect  of  mdostrj.  I  think  he  should  have  explained 
how  he  wonld  propose  to  get  such  men  appointed.  There  are  manj  excellent 
men  in  the  government  sendee^  even  on  boards  and  commissions^  but  some  of 
us  who  have  been  repeatedly  disillusioned  about  appointments  in  recent  years 
cannot  help  being  skepticaL  And  so  very  much  would  depend  upon  the  choice 
of  members  of  the  board. 

Professor  Jerome  has  thoroughly  and  ably  covered  the  problem  of  measure- 
ment. There  «re  many  details  yet  to  be  ironed  out^  but  I  find  nothii^  with 
which  to  disagree  in  his  presentation.  There  is  one  point  which  I  think  he 
mi^t  properly  have  touched  upon:  What  is  the  usefulness  of  measuring 
productivity  changes?  Some  critics  have  questioned  the  value  of  such  work^ 
and^  while  I  do  not  agree  with  their  conclusions^  the  question  requires  an 
answer.  Do  we  need  productivity  measurements  to  enable  us  to  take  the  steps 
toward  control  which  Professor  Slichter  advises?  Would  economic  theory 
be  at  all  influenced  by  the  computation  of  reasonably  accurate  and  acceptable 
data  on  productivity  changes?  We  need  further  exploration  along  this  line. 

R.  £.  MoNTOOMKRT. — ^Thcsc  brief  remarks  must^  in  view  of  the  practical 
circmnstances  of  their  preparation,  be  confined  to  Professor  Slichter's  paper 
akmey  and  cannot  be  more  than  passing  conunents  on  some  of  the  aspects  of 
bis  program  or  observati<ms  on  matters  of  relative  emphasis. 

The  major  thesis — ^that  change  is  subsidised  under  our  present  system  to  a 
dangerous  extent,  that  the  costs  fall  in  large  part  upon  members  of  the  com- 
mmiity  other  than  those  initiating  the  changes^  that  instruments  for  control- 
ling the  rate  of  change  must  be  discovered  and  utilized,  and  that  part  of  the 
eost  must  be  put  upon  those  benefiting  from  technological  change — has  been 
presented  so  clearly  as  to  render  elaborative  comment  superfluous.  Disagree- 
aient  with  this  general  thesis  would,  I  suppose,  have  to  rest  chiefly  upon  the 
usomption  that  until  we  abandon  more  completely  than  we  have  the  pre- 
o^ts  of  laisses  faire,  interference  with  the  rate  of  change,  effected  by  legal 
dutmissal  wages  or  by  other  devices,  would  introduce  complications  and  costs 
10  important  as  to  dictate  as  the  better  alternative  a  policy  of  letting  tech- 
Bicil  changes  work  themselves  out  unhampered  and  the  adoption  of  some 
bm  or  other  of  social  maintenance  for  those  elements  of  the  community  upon 
whom  the  burden  falls  most  heavily. 

Mr.  Slichter's  paper  is,  I  think,  itself  the  answer  to  this  dissenting  thesis, 
especially  the  earlier  sections  where  he  discusses  in  some  detail  the  likelihood 
that  introduction  of  labor-saving  devices  will  leave  wage  rates  too  high  in 
relation  to  the  price  of  capital  goods  and  suggests  necessary  qualifications  to 
die  optimistic  conclusion  of  the  economists  with  respect  to  the  long-run  re- 
lationship between  introduction  of  labor-saving  devices  and  the  number  of 
jobs  available. 

The  program  sketched  in  this  paper  does  not  depend  for  its  justification 
npon  the  assumption  that  technological  changes  are  going  to  occur  at  a  more 
repid  rate  in  the  future  than  in  the  past;  and  it  may  therefore  not  be  entirely 
relevant  to  suggest  the  desirability  of  further  discussion  of  this  assumption. 
Whether  those  changes,  technical  and  other,  which  produce  maladjustments 
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and  necessitate  rather  complete  cyclical  readjnstments  are  going  to  become 
''steadily  more  important"  is  of  course  a  question  that  has  heok  discossed 
in  detail  many  times.  There  is  still  opportunity,  however,  for  clarifying  dis- 
cussion and  investigation* 

The  most  valuable  comment  that  can  be  made  upon  Mr.  Slichter's  discus- 
sion of  the  relationship  between  introduction  of  labor-saving  devices  and  the 
number  of  jobs  available  is,  it  seems  to  me,  a  word  as  to  the  importance  of 
making  the  kind  of  refinements  he  does  upon  the  traditional  reduction  of  cost 
and  elasticity  of  demand  which  have  lead  economists  to  their  optimistic 
conclusion  that  enough  new  jobs  are  created  to  reabsorb  those  men  who  are 
displaced.  While  it  may  be  taken  as  almost  axiomatic  that  each  change  creates 
a  new  situation  with  respect  to  the  supply  of  and  demand  for  labor,  wc  can 
make  little  progress  in  getting  at  a  question,  such  as  that  of  the  circum- 
stances under  which  the  six-hour  day  may  be  introduced  without  the  compen- 
sating increase  in  wages  having  the  effect  of  increasing  rather  than  diminish- 
ing  unemployment,  unless  we  proceed  in  our  theoretical  analysis  somewhat 
along  the  pathways  his  paper  suggests. 

From  the  viewpoint  of  one  who  agrees  that  "it  is  high  time  to  recogniae 
that  change  is  bound  to  occur  too  rapidly  and  to  produce  misery  and  degrada- 
tion unless  it  is  controlled  and  intelligently  directed"  there  is,  it  seems  to  m^ 
little  opportunity  for  quarrel  with  Professor  Slichter's  program  for  •djust- 
ing  the  labor  supply  to  changes  in  the  kind  and  location  of  jobs.  The  prac- 
tical consideration  in  connection  with  federal  encouragement  to  the  setting 
up  of  dismissal  wage  reserve  funds  through  the  inducement  of  reduction  in 
corporate  income  tax  payments  and  in  connection  with  getting  into  operation 
a  federal  labor  board  which  could  achieve  the  program  outlined  for  it  and  at 
the  same  time  "command  the  respect  and  confidence  of  business  men"  are, 
it  is  almost  trite  to  say,  full  of  enough  difficulties  to  be  conducive  to  miU 
pessimism  rather  than  to  optimism.  Certainly,  however,  there  is  much  oppor- 
tunity for  an  exploration  of  the  possibilities  of  the  widespread  adoption  of 
the  legal  dismissal  wage  in  retarding  the  adoption  of  labor  saving  devioes 
and  thus  reducing  the  displacements  of  labor  sufficiently  to  counteract  the  loo 
rapid  rise  in  the  price  of  labor  relative  to  the  prices  of  capital  goods. 

Boris  Stern. — In  the  course  of  my  recent  studies  on  technological  dia- 
placement  of  labor  I  was  called  upon  time  and  again  to  determine  what  Is 
really  meant  by  technological  change  and  particularly  to  define  the  scope  and 
the  extent  of  its  influence.  In  the  following  two  examples  both  of  whidi  are 
taken  from  my  own  field  work  I  hope  to  convey  to  you  the  difficulties  witli 
which  one  is  confronted  in  this  comparatively  new  field  of  research  and  to 
emphasize  the  need  for  a  generally  accepted  definition  of  the  terminology  and 
the  scope  of  this  type  of  study.  My  first  example  is  from  the  amusement  In* 
dustry.  The  most  revolutionary  technological  change  in  this  industry  in  re- 
cent years  was  the  installation  of  sound  equipment  in  the  motion  picture 
theatres,  which  resulted  in  the  immediate  displacement  of  more  than  50  per 
cent  of  the  musicians  formerly  employed  to  accompany  the  silent  pictures. 
Indirectly,  however,  the  introduction  of  sound  affected  the  entire  field  of 
amusements.  Whether  due  to  the  novelty  of  sound  pictures  or  to  some  otber 
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ise^  the  majority  of  the  legitimate  and  vandeyille  theatres  in  the  conn- 
fonnd  themselves  without  patronage  and  were  compelled  either  to  dose 
>p  or  to  revert  to  motion  pictures^  eliminating  the  artists^  musicians^  stage 
ods^  and  other  help  formerly  employed  in  these  theatres.  Are  these  work- 
I  also  to  be  classified  among  the  technologically  unemployed  in  the  amuse- 
nt  industry? 

The  impact  of  the  change  from  silent  to  sound  pictures  went  further  than 
It  The  rapidly  declining  demand  for  musicians  seriously  affected  the  do- 
dn  of  teaching  music,  with  the  result  that  a  very  large  proportion  of 
isic  teachers  found  themselves  without  means  for  a  livelihood,  thus  «till 
ither  swelling  the  ranks  of  unemployed  musicians.  I  could  go  on  and  con- 
lue  to  trace  the  effects  of  this  single  change  in  the  motion  picture  theatres, 
en  extending  beyond  the  amusement  field  into  several  other  industries  only 
motely  related  to  this  field.  The  question  is,  are  we  to  make  a  complete 
restigation  of  our  entire  economic  and  social  order  each  time  one  under- 
kes  to  study  the  effects  of  some  technological  change  in  a  single  industry. 
In  my  second  example  I  was  conf  rcmted  with  a  different  set  of  drcum- 
mces.  The  industry  in  question  is  comparatively  young,  but  has  grown  very 
pidly  in  the  last  decade  or  so.  The  Bureau  of  Labor  Statistics  productivity 
lex  for  this  industry  shows  a  large  increase  in  the  labor  productivity  whidi 
i  been  accomplished  in  the  brief  span  of  a  few  years.  Upon  visiting  several 
ajor  plants  I  was  much  surprised  to  discover  that  the  increase  in  the  pro- 
ictivity  has  not  been  accomplished  by  the  usual  means  of  what  are  generally 
wwn  as  labor  saving  devices  or  new  machinery.  In  fact,  the  industry  still 
aploys  a  very  large  proportion  of  skilled  workers  on  a  piece  work  basis 
id  can  still  be  dassified  as  belonging  to  the  semiautomatic  stage,  with  a 
idded  predominance  of  hand  work.  Further  inquiry  as  to  the  causes  of  the 
lereased  productivity  of  labor  in  one  of  the  largest  plants  in  tiie  country 
itng^t  out  the  following  major  factors:  standardization  of  the  product;  a 
bnge  in  the  cost  accounting  system  which  resulted  in  an  improved  co- 
rdination  of  the  numerous  semi-independent  factory  departments  engaged 
I  the  preparation  of  the  various  parts  which  make  up  the  final  product ;  a 
liange  in  the  labor  policy  of  the  plant  which  resulted  in  a  reduction  of  the 
ibor  turnover  from  200  per  cent  in  1920  to  less  than  40  per  cent  in  1929 
>d  slightly  over  10  per  cent  in  1930.  It  was  the  belief  of  the  general  manager 
ki  the  reduction  in  the  labor  turnover  of  the  plant  was  more  responsible  than 
^  other  single  factor  for  the  large  increase  of  its  labor  productivity.  Are 
kse  unquestionably  real  causes  of  labor  displacement  to  be  classified  as 
ttfanological  changes,  or  are  we  to  devise  another  set  of  terms  to  differentiate 
^  from  changes  in  methods  of  production  and  in  machinery  ? 
Confronted  with  these  and  similar  complications  in  my  field  work  I  was 
^pdled  to  adopt  a  set  of  rules  which  I  venture  to  present  here  as  a  start- 
^  point  towards  a  general  definition  of  the  term  "technological  change" 
id  towards  a  reasonable  limitation  of  the  scope  of  influences  attributed  to 
is  factor.  I  was  compelled  to  limit  the  effects  of  technological  change  strictly 
the  individual  industry  in  which  this  change  took  place.  Within  the  in- 
stry  and  particularly  within  the  walls  of  a  single  plant,  I  was  oompdled 
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to  classify  «s  technological  cbange  any  change,  either  in  the  natoze  of  the  p= 

nct^  in  the  method  of  production^  in  the  type  of  labor  or  in  the  equipmen^H 
machinery  used  which  resulted  in  a  higher  productivity,  therefore  ^^■p^*-  _ 
labor.  This  in  accordance  with  the  actual  conditions  in  the  plants  where  ^ 
dom,  if  eyer,  is  it  possible  to  segregate  any  one  factor  that  oonld  be  sin^^ 
out  as  "the  cause"  of  the  increased  productivity  of  labor  in  the  plant. 

With  technological  change  thus  defined  and  limited,  the  problem  o  ^i^ 
measurement  does  not  present  any  particular  difficulty.  Its  natural 
is  the  quantity  output  per  unit  of  labor  time,  the  unit  of  output  varying  i 
different  industries.  This  seems  to  be  the  underlying  plan  of  the 
productivity  studies  which  the  Bureau  of  Labor  Statistics  has  been 
on  for  several  years.  I  should  extend  these  studies  over  a  larger  numl^rra 
industries  than  heretofore  practised  by  the  Bureau.  Besides  I  should  i 
pand  our  industrial  census  to  include  such  additional  information  as 
necessary  to  enable  us  to  build  up  a  series  of  continuous  industrial  indi- 
labor  productivity,  in  the  principal  industries.  Their  primary  object  i 
be  to  focus  our  attention  on  the  particular  industries  which  show  a 
rising  index,  thus  inviting  a  more  intensive  survey  of  the  industry  : 
tion.  Finally,  I  should  inaugurate  a  series  of  larger  industrial  surveys 
ing  the  several  industries  affiliated  in  any  one  field,  such  as  fuel, 
tation,  amusements,  etc.,  to  determine  the  effects  of  technological  cha 
the  entire  group.  If  labor  is  displaced  in  the  coal  industry,  either  bec^'' 
labor  saving  devices  or  because  of  a  decreased  demand  for  coal,  it  is 
pertinent  to  know  to  what  extent  the  labor  released  in  the  coal  pits  i 
employment  in  the  oil  industry  or  in  the  production  and  distribution  4>^ 
and  electricity.  Similarly,  if  the  railroads  and  street  cars  are  cutting 
their  labor  we  should  know  at  least  what  opportunities  of  employment  i 
exist  in  the  newer  branches  of  transportation,  such  as  bus  lines,  tazi^^* 
aeroplanes,  etc.  In  the  course  of  these  larger  surveys  R  will  indeed  br  ' 
sirable  to  incorporate  sample  follow-up  studies  of  what  actually  happea^^^ 
the  groups  of  workers  displaced  because  of  technological  or  other  diange^^ 
the  industry. 

With  this  triple  attack  on  the  question  of  technological  change  (that^^ 
building  up  with  the  help  of  the  census  bureau  a  series  of  continuous 
dustrial  indices,  continuing  and  extending  the  productivity  studies  of  9^ 
Bureau  of  Labor  Statistics^  and  inaugurating  a  series  of  industrial  smvtjl^^ 
cover  groups  of  affiliated  industries),  we  shall  indeed  be  in  a  much 
position  than  heretofore  to  cope  with  the  economic  and  social  problems  ' 
are  the  inevitable  result  of  this  dynamic  force  in  our  industrial  structure*-*^ 

I  am  glad  to  note  that  my  outline  differs  only  slightly  from  the  plan  p*^ 
sented  by  Professor  Jerome.  It  is  less  ambitious  and  for  tluit  reason  periu^ 
easier  to  fulfill.  I  certainly  do  hope  that  this  is  the  type  of  study  whidi  CM 
Sliditer  intends  that  his  proposed  federal  labor  board  should  carry  out.     -J^ 

AxBioN  O.  Taylor. — ^A  proposal  to  reduce  the  subsidy  received  by  i 
wiio  initiate  technological  change  arises  from  an  old  controversy  among  i 
mists.  The  necessity  of  governmental  control  to  check  the  unhappy  effeet^ 
too  rapid  change  upon  workers  was  pointed  out  by  John  Stuart  IfiU 


'  put  of  their  costs^  comtending  that  the  subsidy  is  now  being  borne 
J  by  "those  whose  property  or  occupations  are  rendered  obsolete/' 
'  pba  for  a  readjustment  of  cost  burdens  calls  for  certain  additional 
ittds  on  behalf  of  those  who  previously  provided  the  subsidy^  or  they 
Gontinne  to  supply  it  through  other  channels.  A  dismissal  wage^  while 
I  primarily  as  an  incentive  to  reduce  lay-offs^  would  also  shift  to  con- 
which  introduce  labor-saving  devices  more  of  the  costs  which  now  fall 
^  worker.  Any  such  reapportionment  of  costs  would  be  met  by  an 
Pt  to  return  the  burden  to  the  shoulders  of  wage  earners  in  some  man- 
^government  bearing  a  part  of  the  dismissal  wage  through  the  decreased 
i  book  income  tax  might  seek  other  revenue  through  applying  a  sales 
^  tiriff^  or  other  levy  which  would  decrease  real  wages.  On  the  side  of 
^leneurs^  who  assume  a  portion  of  the  new  burden  of  the  dismissal 
•sttiempts  might  be  made  to  shift  that  burden  into  the  price  field  and  thus 
ft  again  in  part  upon  the  worker. 

eokoral  effect  of  a  dismissal  wage  upon  the  worker  would  probably  be 
wholesome  if  he  contributed  somewhat  toward  it^  but  both  he  and  his  em- 
r  shoold  be  fully  conscious  of  that  contribution.  This  suggestion  is  not 
kcanse  of  any  hope  of  an  exact  allocation  of  costs  to  the  employer^ 
i^her^  and  the  state,  so  as  to  provide  an  incidence  which  is  just.  The 
i>^ical  effect  upon  the  woricer  would  alone  justify  a  plan  which  makes 
Hypenate  with  his  employer  in  providing  against  the  day  of  unemploy- 
A  happy  medium  must  be  found  between  social  responsibility  for  vic- 
f  technological  change  and  the  individual's  concern  for  the  security  of 
f  and  his  dex>endents. 
>es8or  SUchter  notes  that  the  dismissal  wage  is  not  likely  to  be  widely 
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is  uniqae  in  that  it  proyides  what  appears  to  be  a  strong  incentive.  It  moti- 
yates  lihe  retention  of  workers  and  makes  lihem  versatile  through  retraining 
Another  line  of  attack  might  serve  quite  as  effectively  in  preventing  techno- 
logical unemployment  if  it  were  also  accompanied  with  so  forceful  sn  in- 
centive. If  the  profits  of  innovators  possessing  legal  monopoly  rights  were 
reduced^  prices  conforming  more  nearly  to  lowered  costs^  consumers'  por* 
chasing  power  would  be  enlarged  and  the  chain  of  forces  whidi  build  for 
employment  would  be  set  in  motion.  This  demands  contrdl  whidi  has  been 
alien  to  the  spirit  of  American  institutions.  Control  of  prices  to  insure  smse 
relationship  with  costs  awaits  an  incentive  which  wiU  insure  proper  l^gisla* 
tion  and  the  administrative  co-operation  necessary  to  its  success. 

The  cveation  of  a  federal  labor  board  as  suggested^  adequately  equipped 
and  financed^  might  oraunand  co-operation  from  industry.  The  history  sf 
other  federal  boards^  possessing  only  power  to  investigate  and  reoommeBd^l 
is  not  encouraging.  The  scope  of  service  rendered  by  sudi  a  labor  board  taOi  i 
short  of  meeting  the  problem  of  present-day  industrial  maladjustment.  Tedt^r 
ndogical  progress  should  go  on  unhampered^  but  with  a  fair  apportionmeat : 
of  costs  end  incomes.  Our  industrial  evolution  continually  loads  toward  a 
mudi  larger  use  of  the  machine^  and  toward  men  of  superior  endowment  wtd' 
training  who  need  to  think  and  invent.  This  evoluti<mary  movement  shoull 
be  guided  by  a  force  which  attempts  to  co-ordinate  better  production  and  die-* 
tribution.  In  the  absence  of  such  control  a  practical  dictatorship  may  k^ 
thrust  upon  us.  The  times  demand  a  system  of  economic  organisation  safli 
control  which  is  embodied  in  the  new  principle  of  eamomic  planning. 


SESSION  ON  ECONOMIC  ORGANIZATION  AND  THE 
CONTROL  OF  INDUSTRY 

THE  STABILIZATION  OF  BUSINESS  AND  EMPLOYMENT 

By  Heney  I.  Haeeiman 
New  England  Power  Company^  Bostony  Massachusetts 

The  United  States  of  America,  in  common  with  the  rest  of  the  economic 
world,  is  passing  through  a  cyclical  depression  of  great  magnitude.  Like 
all  previous  major  depressions,  this  period  is  accompanied  by  widespread 
anemployment,  a  marked  reduction  in  earning  power,  a  diminution  in 
sales,  and,  in  general,  economic  disarrangement  and  distress. 

In  a  time  of  great  economic  upheaval,  it  is  natural  to  emphasize  its 
gloomiest  aspects  and  to  believe  that  no  cycle  of  equal  severity  has  ever 
before  been  experienced  by  our  people.  A  study  of  our  economic  history, 
however,  reveals  the  fallacy  of  this  assumption. 

The  great  depressions  beginning  in  1878  and  1898  undoubtedly  en- 
tailed greater  relative  loss  and  suffering.  To  recall  some  of  the  phases  of 
the  depression  of  the  seventies,  with  its  prolonged  and  bitter  strikes,  the 
itoppage  of  railroad  transportation,  drastic  reductions  in  wages,  the 
bitter  antagonism  between  employer  and  employee,  and  the  necessity 
for  calling  out  federal  and  state  troops  in  many  cities,  should  convince 
us  that  we  have  advanced  far  in  our  social  relations  and  general  welfare. 
A  comparison  between  conditions  during  the  panic  of  1898  and  our 
present  situation  would  reveal  an  equally  striking  contrast. 

The  most  significant  difference  between  this  depression  and  previous 
ones  is  the  better  spirit  which  now  exists  between  employer  and  employee. 
Today  we  find  not  a  few  but  thousands  of  firms  adopting  work  programs 
to  rotate  the  available  jobs  among  their  workers.  Instead  of  reducing 
the  number  of  their  employees  to  a  minimum  and  retaining  a  few  while 
others  are  dismissed,  employers  today  are  dividing  among  the  largest 
possible  number  of  their  employees  the  work  which  is  available.  Our  people 
have  come  to  recognize  their  obligation  to  mitigate  suffering  and  dis- 
tress through  unemployment,  and  they  appreciate  that  every  man  and 
woman  should  have  an  opportunity  to  work  at  fair  wages  for  reasonable 
hours  and  with  every  possible  assurance  of  continuity  of  employment. 

Encouraging  as  these  considerations  may  be,  they  do  not  minimize  the 
seriousness  of  the  present  situation,  and  I  approach  with  much  hesita- 
tion the  task  of  discussing  the  stabilization  of  business  and  employment. 
I  do,  however,  approach  it  with  a  complete  consciousness  of  the  duty 
which  business  owes  to  the  community  to  help  in  bringing  about  normal 
tnd  stable  conditions  and  a  desire  to  suggesting  remedies  which  wiU,^  in 
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part,  obviate  the  severity  of  the  present  depression.  The  present  econoimc 
system  is,  indeed,  on  trial. 

I  feel  that  the  task  involves  two  considerations :  first,  the  causes  whicli 
have  contributed  to  the  intensity  of  the  present  depression  and,  second, 
the  long-time  remedies  which  may  be  suggested  to  prevent  its  recurrence. 

Causes  of  Depression.  There  have  been  twenty-two  periods  of  busi- 
ness depression  in  the  last  seventy-five  years.  Of  these,  eleven  have  been 
of  comparatively  minor  intensity  and  length,  eight  have  been  more  severe, 
and  three  have  been  extreme  and  prolonged. 

Business  produces  because  of  its  desire  for  profit.  Possibilities  of 
greater  profit  induce  speculation  and  overproduction.  These,  in  turn, 
bring  about  a  surplus  of  goods,  a  corresponding  lowering  of  prices,  and 
finally  the  disruption  of  business  and  unemployment,  with  resultant  un- 
derconsumption. The  accumulated  surplus  of  the  previous  period  of 
expansion  is  exhausted ;  as  a  result,  production  is  resumed  and  there  is  t 
return  of  prosperity  and  employment ;  and  thus  the  upward  and  down- 
ward swings  are  continued.  While  we  cannot  expect  with  our  present 
knowledge  and  experience  to  prevent  recurring  depressions,  let  us  hope 
that  the  depths  of  the  valleys  of  future  depressions  may  be  reduced  by 
avoiding  preceding  periods  of  overexpansion  and  undue  speculative  ac- 
tivity. 

Thus  far  economic  science  has  not  completely  isolated  the  factors 
which  determine  the  severity  and  length  of  depressions.  In  general,  it  is 
recognized  that  periods  of  unusual  and  speculative  expansion  are  fol- 
lowed by  periods  of  marked  economic  depression.  Great  wars  undoubtedly 
cause  the  greatest  expansion  of  human  effort  and  cause  the  most  complete 
disarrangement  of  the  normal  economic  life.  A  study  of  statistics  discloses 
that  all  of  the  really  great  and  prolonged  wars  of  modem  times  have 
been  followed  by  periods  of  speculative  readjustment,  which  in  turn  have 
been  followed  by  periods  of  most  severe  depression.  Colond  Ayres  has 
pointed  out  that  the  two  great  wars  in  which  the  United  States  has 
been  involved — the  Civil  War  and  the  World  War — ^have  both  been  fol- 
lowed, at  a  period  of  about  two  years,  by  a  sharp  but  rather  short  de- 
pression, and  after  a  period  of  ten  years  by  a  most  severe  and  prolonged 
depression.  Without  attempting  to  lay  down  any  rule  of  periodicity,  it 
is  clear  that  great  wars  are  always  followed  by  great  periods  of  specu- 
lation and  expansion  and  recurrent  periods  of  severe  depression.  But 
wars  are  not  the  only  cause  of  depressions.  The  period  of  excessive  rail- 
road expansion  of  the  seventies  and  eighties  was  followed  by  the  depre^ 
sion  of  the  nineties.  Great  catastrophies  are  also  followed  by  depressions) 
and  without  attempting  to  say  that  action  and  reaction  are  equal  in 
economics  as  in  physics,  it  may,  in  general,  be  said  that  periods  of  specn- 
lative  activities,  whatever  their  cause,  are  followed  by  periods  of  depres- 
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non,  and  that  if  we  would  minimize  future  depressions  we  must  minimize 
prior  periods  of  speculation  and  expansion.  Speculation  in  its  most  repre- 
hensible form  has  always  accompanied  periods  of  unusual  prosperity. 
It  has  manifested  itself  by  inflation  of  values  in  lands,  securities,  and 
commodities,  by  overexpansion  of  productive  capacity,  and  by  overex- 
tension of  credit.  This  type  of  speculation  is  harmful  both  in  its  material 
and  its  moral  effect  upon  the  individual.  Values  of  credit  resources,  the 
bajmg  power  of  the  people,  and  business  confidence  would  improve  if 
undesirable  speculative  activity  could  be  banished  or  diminished  and  busi- 
ness continued  from  year  to  year  on  a  reasonably  steady  basis. 

Technological  Unemployment.  Many  observers  attribute  our  wide- 
spread unemployment  to  the  rapid  progress  which  industry  and  agri- 
culture have  made  in  the  use  of  labor-saving  machinery.  This  unem- 
ployment is  termed  'Hechnological.''  I  cannot,  however,  accept  this 
theory.  Advances  in  the  arts  have  reduced  the  price  of  commodities  and 
We  increased  the  sum  total  of  human  desires  and  the  ability  to  satisfy 
them.  It  is  an  indisputable  fact  that  despite  the  displacement  of  working 
men  and  women  by  machinery,  the  proportion  of  our  population  gain- 
fully employed  in  our  factories  and  other  activities  was  as  high  in  1929 
as  in  1899.  These  are  years  for  which  the  census  of  manufactures  is 
avaOable.  In  1899  the  average  number  of  wage  earners  in  our  manufac- 
turing establishments  was  4,700,000,  and  they  constituted  6  per  cent  of 
our  entire  population ;  in  1929  the  number  of  wage  earners  had  risen  to 
8,700,000,  and  constituted  7  per  cent  of  our  population.  Likewise,  in 
1900,  29,000,000  people  were  employed  in  gainful  occupations,  or  88 
per  cent  of  our  population ;  in  1980  the  number  gainfully  employed  was 
W,00O,OOO,  or  substantially  40  per  cent.  Such  figures  have  particular 
ugnificance  because  during  the  thirty  years  in  question  there  was  a  large 
rdative  decrease  in  our  farm  population. 

Furthermore,  while  the  number  of  men  and  women  employed  in  gain- 
ful occupations  has  increased  in  substantially  the  same  ratio  as  the  popu- 
lation, it  is  also  an  arresting  fact  that  during  the  same  period  the  weekly 
hours  of  work  in  manufacturing  establishments  were  substantially  short- 
ened— certainly  by  as  much  as  one-eighth  and  probably  by  as  much  as 
one-sixth.  If  hours  of  labor  have  been  excessive,  a  reduction  in  hours  may 
often  be  accompanied  by  an  actual  increase  in  productive  capacity.  It  is 
doubtful,  however,  whether  the  recent  reduction  in  the  hours  of  work  has 
resulted  in  increased  output,  and  this  shortening  of  working  hours  is  one 
of  the  factors  which  has  enabled  our  factories  to  maintain  a  constant  or 
increasing  ratio  of  emplojnment  to  population. 

During  the  last  thirty  years  there  has  been  a  great  increase  both  in 
productive  capacity  and  in  consimiing  ability.  This  has  been  accompanied 
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by  a  shortening  of  the  hours  of  labor  and  a  very  substantial  increase  in 
real  wages. 

Professor  Douglas  of  the  University  of  Chicago  after  a  careful  study 
of  the  real  wages  of  fifteen  millions  of  our  population  estimates  that  real 
wages  have  advanced  during  the  last  thirty  years  by  as  much  as  80  per 
cent.  Whether  these  figures  are  actually  correct  is  not  to  the  point.  It  ii 
significant,  however,  that  the  period  of  expanding  production  throu|^ 
the  use  of  improved  machinery  has  been  accompanied  by  a  shortening  of 
the  hours  of  labor,  by  a  better  standard  of  living  and  an  increase  in  real 
wages,  and  by  the  maintenance  of  an  equal  quota  of  our  population  in 
gainful  occupations. 

While  I  cannot  accept  the  theory  that  "technological**  improvootienta 
are  the  primary  cause  of  unemployment,  no  one  will  doubt  that  such 
improvements  may  be  a  serious  factor  in  causing  temporary  unemploy- 
ment, particularly  if  this  advance  has  been  extremely  rapid.  When  men 
are  displaced  by  machines,  they  should  be  trained  and  assigned  to  other 
work,  wherever  possible. 

Remedies  for  Depreesian.  Any  consideration  of  remedies  to  lessen  the 
heights  and  depths  of  business  cycles  must  take  into  account  the  changed 
economic  conditions  of  our  population  in  the  last  fifty  years.  During 
the  early  decades  of  the  last  century  our  population  was  largely  agri- 
cultural, and  if  at  times  there  was  a  large  overproduction  of  any  ar- 
ticle with  a  consequent  lowering  of  its  price,  the  farmer  still  had  hia 
home  and  raised  the  major  portion  of  his  sustenance.  Thus  the  balancing 
of  supply  and  demand  under  the  workings  of  the  natural  laws,  while  ac- 
companied by  hardship,  was  not  in  general  accompanied  by  actual  starva- 
tion and  want.  Under  our  present  highly  specialized  form  of  production 
the  balancing  of  supply  and  demand  by  natural  laws  entails  discharge  of 
men  from  industry,  loss  of  wages,  and  consequent  inability  to  purchase 
food,  fuel,  and  shelter.  Thus  the  workings  of  the  natural  economic  lawi 
entail  much  greater  hardship  in  our  complicated  civilization  than  in  the 
relatively  simple  life  of  our  early  history. 

We  must  likewise  recognize  that  our  country  is  fast  reaching  a  period 
of  stabilized  population.  During  the  last  century  the  population  of  the 
United  States  grew  from  three  million  to  one  hundred  million  souls.  Now 
the  rate  of  increase  has  slackened  and  the  careful  studies  of  qualified 
experts  indicate  that  the  population  of  this  country  will  probably  never 
exceed  one  hundred  sixty  millions — that  figure  being  reached  by  the  end 
of  the  present  century,  followed  in  the  estimation  of  some  by  an  actual 
decrease. 

The  industrial  philosophy  of  the  nineteenth  century  looked  to  an 
ever-increasing  population  to  keep  a  satisfactory  balance  between  supply 
and  demand.  It  was  the  theory  of  both  the  economists  and  industrialista 


:  century  cannot  be  tolerated  today,  because  the  unwise  action  of 
ividual  may  adversely  affect  the  lives  of  thousands  and  we  have 
isity  left  the  period  of  extreme  individualism  and  are  now  living 
iod  of  national  economy  which  must  be  recognized  as  the  control- 
;tor. 

;r  our  form  of  industry  a  very  large  portion  of  the  national  in- 
distributed  through  the  instrumentality  of  industry  and  busi- 
e  distribution  being  in  the  form  of  wages,  salaries,  rents,  interest, 
idends.  If,  then,  industry  is  to  pay  high  wages  to  people  working 
nable  number  of  hours  and  is  to  set  up  reserves  in  time  of  pros- 
Por  unemplojnment  benefits  and  to  provide  means  to  care  for  acci- 
iickness,  and  old  age,  as  I  believe  should  be  the  case,  business, 
oust  be  on  a  sound  and  profitable  basis.  Cutrthroat  competition 
^ase,  dividends  and  interest  must  be  earned  and  paid,  and  to  do 
nluction  must  be  balanced  with  consumption, 
lucers  in  general  would  prefer  to  gauge  their  output  to  the  con- 
capacity  of  the  country  and  divide  the  volume  of  such  produc- 
long  the  different  units  of  industry  on  an  equitable  basis,  rather 
»  continue  the  present  harsh  and  unremunerative  competitive  sys- 
t  this  they  cannot  attempt  today  because  of  the  ever-present  risk 
rring  penalties  under  antitrust  laws  which,  suitable  as  they  may 
sen  for  economic  conditions  of  an  earlier  day,  are  not  in  con- 
3  with  the  present-day  needs  of  industry, 
not  suggested  that  the  present  antitrust  laws  be  repealed,  but  it 
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tion  is  made  whether  or  not  such  combination  is  prohibited  by  our  anti- 
trust laws. 

I  do  not  suggest  the  details  of  legislation,  but  I  do  feel  that  such  agree- 
ments should  be  made  only  with  the  fullest  publicity  and  under  a  com- 
mon cost  accounting  system  for  the  companies  involved.  Neither  do  I 
suggest  that  all  companies  in  a  common  trade  or  industry  be  compdled 
to  agree  with  each  other  as  to  the  distribution  of  output.  That  may  come 
later,  but  compulsion  should  be  delayed  until  it  has  been  seen  that  volun- 
tary action  for  the  common  interest  cannot  be  obtained. 

The  committee  of  the  United  States  Chamber  of  Commerce  appointed 
to  consider  business  and  employment  stabilization  came  to  the  conclusion, 
after  most  careful  study  and  after  conferences  with  leading  business  men 
in  many  parts  of  the  country,  that  a  national  economic  council,  if  prop 
erly  developed  and  constituted,  would  be  of  great  value  to  this  country 
With  this  conclusion  I  heartily  agree.  This  council  should,  in  my  opin* 
ion,  be  an  advisory  council  rather  than  an  executive  board. 

The  present  depression  gives  compelling  evidence  that  our  country  is 
confronted  with  economic  problems  of  the  gravest  importance  and  as  yet 
there  is  no  united  or  settled  opinion  on  many  fundamental  questions.  An 
advisory  council,  in  dealing  with  them,  could  perform  a  great  national 
service  provided  that  it  was  so  constituted  that  it  would  command  respect 
by  reason  of  the  ability,  integrity,  impartiality,  and  independence  of  its 
members  and  provided  further  that  it  be  so  financed  and  staffed  that  its 
recommendations  could  be  based  upon  and  supported  by  an  adequate 
analysis  of  conditions. 

A  few  illustrations  will  serve  to  indicate  the  range  and  character  of  the 
problems  with  which  such  a  council  might  deal : 

(1)  Assuming  a  reasonable  and  proper  standard  of  living  for  As 
120^000^000  people  constituting  our  population^  how  many  of  cuff 
workers  are  required  to  produce^  transport^  and  sell  the  major  need- 
sities  of  such  a  standard  of  livings  to  wit^  shelter^  fuel^  and  dothinf f 
We  have  many  figures  available  on  actual  production  and  cost  but  &v 
based  upon  an  adequate  standard  of  living  for  our  entire  populatioBi , 

(2)  The  tendency  of  productive  capacity  to  outnm  ability  to  buy.  Hot 
can  our  enormous  ability  to  produce  wealth  be  controlled  and  direded ; 
so  as  to  be  of  the  most  use  to  our  people  instead  of  beii^  a  menace  to  ] 
prosperity  ? 

(8)  The  levels  of  wages.  How  should  they  be  determined  and  maiotafawi  | 
so  as  to  contribute  to  prosperity? 

(4)  Foreign  trade^  both  export  and  import.  The  extent  to  which  it  AaM 
be  encouraged  and  the  methods  by  which  international  debits  sai 
credits  resulting  from  such  trade  and  service  can  best  be  dealt  w& 

(5)  The  agricultural  policy  of  free  lands  to  settlers^  of  irrigation  9ai 
drainage  projects  and  of  other  means  by  which  the  area  of  our  caW- 
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rated  land  is  increased.  Are  these  policies  wise  or  should  they  be  re- 
Tersed? 

These  are  but  suggestions  of  the  fundamental  problems  which  should 
be  considered  by  such  an  economic  council.  In  my  judgment,  its  function 
should  be  not  to  consider  the  problems  of  the  steel  trade  or  the  electrical 
trade  or  any  other  particular  industry  but  to  study  the  more  funda- 
mental problems  which  affect  all  industry  and  which  must  be  solved  if 
economic  prosperity  is  to  continue. 

In  order  to  speak  with  the  authority  desired,  the  members  of  the  coun- 
cil must  not  only  be  men  of  the  highest  ability  and  character  but  they 
nmst  be  representative  of  the  country  as  a  whole  and  not  of  any  par- 
ticular constituency  and  they  must  be  so  appointed  as  to  be  entirely  be- 
yond suspicion  of  control  by  any  group  and  free  from  all  political  inter- 
ference. The  council,  in  my  judgment,  should  be  small,  preferably  of  five 
members  serving  either  for  life  or  for  long  terms  of  ten  or  fifteen  years. 

There  has  been  much  discussion  as  to  the  advisability  of  creating 
itrong  trade  organizations  for  co-operative  and  beneficial  action  within 
any  trade  or  industry.  In  my  opinion,  such  trade  organizations  can  be  of 
the  greatest  possible  value,  provided  our  antitrust  laws  are  so  modified 
u  to  enable  them  to  act  in  an  efficient  manner.  I  further  believe  it  would 
be  wise  to  have  the  presidents  of  the  major  trade  organizations  of  the 
coimtry  act  as  an  advisory  board  to  the  national  economic  council,  thus 
tying  together  general  research  with  research  for  the  benefit  of  any  par- 
ticnlar  trade  or  industry. 

There  has  been  much  discussion  as  to  whether  such  an  economic  coun- 
efl  should  be  financed  and  appointed  by  business  itself  or  whether  it  should 
ke  created  as  a  department  of  the  government  with  its  members  appointed 
by  the  president  and  its  expenses  defrayed  from  the  national  treasury. 
The  council  will  only  be  of  value  if  it  be  free  and  untrammelled  and  capable 
of  rendering  judgment  irrespective  of  the  influence  of  any  particular 
trade  or  of  any  class  of  our  population  or  of  any  political  party  or 
groop.  I,  therefore,  feel  that  the  economic  council  should  be  appointed 
wd  supported  by  business,  though  it  should  co-operate  with  government 
departments  and  with  trade  organizations  and  encourage  the  latter  to 
form  strong  economic  councils  of  their  own.  It  has  been  suggested  that 
the  Chamber  of  Commerce  of  the  United  States  name  fifty  leading  repre- 
lentatives  of  industry,  the  professions,  labor,  and  agriculture  to  act  as 
an  elective  board  to  choose  such  a  council.  It  has  likewise  been  suggested 
that  the  national  economic  council  be  incorporated  by  a  special  federal 
charter,  its  initial  directorate  being  the  president  of  the  United  States 
and  a  group  of  leaders  in  business,  the  professions,  labor,  and  agricul- 
ture, this  board  choosing  the  ultimate  council,  with  possibly  a  veto  power 
on  the  part  of  the  president  over  any  appointment.  Either  plan  would. 
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in  my  judgment,  provide  the  country  with  an  able,  independent,  and  fear- 
less economic  board. 

If  such  a  council  is  to  be  successful,  it  must  also  be  amply  financed,  its 
budget  being  not  less  than  one  million  dollars  a  year.  When  we  know 
that  one  corporation  is  spending  over  a  million  dollars  a  year  in  physi- 
cal research,  can  we  doubt  that  business  will  fail  properly  to  finance  a 
strong  economic  council,  whose  research  will  be  of  the  greatest  value  to 
the  entire  country? 

This  country  cannot  be  permanently  prosperous  until  it  has  a  reason- 
ably successful  agricultural  population.  Ten  millions  of  workers  and 
thirty  millions  of  people  are  dependent  upon  the  farm  for  their  support 
A  large  portion,  perhaps  the  majority,  of  this  farming  population  ii 
receiving  most  meager  returns  for  long  and  arduous  labor.  It  is  also  most 
important  that  the  purchasing  power  of  this  farming  population  be  re- 
stored to  normal,  for  obviously  our  industries  cannot  be  prosperous 
while  a  fourth  of  our  population  is  almost  without  the  ability  to  buy. 

I  realize  fully  the  temerity  of  anyone  who  even  suggests  remedies  for 
the  ills  of  agriculture,  but  at  the  risk  of  being  called  foolhardy,  I  am 
going  to  make  a  few  observations: 

First:  The  Agricultural  Marketing  Act  under  which  the  Farm  Board 
now  operates  provides,  among  other  powers,  that  the  Board  may  attempt  | 
to  stabilize  prices  of  farm  crops  by  governmental  purchases  direct  or  ' 
through  co-operatives  acting  for  the  government.  For  such  purpose  a 
revolving  fund  of  $500,000,000  was  created.  This  portion  of  the  agri- 
cultural act  is,  in  my  judgment,  thoroughly  unsound,  as  is  well  demon- 
strated by  the  prices  of  cotton  and  wheat  after  the  purchase  and  holding  j 
of  vast  quantities  of  these  products  by  the  Farm  Board.  As  might  have  j 
been  exjiected  the  result  has  been  to  stimulate  production  and  to  create  ] 
vast  surpluses  that  overhang  and  threaten  the  market.  Can  it  be  doubted  . 
that  the  prices  of  cotton  and  wheat  would  never  have  reached  the  low 
levels  of  1981  if  governmental  interference  in  the  normal  activities^)! 
trade  in  those  articles  had  not  taken  place?  Brazil  tried  the  same  experi- 
ment with  coffee,  England  with  rubber,  Japan  with  silk,  and  Cuba  with 
sugar,  and  in  all  cases  the  ultimate  result  has  been  a  precipitous  lowering 
of  prices  by  the  creation  of  huge  surpluses  of  the  respective  crops.  There 
are  other  features  of  the  Agricultural  Marketing  Act  that  are  valuable, 
but  the  sooner  the  right  to  attempt  the  stabilization  of  prices  by  govern- 
mental purchasing  of  crops  is  abrogated,  the  better  it  will  be  for  the 
farmer  and  for  the  country. 

Second:  From  our  earliest  history,  the  policy  of  the  country  has  been 
to  expand  the  acreage  under  cultivation.  Government  land  has  been 
thrown  open  to  settlers  substantially  without  cost,  irrigation  reservoirs 
have  been  built,  drainage  works  constructed,  and  every  endeavor  made  to 
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e  the  largest  number  of  people  upon  the  land  with  the  least  pos- 
cost.  Undoubtedly  this  policy  was  wise  in  the  early  history  of  the 
itry,  but  its  present  continuance  jeopardizes  an  already  serious  farm- 
lituation.  We  are  suffering  from  an  overproduction  of  agricultural 
lucts  and  are  economically  starving  because  of  a  wealth  of  food.  We 
!  too  much  marginal  land  in  cultivation.  We  need  less  and  better  man- 
[  land  rather  than  more  land  under  the  plough.  I  would,  therefore, 
^st  as  the  second  point  in  an  agricultural  program  a  plan  of  anti- 
msion  of  land  areas  and  a  provision  that  as  farms  are  foreclosed 
ion-payment  of  taxes  and  come  into  possession  of  federal,  state,  or 
icipal  governments,  they  be  converted  into  state  forests. 
hird:  Repeated  efforts  have  been  made  to  enact  legislation  for  the 
tion  of  an  '^equalization  fee''  to  be  levied  on  certain  specified  crops, 
as  wheat  or  cotton,  or  as  an  alternative  to  provide  for  "export 
ntures."  Both  of  these,  in  the  last  analysis,  provide  for  export  boun- 
and  would  undoubtedly  be  instantly  met  by  added  antidumping  du- 
by  nations  importing  such  agricultural  items.  They  would,  there- 
» be  non-effective.  I  do,  however,  feel  that  the  suggestion  for  domestic 
ment  certificates  on  some  of  our  leading  export  crops  has  much  to 
aid  in  its  favor,  and  that  if  the  government  is  to  interfere  in  any 
with  the  normal  action  of  supply  and  demand  in  agricultural  prod- 
,  it  can  best  be  done  as  suggested  by  the  proponents  of  domestic  al- 
ents.  Certainly  this  plan  would  not  interfere  with  normal  activities 
usiness  more  than  does  the  tariff  or  other  similar  legislation.  If  the 
lers  are  to  receive  a  fair  return  for  their  efforts,  equalization  of  the 
)ly  and  demand  of  crops  must  be  attained  and  the  farmer  must  be 
uraged  to  diversify  his  crop  and  to  produce  on  his  own  land  as  much 
is  own  sustenance  as  possible. 

approach  with  even  more  hesitation  the  subject  of  credit  and  bank- 
Bind  yet  two  facts  are  perfectly  patent ;  first,  that  in  times  of  great 
iperity,  credit  for  speculative  purposes  is  far  too  easily  and  too  read- 
obtained  ;  and,  second,  that  in  times  of  depression  the  fear  that  bank 
)sits  may  not  be  safe,  leads  to  cash  withdrawals  and  hoardings  and 
Ring  bank  failures. 

he  guaranteeing  of  national  bank  deposits  has  been  suggested.  It  is 
''  properly  opposed  on  the  grounds  that  it  will  encourage  unsound 
cing.  Branch  banking  has  also  been  suggested  and  I  am  inclined  to 
ve  that  within  reasonable  limits,  it  would  be  wise  and  far  better  than 
chain  banking  that  has  sprung  up  in  many  sections  of  the  country, 
which  is  in  effect  branch  banking  without  branch  banking  responsi- 

[t.  Traylor  of  the  First  National  Bank  of  Chicago  has  suggested 
brokers'  loans  be  not  made  to  customers  purchasing  less  than  one 
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hundred  shares  of  stock  but  that  such  small  customers  look  to  their 
banks  for  loans.  It  is  an  interesting  suggestion.  It  has  also  been  sug- 
gested that  there  be  much  greater  publicity  concerning  short  seUing. 
Short  seUing  of  stocks  and  commodities  undoubtedly  has  a  proper  place 
in  the  economic  world,  but  there  can  be  little  doubt  that  grave  abuses 
have  crept  in,  which  must  be  corrected. 

The  real  basis  of  sound  banking  is  sound  management  of  banks.  There 
has  seldom  been  a  serious  bank  failure  that  was  not  long  foreseen  by  the 
banking  fraternity  and  yet  the  fraternity  was  unable  to  interfere  with 
the  management  of  such  banks  or  with  policies  which  were  bound  to  lead 
to  trouble.  I  raise  the  query  whether  the  controller  of  the  currency  or  the 
officials  of  the  Federal  Reserve  Board  should  have  authority  to  interfere 
with  management  when  there  is  evidence  that  existing  management  ii 
unsound.  Again  it  is  suggested  that  the  basis  of  the  Federal  Resene 
Act  be  somewhat  broadened  and  that  other  securities  than  those  now 
legal  be  added  to  the  list  which  can  be  used  for  rediscount  purposes.  I 
do  not  attempt  to  pass  upon  this  difficult  and  complicated  question  except 
to  say  that  in  so  far  as  the  list  can  be  broadened  with  entire  safety,  it 
would  probably  be  wise  in  times  of  financial  emergency. 

Finally,  it  has  been  suggested  that  a  central  mortgage  bank  be  created 
to  furnish  mortgage  money  for  home  builders  and  possibly  to  release 
some  of  the  frozen  real  estate  assets  of  banks.  It  would  seem  to  me  far 
better  for  the  federal  government  to  stimulate  business  by  organizing  a 
central  mortgage  bank  than  to  raise  by  taxation  huge  sums  for  the  con- 
struction of  roads  and  public  buildings  which  add  to  national  taxes  with- 
iout  hope  of  possible  financial  return. 

The  growth  of  the  automobile  industry  gave  the  great  impetus  to  busi- 
ness from  the  close  of  the  World  War  to  the  beginning  of  the  present  de- 
pression in  1929.  I  believe  that  home  building  and  home  improvement, 
with  all  that  it  implies,  will  give  the  push  to  business  in  the  next  decade 
and  that  suggestions  for  the  stimulating  of  home  building  or  home  im- 
provement should  be  given  most  careful  consideration. 

Earlier  in  this  paper  I  have  referred  to  the  gradual  shortening  of  the 
hours  of  labor  and  the  steady  increase  in  real  wages  over  a  period  of 
years.  It  is  my  belief  that  this  trend  toward  shorter  working  hours  will 
continue  in  the  future  and  properly  so.  Our  economic  and  agricultural 
organisms,  if  properly  co-ordinated,  can  undoubtedly  provide  the  basis 
for  a  permanently  high  standard  of  living  for  our  entire  population  and 
at  the  same  time  permit  a  reasonable  curtailment  in  working  hours,  but 
I  believe  that  such  a  curtailment  must  come  gradually,  being  more  marked 
in  some  lines  of  industry  and  at  some  periods  than  at  others.  This  is  prob* 
ably  a  period  when  a  reasonable  shortening  of  the  hours  of  labor  might 
well  be  considered  in  many  lines  of  industry  in  order  that  such  work  as  10 
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kTailahle  may  be  dmded  as  equitably  as  possible  among  our  working 
>opulation.  I  would  sound  a  warning,  however,  that  any  extremely  radi- 
cal or  abrupt  change  in  the  hours  of  labor  may  bring  about  great  eco- 
nomic harm,  and  that  a  shortening  of  the  hours  of  labor  at  this  time 
without  a  corresponding  readjustment  in  wages  wiU  place  a  greater  bur- 
den upon  industry  than  it  can  stand.  A  shortening  of  the  hours  of  labor 
in  times  of  prosperity  has  often  been  brought  about  without  curtailment 
of  wages ;  but  when  occurring  in  times  of  depression  it  has  usually  been 
accompanied  by  some  wage  reductions.  In  the  long  run,  however,  despite 
tlie  Bhortening  of  the  hours  of  labor  there  has  come  a  gradual  increase 
m  real  wages,  and  a  substantial  betterment  in  the  standard  of  living. 

Studies  of  economic  cycles  demonstrate  that  all  important  wars  of 
modem  history  have  engendered  periods  of  great  economic  activity  fol- 
lowed by  years  of  disastrous  business  depression.  Another  great  war 
vould  undoubtedly  be  even  more  terrible  and  destructive  than  that  which 
ended  thirteen  years  ago,  and  modem  civilization  itself  would  be 
jeopardized  by  another  calamity  of  such  magnitude.  I,  therefore,  urge 
that  every  possible  step  be  taken  towards  a  progressive  world  disarma- 
ment and  that  all  forces  leading  to  international  amity  and  good  will 
be  carefuUy  cultivated.  At  the  disarmament  conference  soon  to  be  held 
m  Europe,  I  confidently  hope  that  the  United  States  will  take  a  leading 
part  in  helping  to  achieve  the  purpose  for  which  it  is  called. 

Sickness 9  Accident^  Old  Age^  and  Vnemploymeni  Insurance.  Through- 
out the  world  we  find  ever-increasing  signs  of  economic  and  political  un- 
rest With  the  largest  crop  of  wheat  and  other  grains  this  country  has 
erer  enjoyed,  we  find  famine  stalking  in  the  land.  Wheat  is  being  fed  to 
cattle  in  Kansas  and  bread  lines  are  forming  in  nearby  cities.  With  a 
production  machine  capable  of  producing  a  high  standard  of  living  for 
erery  man,  woman,  and  child  in  this  country,  we  find  many  millions  of 
men  out  of  employment  and,  in  many  cases,  in  actual  want.  This  clearly 
lignifies  that  while  we  have  developed  a  marvelously  productive  civiliza- 
tion, we  have  failed  in  our  adjustment  of  this  civilization  to  the  daily 
seeds  of  its  people.  It  is  this  maladjustment,  this  combination  of  surplus 
tnd  poverty,  of  capacity  and  want,  that  is  causing  thousands  of  men  in 
thia  and  every  other  civilized  nation  to  turn  to  socialism  and  to  rely 
more  and  more  upon  the  state  to  correct  the  ills  of  humanity.  We  have 
developed  a  marvelous  economic  machine  but  we  have  not  adjusted  it  to 
modem  life ;  hence  one  of  the  great  problems  which  our  present  form  of 
lociety  must  solve,  if  it  is  to  endure,  is  to  see  to  it  that  every  man  and 
woman  who  desires  work  is  furnished  work  at  fair  wages  with  assurance 
of  continuity  of  employment  and  with  the  further  knowledge  that  when 
old  age,  sickness,  or  accident  comes  he  or  she  will  not  be  thrown  on  the 
none  too  tender  mercies  of  charity. 
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We  have  learned  in  business  to  set  aside  definite  reserves  to  tide  co^ 
porations  over  periods  of  depression;  we  must  also  learn  to  set  aside 
reserves  to  carry  the  worker  through  times  of  adversity.  First  we  mint 
put  business  on  a  sound  economic  basis  with  balanced  production  and 
consumption  and  with  the  ability  to  earn  a  fair  return  on  the  investment, 
and  then  we  must  place  upon  business  the  responsibility  of  setting  aside 
such  reserves  as  are  necessary  to  care  for  unemployment,  old  age,  sick- 
ness, and  accidents.  Many  of  our  great  corporations  are  thinking  along 
this  line  but  such  action  must  be  general  and  this  result  can  probaUy 
best  be  brought  about  through  effective  trade  organizations. 

It  is  indeed  ridiculous  to  speak  of  unemployment  as  a  necessary  con- 
dition of  himian  society,  or  want  in  case  of  sickness,  accident,  or  old  age 
as  unpreventable.  We  have  learned  through  research  to  conquer  many 
of  the  physical  problems  of  the  universe.  Now  through  the  medimn  of 
economic  research,  we  must  learn  to  prevent  want  and  suffering. 

Summary.  In  conclusion,  may  I  briefly  summarize  this  paper.  Busi- 
ness cycles  are  the  unavoidable  results  of  human  nature.  Depressions  in 
moderation  undoubtedly  serve  a  useful  purpose.  They  lead  to  economy,  to 
thrift,  and  to  the  prevention  of  waste ;  but  carried  to  the  extreme,  they 
become  disasters  of  the  first  magnitude.  Every  effort  should,  therefore, 
be  made  to  prevent  the  intensity  of  great  depressions  such  as  occurred 
in  1878, 1898,  and  in  1929.  Factors  which  will  aid  are  the  revision  of  our 
antitrust  laws  now  obsolete  and  outworn,  the  creation  of  a  national 
economic  council,  the  balancing  of  production  and  consumption  in  agri- 
culture, the  correction  of  banking  evils  which  have  been  shown  to  enst^ 
the  gradual  shortening  of  the  hours  of  labor  with  the  advent  of  increased 
productive  capacity,  the  betterment  of  international  relations,  and  the 
prevention  of  war.  Having  put  business  on  a  reasonaUy  profitable  baais^ 
we  must  place  upon  business  the  responsibility  for  setting  up  reserves 
to  tide  over  periods  of  unemployment  and  to  assure  men  against  economic 
want  and  suffering  because  of  sickness,  accident,  or  old  age. 

In  the  preparation  of  this  paper,  I  have  had  the  very  great  advantage 
of  the  carefully  prepared  report  of  the  committee  of  the  Chambf^^ 
Commerce  of  the  United  States  on  continuity  of  business  and  emptez;- 
inent.  It  was  my  privilege  to  be  chairman  of  that  committee  and  thus  to 
be  associated  with  many  of  the  ablest  and  clearest  business  thinkers  in  the 
United  States,  and  I  have  thought  it  proper  to  borrow  broadly  from  that 
report.  At  the  same  time  there  is  much  in  this  paper  which  the  committee 
of  the  Chamber  did  not  pass  upon,  and  I  would  not  attribute  to  the 
committee  any  statement  that  is  not  contained  in  its  report. 


THE  PRINCIPLE  OF  PLANNING  AND  THE  INSTITUTION  OF 

LAISSEZ  FAIRE 

By  R.  G.  TuGWELL 
Columbia  University 

There  can  be  no  secure  peace  in  the  world  so  long  as  its  peoples  are 
divided  among  absolute  sovereignties.  The  divergencies  of  purpose  among 
them  will  always  cause  irritations  which  sometimes  must  fail  to  stop  short 
of  the  ultimate  compromise  of  war.  Sovereign  nationalities  function  in  a 
wider  field  than  industries  do ;  there  is,  for  all  that,  a  useful  analogy  be- 
tween them.  For  industry  is  also  organized  in  independent  units  which 
possess  many  of  the  attributes  of  nations.  They  have  a  purpose  which 
they  pursue  with  zeal  and  foresight ;  they  may  pursue  it  in  all  essentials, 
and  provided  they  can  reach  agreement  quietly  among  themselves,  with 
no  governance  save  of  their  own  making.  These  purposes,  being  exclusive 
and  single  minded,  and  being  carried  oUt  at  the  expense  of  competitors, 
frequently  involve  recourse  to  ultimate  measures.  These  begin  in  the 
subtle  fashions  of  diplomacy  but  often  end  in  appeals  to  f orce.^  All  this 
is  of  the  essence  of  laissez  f  aire. 

War  in  industry  is  just  as  ruinous  as  war  among  nations ;  and  equally 
strenuous  measures  are  taken  to  prevent  it.  The  difficulty  in  the  one  case 
is  precisely  the  difficulty  in  the  other;  so  long  as  nations  and  industries 
are  organized  for  conflict,  wars  will  follow,  and  no  elaboration  of  ma- 
chinery for  compromise  will  be  altogether  successful.  There  are  vast,  well- 
naeaning  endeavors  being  made  in  both  fields  which  must  necessarily  be 
wasted.  The  disasters  of  recent  years  have  caused  us  to  ask  again  how  the 
ancient  paradox  of  business — conflict  to  produce  order — can  be  re- 
solved ;  the  interest  of  the  liberals  among  us  in  the  institutions  of  the  new 
Russia  of  the  Soviets,  spreading  gradually  among  puzzled  business  men, 
has  created  wide  popular  interest  in  "planning"  as  a  possible  refuge  from 
persistent  insecurity;  by  many  people  it  is  now  regarded  as  a  kind  of 
!  ccononric  Geneva  where  all  sorts  of  compromises  may  be  had  and  where 
I     peace  and  prosperity  may  be  insured.* 

\       *  We  have  a  word  in  the  United  States  which  we  apply  somewhat  indiscriminately  to 

f     certain  money-getting  activities.  We  call  them  "rackets."  The  term  implies  quick, 

\     CMv,  or  questionable  profits,  something  unethical  by  ordinary  standards,  perhaps  not 

I     ilways  outside  the  law,  but  not  very  far  within  it.  The  racketeer  has  come  to  mean  one 

who  makes  money  questionably  and  unfairly  by  appeals  to  violence  to  enforce  his 

will.  It  is,  however,  not  infrequently  difficult  to  discriminate  between  what  is  a  "radcet" 

«nd  what  is  simply  "business."  There  is  a  wide,  shadowed  area  in  which  what  is  legal 

•nd  what  Is  governed  by  violence  are  not  at  all  clear.  And,  in  fact,  the  processes  of  the 

Jaw  are  sometimes  forms  of  pressure  difficult  to  dissociate  from  violence,  particularly 

when  official  corruption  is  involved.  There  is  some  business  which  is  clearly  not  of  the 

racket  sort  and  some  which  clearly  is.  But  all  too  often  the  origin  and  aims  of  more 

respectable  businesses  are  illuminated  by  appeals  to  pressures,  to  the  corruption  of 

officials,  even  to  violence. 

*Cf.  J.  H.  Rogers'  comment  on  the  price  system  and  the  Russian  alternative  fai 
Amsriea  Weigh*  Her  Gold,  174  ff. 
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It  is  my  belief  that  practically  all  of  this  represents  an  unconsidered 
adherence  to  a  slogan,  or  perhaps  a  withdrawal  from  the  hard  lessons  of 
depression  years,  and  that  it  remains  unrelated  to  a  vast  background  of 
revision  and  reorganization  among  our  institutions  which  would  condition 
its  functioning.  Most  of  those  who  say  so  easily  that  this  is  our  way  out 
do  not,  I  am  convinced,  understand  that  fundamental  changes  of  attitude, 
new  disciplines,  revised  legal  structures,  unaccustomed  limitations  on  ac- 
tivity, are  all  necessary  if  we  are  to  plan.  This  amounts,  in  fact,  to  the 
abandonment,  finally,  of  laissez  faire.  It  amounts,  practicaUy,  to  the 
abolition  of  business." 

This  is  what  planning  calls  for.  In  spite  of  its  drastic  requirements  it 
may  be  wanted  by  many  people ;  most  of  us  are  not,  however,  entitled  to 
the  contemporary  familiarity  with  which  we  toss  about  loaded  phrases 
whose  content  is  altogether  unexplored.  It  is  one  thing  to  advocate  a  so- 
cial change  which  is  understood  and  wanted ;  it  is  quite  another  to  consent 
to  a  movement  whose  implications  are  unexplored.  These  implicationi 
may  change  early  consent  to  later  and  bitter  opposition.  This  seems 
nearly  certain  to  happen ;  the  respectful  assent  which  is  commanded  by 
the  general  proposals  of  the  present  is  not  to  be  counted  on  when  action 
is  required  on  more  particular  policies.  For  these  will  show  quite  dearly 
what  sacrifices  are  required.  Those  who  talk  most  about  this  sort  of 
A  change  are  not  contemplating  sacrifice;  they  are  expecting  gains.  But  it 
would  certainly  be  one  of  the  characteristics  of  any  planned  economy  that 
the  few  who  fare  so  well  as  things  are  now,  would  be  required  to  give  op 
t  nearly  all  the  exclusive  perquisites  they  have  come  to  consider  theirs  of 
right,  and  that  these  should  be  in  some  sense  socialized.  In  a  romantic, 
risky,  adventurous  economy  the  business  of  managing  industry  can  be 
treated  as  a  game ;  the  spoils  can  be  thought  of  as  belonging  to  the  victor 
as  spoils  have  always  belonged  to  victors.  But  a  mature  and  rational 
economy  which  considered  its  purposes  and  sought  reasonable  ways  to 
attain  them  would  certainly  not  present  many  of  the  characteristics  of 
the  present — its  violent  contrasts  of  well-being,  its  irrational  allotments 
of  individual  liberty,  its  unconsidered  exploitation  of  human  and  natural 
resources.  It  is  better  that  these  things  be  recognized  early  rather  than 
late.* 

National  planning  can  be  thought  of — ^in  a  technical  rather  than  a 

political  sense — merely  as  normal  extension  and  development  of  the  kind 

of  planning  which  is  a  familiar  feature  of  contemporary  business.  It  is 

not  as  a  technical  problem  that  the  idea  gives  us  pause;  it  is  that  the  im- 

j     plications  for  other  institutions,  which  we  may  suddenly  see  too  late,  are 

^     likely  to  cause  us  finally  to  hesitate  and  to  turn  aside  from  the  severe 


*  Mr.  Ford  HInrichs  has  called  attention  to  the  mntQaDy  ezduslTe  natare  of  i 
of  the  objectiyes  simultaneoufily  entertained  by  many  of  our  business  leaders  who 
praise  the  idea  of  planning.  Hie  AUmiUc  MmMi^,  Jidj,  1»L 
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logic  of  events.  We  have  many  illustrations  of  the  extension  of  central 
office  control  over  numerous  units  of  the  same  industry,  and  even  over 
various  units  of  different  industries  which  contribute  to  one  product, 
such  as  motors,  tires,  telephones,  or  radios.^  Even  here  technology  has 
outrun  institutional  change.  As  Mr.  Person  puts  it :  ^^In  the  face  of  an  in- 
tegrating technology  the  government  has  attempted  to  preserve  primi- 
tive forms  of  competition."  And,  although  so  inevitable  a  movement 
could  not  be  stopped,  it  could  be  hampered  and  distorted.  We  might  have 
had  some  such  form  of  organization  as  the  Grerman  cartel  system  if  we 
had  not  set  out  so  determinedly,  forty  years  and  more  ago,  to  enforce 
competition.'  Instead,  we  have  curious  contrasts  in  procedure  and 
strange  monstrosities  of  form  which  can  be  understood  only  by  refer- 
ence to  uneven  and  intermittent  official  displeasures.  Our  industrial  struc- 
tures are  reminiscent  of  weeds  grown  in  the  dark,  and  even  those  new  co- 
ordinative  features,  which  have  grown  in  the  somewhat  brighter  twilight 
of  mere  suspicion,  present  strange  and  unnatural  features  to  be  under- 
stood only  by  admission  that  the  functions  they  profess  to  be  organized 
for  are  less  important  than  those  which  are  hidden  and  unprofessed. 

Still,  there  are  a  few  industries  which  are  wholly  integrated  or  nearly 

so;  and  there  are  many  others  where  integration  has  gone  much  further 

than  anyone  is  prepared  to  admit.  The  difficulty  with  such  illegal  or 

extralegal  developmo^it  is  that  it  teaches  conspiratorial  management ;  its 

leaders  come  to  view  the  government  and  the  public  as  fair  objects  of 

exploitation  since  their  own  natural  functions  are  so  unjustly  repressed. 

This  is  important  for  our  purpose  because  it  has  led  business  to  represent 

itself  as  in  some  ways  much  more  innocent  and  immature  than  it  is ;  and  at 

the  same  time  has  prevented  the  growth,  in  full  light,  of  technical  means 

of  control.  Trade  associations — to  illustrate — are  permitted  a  certain 

liberty  in  ^^usiness  activities'*;  but  "observe  that  while  those  things 

which  they  may  do  tend  to  promote  uniformity  in  details  of  productive 

technology  and  commercial  practices,  it  is  those  things  which  they  are  not 

permitted  to  do  which  are  essential  to  stabilization  of  an  industry"* — es- 

*Cf.  Mr.  Willard  Thorp's  familiar  census  monograph.  The  Integration  of  Industrial 
Op$ration  (1924) ;  also  his  contribution  to  Recent  Economic  Changes,  "The  Changing 
Stmcture  of  Industry''  (1929).  There  are  numerous  relevant  passages  in  the  mono- 
graph prepared  for  the  World  Social  Economic  Congress  by  Mr.  H.  S.  Person  and 
published  as  Document  1  of  Section  11  (1981). 

*It  is  possible  that  not  the  cartel  but  the  integrated,  single-ownership  enterprise 
might  more  readily  develop  to  America.  Mr.  Domeratzky  has  shown  the  diflSculties 
wMcfa  attend  the  cartel  organisation;  he  appears  to  feel,  after  much  consideration, 
that  the  cartel  is  rather  a  temporary  device  oetween  small  enterprise  and  industrial 
iQoaopoly,  not  particularly  well  suited  to  other  purposes  than  the  limitation  of  pro- 
duction and  the  allocation  of  markets.  Mr.  Domeratzky  devdops  these  ideas  in  '*Car- 
tels  and  the  Business  Crisis,"  in  Foreign  Affairs  for  October,  1981,  pp.  84  flf.,  as  well 
u  in  earlier  writings. 

*H.  S.  Person,  ''Sdentiflc  Management  as  a  Philosophy  and  the  Technique  of  Pro- 
gresslTe  Industrial  StabiUEation,"  World  Social  and  Economic  Congress,  1981,  Docu- 
ment 1,  Seetion  U»  p.  40. 
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If  profits  are  really  the  actuating  motive  in  modem  enterprise,  why 
is  it  that  so  great  a  proportion  of  them  go  to  those  who  have  no  share 
in  the  control  of  operations ;  and  why  is  it  that  industry  continues  to  nm 
even  when  those  who  run  it  have  no  major  stake  in  its  gains?  But,  moit 
important  of  all,  if  profits  are  so  important  to  our  system,  why  do  we 
allow  them  to  be  used  in  such  ways  as  not  only  to  destroy  the  source  of 
future  earnings,  but  to  create  unemployment  and  hardship  amongst  mil- 
lions of  people  whose  only  contact  with  them  in  any  form  has  been  throai^ 
reading  about  them  in  the  newspapers? 

It  is  clear  that  this  institution  does  not,  in  any  real  sense,  actuate  our 
productive  equipment.  Furthermore  its  malign  influence  is  reasonably  ob- 
vious. Why  is  it,  then,  that  we  protect  and  argue  for  it  with  a  violence  and 
persistence  out  of  all  proportion  to  the  gains  we  may  expect?  BecauKi 
it  seems  to  me,  we  are  not  genuinely  interested  in  security,  order,  or  ra- 
tionality. Profits,  in  the  sense  in  which  we  use  the  term,  belong  to  a  specu- 
lative age,  one  in  which  huge  gambles  are  taken,  and  in  which  the  re- 
wards for  success  may  be  outstanding."  When  we  speak  of  them  u 
motives,  we  do  not  mean  that  the  hope  of  making  4  per  cent  induces  dm 
to  undertake  an  operation;  we  mean  that  we  hope  for  some  fabuloui 
story-book  success.  These  vast  gambling  operations  are  closer  to  the 
spirit  of  American  business  even  yet,  with  all  the  hard  lessons  we  have 
had,  than  are  the  contrasting  ideas  which  have  to  do  with  constructire 
restraint  and  social  control.  In  fact  our  business  men  have  only  a  rudi- 
mentary conception  of  industry  as  a  social  function,  as  carrying  a  heaff 
responsibility  of  provision.  Industry  is  thought  of  rather  as  a  field  for 
adventure,  in  which  the  creation  of  goods  is  a  minor  matter.  Who  among 
our  millions  of  Wall  Street  amateurs  hopes  merely  for  dividends  on  hii 
investment?  Or  who  thinks  of  the  securities  he  buys  and  sells  as  having 
anything  to  do  with  an  economic  function? 

The  truth  is  that  profits  persuade  us  to  speculate ;  they  induce  us  to 
allocate  funds  where  we  believe  the  future  price  situation  will  be  favor- 
able ;  they  therefore  have  a  considerable  effect  on  the  distribution  of  capi- 
tal among  various  enterprises — an  effect  which  seems  clearly  enough  inr 
efficient  so  that  other  methods  might  easily  be  better ;  but  they  have  litik 
effect  in  actually  inducing  or  in  supporting  productive  enterprises.  AH 
this  appears  merely  from  examination  of  the  evidence  available  to  us  af 
economists ;  if  we  look  into  the  evidence  from  the  field  of  psychology,  one 
of  the  first  things  we  discover  is  that  this  main  supporting  generalizatioii 
— that  the  only  effective  motive  for  enterprise  is  money-getting — appears 
in  the  psychologists'  works  as  a  standard  humorous  reference  to  the  psy- 
chological ideas  of  laymen.** 

"  Cf.  the  discussion  of  this  matter  in  Mr.  John  Dewey's  Human  N(Uur4  amd  Oc^ 
duet  (p.  217  ff.). 

**  In  Charles  Horton  Cooley's  Sociological  Theory  and  Social  Beeearek  there  Is  at 
old  essay  of  his  on  ^'Personal  Competiticm'*  wfaidi  contains  some  trendiant 
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It  would  be  untrue  to  maintain  that  profits  do  not  supply  one  kind  of 
>tiYe  for  economic  activity.  Business,  as  we  know  it,  is  perhaps  chiefly 
berested  in  them.  This  is  to  emphasize,  however,  the  speculative  rather 
an  the  disciplined  aspects  of  production.  To  say  that  this  is  one  of  the 
ititutions  which  will  have  to  be  abandoned  if  planning  is  to  become  so- 
illy  effective,  is  to  make  a  sharp  distinction  among  the  effects  to  be 
pected  from  dependence  upon  alternative  motives.  There  is  no  doubt 
at  the  hope  of  great  gains  induces  enterprise  of  a  sort ;  and  if  these  are  / 
sestablished,  a  certain  kind  of  enterprise  will  disappear.  The  question  is  ^ 
lether  we  cannot  well  afford  to  dispense  with  it.  It  seems  credible  that 
',  can.  Industries  now  mature  can  be  seen  to  operate  without  it ;  and  new 
les  mi^t  be  created  and  might  grow  from  sheer  workman-like  proclivi- 
»  and  without  the  hope  of  speculative  gains. 

As  we  look  back  at  our  present  system  from  some  time  in  the  future  it 
ID  be  much  clearer  to  us  what  kind  of  activities  actually  were  induced 
7  this  incentive.  At  present  it  is  possible  to  suspect  that  the  decay  of  the 
lin-getting  motive  as  an  inducement  to  productive  enterprise  may  have 
!en  accompanied  by  its  transfer  to  essentially  antisocial  activities.  Cor- 
oration  officers  pay  too  little  attention  to  their  duties  and  too  much  to 
le  ticker-tape ;  inside  rings  exploit  the  businesses  under  their  control ; 
larket  cornering  and  supply  limitation  become  favorite  methods  of  gain- 
etting.  All  these  and  a  thousand  other  activities  have  far  less  to  do  with 
be  productivity  of  our  system  than  is  implied  in  our  easy  explanation 
bat  gains  are  the  reward  for  initiative  and  enterprise  and  are  necessary 
0  call  them  out.  A  large  share  of  the  initiative  and  enterprise  thus  called 
at  might  better,  perhaps,  have  been  left  uncalled,  since  it  obstructs 
ather  than  facilitates ;  we  count  it  good,  however,  since  we  reason  back- 
ward also.  Profits  are  necessary  to  call  out  enterprise,  we  say,  but  we 
hen  say,  enterprise  called  out  by  profits  is  necessary — which  is  not  true 
t  all.  Nor  are  they  always  used  advantageously. 

Most  of  us  ought  not  to  have  been  quite  so  free  in  our  predictions  that 
he  institutions  of  Soviet  Russia  would  break  down  from  a  failure  of 
lotive.  Yet  some  of  us  have  gone  on  saying  that  even  in  the  face  of 
Tidence.  Not  more  than  a  month  ago  a  past  president  of  this  associa- 
ion  assured  me  again,  as  he  had  done  before,  that  here  was  the  source 

bovt  motive.  In  it  he  shows  how  our  standards  of  success  have  been  warped  and  the 
eed  there  is  for  social  approval  of  different  activities  than  command  it  now.  A  final 
aragraph  sums  up  the  matter:  "It  will  be  apparent,  I  think,  that  the  view  regarding 
Jc  nature  of  success  here  maintained  is  decidedly  a  hopef i^  one  so  far  as  concerns 
le  possibility  of  progress,  and  wholly  opposed  to  the  pessimistic  attitude  based  on  the 
ippoeed  'selfishness'  of  human  nature  and  the  Inevitable  predominance  of  the  economic 
lotive.  The  motive  that  really  predominates,  now  as  in  the  past,  is  essentially  social 
od  moral;  it  is  the  desire  to  be  something  in  the  minds  of  others,  to  gain  respect, 
3Dor,  social  power  of  some  sort  This  being  the  case  hmnan  endeavor  is  above  all 
dogs  plastic,  controlled  by  the  spirit  of  the  age.  The  standard  of  success,  and  with 
the  whole  diaracter  and  tendency  of  competition,  is  a  social  or  moral  phenomenon 
Kessfble  to  human  endeavor.** 
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of  weakness  which  must  finally  ruin  all  the  Russian  plans.  There  arc  war 
merous  difficulties  there,  plenty  of  chances  for  failure;  but  the  failare 
of  non-commercial  motives  cannot  honestly  be  said,  at  this  late  date,  to 
be  one  of  them.  Nor  is  this  a  source  of  necessary  alarm — any  more  thaa 
the  technical  difficulties  need  be — concerning  any  planned  economy  nt 
may  devise.  It  ought  rather  to  be  a  source  of  wonder  that  a  society  couU 
,  operate  at  all  when  profits  are  allowed  to  be  earned  and  disposed  of  aim 
do  it.  The  hope  of  making  them  induces  dangerous  adventures,  moR 
speculative  than  productive ;  and  the  uses  to  which  they  are  put  are  ft 
constant  menace  to  general  security.  These  conclusions  only  become 
clearer  as  time  goes  on,  yet  no  movement  to  limit  them  or  to  control  their 
uses  has  made  headway  among  us.^*  If  there  had  been  a  more  widespretd 
suspicion  of  this  sort  over  some  period  of  time  there  would  be  more  reason 
to  expect  success  for  proposals  looking  toward  a  profitless  regime.  The 
universal  confidence  in  profits,  still  unshaken  in  the  Western  World,  ii 
quite  likely  to  hinder  measurably  the  advance  of  planning. 

\/  ^  A  central  group  of  experts  charged  with  the  duty  of  planning  the 
coimtry's  economic  life,  but  existing  as  a  suggestive  or  consultative  body 
only,  without  power,  has  been  advocated  by  numerous  persons  and  o^ 
ganizations.^  It  is  quite  impossible  to  visualize  a  genuine  Gosplan  witk- 

^  This  broad  statement  would  need  to  be  modified  in  the  case  of  some  qnasl-pnbBc 
businesses.  The  Transportation  Act  dealt  with  the  problem  of  raUroad  profits.  Ib 
certain  other  ways  we  sometimes  limit  the  uses  of  surplus  reserves.  The  part  plafd 
by  these  in  the  cidl  money  marlcet  during  1928  and  1929  is  now  well  Icnown.  In  Octwer 
of  1929  '*loans  for  others"  reached  a  pealc  of  nearly  four  billion  dollars,  lliese  lotnib 
of  course,  were  induced  by  high  call-money  rates  and  were  unaffected  in  any  direct 
or  effective  sense  by  Federal  Reserve  discount  policies.  It  was  thus  the  profits  of 
the  previous  prosperity  period  which  were  used  to  support  security  Inflation.  Whes 
this  crashed  so  disastrously,  profits  were  made  insecure  for  some  time  to  come.  Evi- 
dently this  is  a  bad  way  to  use  profits  even  from  the  point  of  view  of  proflt-makeni 
This  was  recognized  by  the  New  York  Clearing  House  Association  in  1981.  An  amend- 
ment to  the  constitution  now  prohibits  member  banlcs  from  placing  brokers'  loans  for 
account  of  non-banking  interests.  Other  associations  may  follow.  Perhaps  the  New 
York  Association  was  led  to  take  this  action  by  the  withdrawal  rather  than  the  in- 
jection of  these  funds  into  the  speculative  markets.  For  these  'loans  for  others^  iftn 
reduced  from  nearly  four  billion  dollars  in  1929  to  one  hundred  sixty-two  million  dol- 
lars in  1981,  thus  contributing  to  disastrous  deflation  instead  of  helping  to  ease  down 
immoderate  inflation.  Whatever  the  motive,  however,  the  action  of  the  Clearing  Hook 
Association  is  a  recognition  that  the  use  of  undistributed  profit-funds  most  be  con- 
/  trolled.  Any  system  of  planning  would  have  not  only  to  hedge  them  about  with  rt- 
^  strictions,  but  to  direct  their  uses — if,  by  that  time,  it  had  not  been  made  imposdbk 
for  them  to  be  accumulated. 

"  For  instance  by  Mr.  Gerard  Swope  of  the  General  Electric  Company;  also  by  tin 
Committee  on  Continuity  of  Business  and  Employment  of  the  Chamber  of  Commerec 
of  the  United  States.  Mr.  Sumner  H.  Sllchter  discusses  the  problem  In  his  Ifodfri 
Economic  Society  (pp.  872-886)  but  is  under  no  illusions  whatever  as  to  the  likely  re- 
sults. He  does  not  think  it  worth  while  even  to  consider  the  possibility  of  institntioiia 
changes  which  would  implement  the  findings  of  such  a  body;  and  it  is  perhaps  tmi 
that  even  a  moderate  maintenance  of  prosperity  would  prevent  such  a  devdopmeDt 
There  may  come  another  time,  of  course,  such  as  occurred  in  1914-18  when  all  InstHs 
tions  are  melted  in  disaster  so  that  they  may  be  refashioned  after  quite  nnfamflia' 
designs.  The  theoretical  temper  of  our  time  would  certainly  favor  central  planning  a 
the  heart  of  any  newly  devised  scheme  of  controL  The  Swope  plan  evidently  origfauitei 
in  the  concern  of  a  saiaiUie  tataHfe  to  ihe  employees  of  nis  company.  It  Is  inta 


Principle  of  Planning  and  LaineM  Faire  88 

out  power;  but,  of  course,  this  is  not  to  be  a  Grosplan.  It  might  lay  out! 
suggested  courses;  it  might  even  timidly  advise;  but  certainly  its  advice '; 
would  seldom,  if  ever,  be  taken.  It  would  be  as  unnatural  for  American 
businesses,  which  live  by  adventures  in  competition,  to  abdicate  their ' 
privileges  voluntarily,  as  it  is  to  expect  rival  militarists  to  maintain; 
peace,  and  for  the  same  reasons.  If  an  institution  of  this  sort  could  not  be 
used  as  a  mask  for  competitive  purposes  or  as  a  weapon  to  be  used  against  i 
more  scrupulous  rivals,  as  the  Federal  Trade  Commission  has  sometimes  ; 
been,  it  would  quickly  gather  about  itself  a  formidable  body  of  enemies  ■ 
armed  with  tried  theoretical  objection  as  well  as  real  power.  The  chief  • 
concern  of  militarists  must  always  be  to  maintain  the  conditions  of  war ;  \ 
and  the  chief  concern  of  essentially  speculative  businesses  must  always  . 
be  to  maintain  (he  conditions  of  conflict  necessary  tojtheir  existence.  The  i 
deadliest  and  most  subtle  enemy  of  speculative  profit-making  which  could   I 
be  devised  would  be  an  implemented  scheme  for  planning  production.  For  j 
such  a  scheme  would  quiet  conflict  and  inject  into  economic  affairs  an  or- 
der and  regularity  which  no  large  speculation  could  survive.  Every  de- 
pression period  wearies  us  with  insecurity;  the  majority  of  us  seem  all  to 
be  whipped  at  once ;  and  what  we  long  for  temporarily  is  safety  rather 
than  adventure.  Planning  seems  at  first  to  offer  this  safety  and  so  gains 
a  good  deal  of  unconsidered  support.  But  when  it  is  discovered  that  plan- 
ning for  production  means  planning  for  consumption  too;  that  some- 
thing more  is  involved  than  simple  limitation  to  amounts  which  can  be 
sold  at  any  price  producers  temporarily  happen  to  find  best  for  them- 
selves ;  that  profits  must  be  limited  and  their  uses  controlled ;  that  what 
reaUy  is  implied  is  something  not  unlike  an  integrated  group  of  enter- 
prises run  for  its  consumers  rather  than  for  its  owners — ^when  all  this   . 
gradually  appears,  there  is  likely  to  be  a  great  changing  of  sides. 

Strange  as  it  may  seem — directly  antithetical  to  the  interests  of  busi- 

esting  that  this  typical  business  document  should  have  arisen  out  of  a  particular 
DToblem  and  have  proceeded  to  the  consideration  of  general  relationships  only  re- 
mctantly  and  partially.  Mr.  Swope  imderstood  that  if  his  employees  were  to  have 
even  a  measure  of  his  own  security  and  confidence  in  the  future  there  must  be  a  sta- 
bility, which  its  most  enthusiastic  defender  would  not  claim  for  it  now,  in  the  whole 
structure  of  industry.  No  one  business,  Mr.  Swope  saw,  could  achieve  it  alone.  There 
must  be  common  action  throughout  entire  industries.  Beyond  this,  he  made  only  the 
8U£gestion  of  "supervision"  by  a  public  body. 

Tlie  Chamber  of  Commerce  committee.  B^porf  on  C&tUimUty  of  Businesi  and  Em^ 
ptoymtiU  recommended  certain  long-time  measures  as  likely  to  assure  relief  from  re- 
Pftr rciiit" depression.  The  central  problem  was  formulated  as  *the  establishing  of  a  bet- 
ter balance  between  production  and  consumption."  It  is  seen  that  this  must  mean  tiie 
restraint  of  certain  liberties:  "A  freedom  of  action  which  might  have  been  Justified  in 
the  relatively  simple  life  of  the  last  century  cannot  be  tolerated  today,  because  the 
imwfse  action  of  one  individual  may  adversely  affect  the  lives  of  thousands.  We  have 
left  the  period  of  extreme  individualism  and  are  living  in  a  period  in  which  national 
economT  must  be  recognized  as  the  controlling  factor."  This  might  be  thought  to  be 
the  prelude  to  suggestions  for  rigorous  control.  But  what  follows  is  only  a  suggestion 
for  a  'yattonal  Economic  Coundl"  with  advisory  duties.  Furthermore  this  is  not  to  be 
a  fovcrnuiental  body  but  one  responsible  to  the  Chamber  of  Commerce. 
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ness  and  unlikely  to  be  allowed  freedom  of  speech,  to  say  nothing  of  ac- 
tion— ^it  seems  altogether  likely  that  we  shall  set  up,  and  soon,  such  a  con- 
sultative body.^*  When  the  Chamber  of  Commerce  of  the  United  States  ii 
brought  to  consent,  realization  cannot  be  far  off.^^  It  seems  to  me  quite 
possible  to  argue  that,  in  spite  of  its  innocuous  nature,  the  day  on  which 
it  comes  into  existence  will  be  a  dangerous  one  for  business,  just  as  the 
founding  day  of  the  League  of  Nations  was  a  dangerous  one  for  nation- 
alism. There  may  be  a  long  and  lingering  death,  but  it  must  be  regarded 
as  inevitable.  Any  new  economic  council  will  be  hampered  on  every  side; 
it  will  be  pressed  for  favors  and  undermined  by  political  jobbery.  It  will 
not  dare  call  its  soul  its  own,  nor  speak  its  mind  in  any  emergency.  But  it 
will  be  a  clear  recognition,  one  that  can  never  be  undone,  that  order  and 
reason  are  superior  to  adventurous  competition.  It  will  demonstrate  these 
day  by  day  and  year  by  year  in  the  personnel  of  a  civil  service  devoted  to 
disinterested  thinking  rather  than  romantic  hopes  of  individual  gain.  Let 
it  be  as  poor  a  thing  as  it  may,  still  it  will  be  a  constant  reminder  that 
once  business  was  sick  to  death  and  that  it  will  be  again ;  that  once  the 
expert  is  applied  for,  his  advice  must  be  taken  or  refuted.  Even  if  it 
does  so  little,  and  that  so  badly,  as  hardly  to  exist  at  all,  it  will  still  have 
had  a  different  purpose:  the  achieving  of  order.  And  not  improbably  it 
will  have  been  demonstrably  wiser  than  the  powers  which  will  be  creating 
the  events  surrounding  it." 

^  Mr.  L.  L.  Lorwin  distinguishes  four  possible  types  of  these  bodies  which  he  esllii 
1)  The  absolute  socialist  type,  (2)  the  partial  state  socialist  tvpe,  (8)  tlie  voluntary 
business  type,  and  (4)  the  social-progressive  type.  I  have  not  thought  it  necessary  to 


(1)  The  absolute  socialist  type,  (2)  the  partial  state  socialist  tvpe,  (8)  the  voluntary 
business  type,  and  (4)  the  social-progressive  type.  I  have  not  thought  it  necessary  to 
follow  this  distinction  very  closely,  though  it  is  helpful  as  a  guide  to  the  present  large 


output  of  plans,  because  it  seems  to  me  quite  dear,  for  reasons  I  develop,  that  mj 
all  come  to  the  same  thing — or  will  not  work.  There  is  really  very  little  choice  in  the  kmf 
run;  our  industrial  technique  is  very  fully  developed  and  it  is  of  a  certain  sort  and  not 
otherwise.  Any  plan  must  contain  and  complete  it  or  it  will  fail.  We  might  once  have 
had  the  choices  suggested  by  such  a  classification.  We  no  longer  have  them. 

"  Committee  on  Continuity  of  Business  and  Emplo^'ment,  Report  No.  12  (Oct  M 
1981).  Most  industrial  leaders,  with  a  few  notable  exceptions,  favored  the  La  Follette 
bill  in  its  Senate  hearings.  This  would,  of  course,  set  up  a  fairly  harmless  advisory  body. 
But,  in  contrast  to  the  Chamber  of  Commerce  recommendations,  it  would  be  an  orgu 
of  government. 

^  Hearings  on  the  La  Follette  bill  to  establish  such  a  national  council  have  ihown 
something,  In  spite  of  the  reticence  of  business  leaders,  concerning  attitudes.  They  are 
willing.  Just  now,  to  try  anything,  but  are  not  hopeful  of  results.  Mr.  Sloan,  for  in- 
stance, asked  whether  he  would  endorse  the  idea  of  a  council,  answered  that*  in  Ui 
opinion,  'Ve  wouldn't  get  very  far.  There  is  too  much  individuality  in  business.  I  don*t 
think  we  have  reached  the  point  where  individual  manufacturers  will  give  up  some- 
thing for  others.**  And  he  went  on  to  say  that  the  economic  council  idea,  would  in  its 
final  form  result  from  evolution  and  experience.  Mr.  Wlggin,  on  the  same  day  (Oct  80, 
1981,  as  reported  in  The  New  York  Times  for  Oct.  81,  1981)  answered  Senator  La  Fd- 
lette's  question,  **You  think,  then,  that  the  capacity  of  human  suffering  is  rather  un- 
limited?" by  sayhig,  "I  think  so"!  He  was  asked  whether  he  thought  a  council  could 
have  had  any  effect  in  checking  the  excessive  expansion  of  1929  and  replied,  *^  dont 
think  so.*"  rThen,"  said  Senator  La  Follette,  ''I  take  it  you  believe  that  tibere  is  nothing 
which  can  be  done  which  will  be  effective  in  saving  us  from  these  great  fluctuations  in 
business  activity  which  we  have  been  experiencing?**  Mr.  Wiggin  answered:  "^  do  not 
think  so.  A  man  only  lives  so  many  years,  and  his  experience  only  lasts  with  him  so 
maaj  jean.  New  genentians  succeed  and  they  will  make  the  same  blunders.  ... 
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These  will,  however,  be  the  only  ways  in  which  the  qualities  of  a  plan- 
ning body  will  be  able  to  show  themselves.  It  will  be  unable  to  act  and 
tlieref ore  unable  to  eliminate  uncertainties ;  uncertainties  make  prediction 
impossible;  and  planning  is  a  process  of  predicting  and  making  it  come 
trae,  not  merely  a  matter  of  advising  voluntary  groups.  Mr.  Slichter  is 
quite  justified  in  pointing  out  that  nd  scheme  we  are  likely  to  adopt  would 
be  able  to  do  its  work  effectively.  He  asks  for  instance :  ^^Could  it  prevent 
depressions?  Could  it  prevent  the  great  overdevelopment  of  industries? 
If  a  council  had  been  in  existence  as  early  as  1920,  could  it  have  checked 
the  great  overdevelopment  of  the  textile  industry,  the  shoe  industry,  the 
coal  industry,  the  petroleum  industry,  the  automobile  industry,  and 
others?  Could  it  have  solved  the  farm  problem?  Could  it  have  prevented 
the  depression  of  1980  or  substantially  reduced  the  severity  of  the  depres- 
sion? Could  it  have  prevented  our  foreign  trade  from  being  injured  by  a 
general  upward  revision  of  the  tariff  in  1980?''^*  And  he  is  certain  that 
the  answer  to  all  these  questions  is  ^^no.'' 

The  answer  has  to  be  '^no''  because  the  necessary  conditions  of  plan- 
ning are  not,  established  by  any  ^^purely  advisory  National  Economic 
Council.''  An  advisory  council  might  guess  but  it  could  not  plan ;  and  the 
difference  between  guessing  and  planning  is  the  difference  between  laissez 
faire  and  social  control.  Under  the  institutions  of  laissez  faire  the  sole 
uses  of  such  a  body  will  be  to  lead  us  slowly,  by  precept  and  demonstra- 
tion, toward  a  less  uncertain  future.  It  seems  improbable  that  this  will  ^^ 
be  other  than  a  very  reluctant  and  grudging  change.*®  <v' 

Hamao  nature  is  bnmaii  nature.  Lives  go  on  so  long  as  business  activity  goes  on  and 
ve  are  bound  to  have  conditions  of  crisis  once  in  so  often.You  may  learn  from  each  one 
how  to  avoid  that  particular  difSculty  the  next  time,  but  you  are  always  going  to  have, 
once  fai  so  many  years,  difficulties  in  business,  times  that  are  prosperous  and  times  that 
tre  not  prosperous.  There  is  no  commission  or  any  brain  in  the  world  that  can  pre- 
fentit*' 

I  believe  that  Mr.  Wiggin  was  right  and  extraordinarily  honest  No  commission,  no 
brain  could  prevent  crisis  in  business;  which  is  why  business  is  slowly  being  condemned      \^ 
md  new  schemes  are  beinff  considered  for  taking  over  its  function.  "  <  ^ 

'Sumner  H.  Slichter,  Modem  Bcanomie  Boeisty,  p.  876. 

*  For  many  years  I  was  puszled  to  know  why  so  much  opposition  to  any  extension 
of  government  functions  existed.  It  was  only  gradually  and  with  patient  inquiry  that 
I  satisfied  myself.  The  reason  was  that  business  kept  any  government  corrupt  that 
touched  it  anywhere.  This  seemed  to  be  a  part  of  the  business  system,  no  more  consid- 
ered wrong  by  business  men  than  ordinary  buying  and  selling.  And  wise  observers 
who  had  seen  it  going  on  always  and  everywhere  had  concluded  that  it  was  of  the 
nature  of  government  to  be  corrupt  and  inefficient  and  that  no  really  important  mat- 
ters, such  as  economic  functions,  ought  ever  to  be  trusted  to  it  A  longer  time  still  was 
required  to  reach  the  conclusion  that  all  these  wise  men  were  wrong  about  causes.  And   • 
beeause  they  were  wrong  about  this  their  whole  thinking  was  askew.  The  trouble  lay 
in  the  nature  of  business,  and  so  long  as  business  was  left  unchanged  as  to  motive  and 
method  it  would  continue  to  corrupt  every  government  it  touched.  But  it  could  not  be    ; 
reasoned  that,  because  business  had  paralyzed  povemmental  organs,  governments  were 
inherently  bad  and  ought  never  to  be  trusted.  Revise  business;  arrange  things  so  that    ' 
man's  capacity  to  corrupt  the  public  services  is  seriously  limited  or  removed,  and  then    • 
—only  then— we  shaU  have  a  cnance  to  see  whether  the  public  interest,  as  over  against    ; 
prIvBte  interests,  could  command  effective  and  honest  service.  From  what  I  know  of 
immm  natore  I  believe  that  the  world  awaits  a  g^reat  outpouring  of  energy  so  soon  as 
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inconsistent  and  anachronistic  concomitants  of  such  technology  as  soon 

will  infuse  the  industrial  process,  confusion  and  disorder  wiU  prevail 

y  whenever  the  wilful  pursuit  of  business  privileges,  as  we  still  know  then, 

^    chokes  the  smooth  interchanging  flow  logically  belonging  to  the  system 

of  industry,  but  never  yet  achieved  by  human  management. 

It  is  necessary  to  realize  quite  finally  that  everything  will  be  changed 
if  the  linking  of  industry  can  finally  be  brought  to  completion  in  a  ^lan.** 
It  was  a  reluctant  and  half  blind  step  which  led  one  executive  after  an- 
other to  complete  the  serialization  of  his  machines.  And  even  then  he  wm 
sometimes  astonished  at  the  results.  This  new  undertaking  is  vaster;  it 
requires  a  new  and  complicated  technology  which  is  not  yet  wholly  in- 
vented ;  and  it  follows  not  from  one  executive's  decision,  but  from  a  thou- 
sand preliminary  consents,  abdications,  and  acceptances  of  responsibil- 
ity. Yet  to  enter  upon  it  would  be  to  take  but  a  single  short  step  from 
where  we  are ;  the  most  momentous  and  final,  but  still  a  short  one.  We  haic 
traveled  a  long  road  to  this  threshold  we  now  consider  crossing. 

The  setting  up  of  even  an  emasculated  and  ineiBTective  central  co-o^ 
dinating  body  in  Washington  will  form  a  focus  about  which  recognitioa 
may  gradually  gather.  It  will  be  an  action  as  significant  as  the  first  ob- 
servations of  Taylor ;  and  it  can  lead  eventually  to  the  completion  and 
crowning  of  that  genius'  work.  The  major  subject  matter  of  economici 
during  the  next  few  years  might  well  be  a  particularizing  of  the  implica- 
tions of  this.  For  we  have  a  century  and  more  of  development  to  undo.  The 
institutions  of  laissez  faire  have  become  so  much  a  part  of  the  fabric 
of  modern  life  that  the  untangling  and  removing  of  their  tissues  wiD  be 
almost  like  dispensing  with  civilization  itself.  We  shall  all  of  us  be  made 
unhappy  in  one  way  or  another ;  for  things  we  love  as  well  as  things  that 
are  only  privileges  will  have  to  go.  The  protective  vine  makes  the  ruined 
wall  seem  beautiful ;  we  dislike  abandoning  it  for  something  different.  But 
we  shall  have  to  see,  no  doubt,  a  wholesale  sacrifice  of  such  things,  like  itai 
little  as  we  may. 

The  first  series  of  changes  will  have  to  do  with  statutes,  with  constitih 
tions,  and  with  government.  The  intention  of  eighteenth  and  nineteenth 
century  law  was  to  install  and  protect  the  principle  of  confiict;  this,  if  «c 
begin  to  plan,  we  shall  be  changing  once  for  all,  and  it  will  require  titt 
laying  of  rough,  unholy  hands  on  many  a  sacred  precedent,  doubtkii 
calling  on  an  enlarged  and  nationalized  police  power  for  enforcement.  We 
shall  also  have  to  give  up  a  distinction  of  great  consequence,  and  voj 
dear  to  many  a  legalistic  heart,  but  economically  quite  absurd,  betweet 
private  and  public  or  quasi-public  employments.  There  is  no  private  bufl- 
ness,  if  by  that  we  mean  one  of  no  consequence  to  anyone  but  iQrpTO- 
prietors;  and  so  none  exempt  from  compulsion  to  serve  a  planned  public 
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interest.  Furthermore  we  shall  have  to  progress  sufficiently  far  in  elemen- 
tary realism  to  recognize  that  only  the  federal  area,  and  often  not  even 
that,  is  large  enough  to  be  coextensive  with  modem  industry;  and  that 
consequently  the  states  are  wholly  ineffective  instruments  for  control. 
All  three  of  these  wholesale  changes  are  required  by  even  a  limited  ac- 
ceptance of  the  planning  idea. 

^^Planning  is  by  definition  the  opposite  of  conflict ;  its  meaning  is  aligned 
to  co-ordination,  to  rationality,  to  publicly  defined  and  expertly  ap- 
proached aims ;  but  not  to  private  money-making  ventures ;  and  not  to  the 
guidance  of  a  hidden  hand.'^  It  is  equally  true  that  planning  in  any  social 
sense  cannot  leave  out  of  its  calculations  any  industry  or  group  of  indus- 
tries and  still  remain  planning.  To  do  so  would  be  to  expose  the  scheme  to 
the  very  uncertainty  which  is  sought  to  be  eliminated  and  to  concentrate 
its  advantages  in  the  hands  of  the  nonco-operators.  It  would  be  easy  for 
any  free  industry  to  erect  an  empire  if  all  or  even  many  of  the  others  were 
restricted.  It  will  be  required,  furthermore,  in  any  successful  attempt  to 
plan,  that  the  agency  which  imposes  its  disinterested  will  on  industry, 
must  equal,  in  the  area  of  its  jurisdiction,  the  spread  of  the  industry. 

Planning  will  n^MMtrHj  }^r.nmt^  ft  fimnf mn  nf  f Ko  ftU\€^Tit\  gnvj^mwiAnf  ■ 

cither  that  or  the  planning  ayency  will  supersede  that  government,  which 
is  why,  of  course,  such  a  sdieme  will  eventually  be  assiimlated  to  the  state, 
rather  than  possess  some  of  its  powers,  without  its  responsibilities.*' 

The  next  series  of  changes  will  have  to  do  with  industry  itself.  It  has 
already  been  suggested  that  business  will  logically  be  required  to  disap- 
pear. This  is  not  an  overstatement  for  the  sake  of  emphasisj  it  is  literally 
meant.  The  essenceT)?  business  is  its  free  venture  for  profits  in  an.upregu- 
lated  ecoijoiriy Manmngimplics  fg^Hdance  of  capital  uses ;  this  would  limit 
entrance  into  or  expansira'of  bjperations.  Planning  also  implies  adjust- 
ment of  production  to  consumption ;  and  thef  e  is  no  way  of  accomplishing 
tins  except  through  a  control  of  prices  and  of  profit  margins.  It  would 
never  be  suffidentr^'plan  pToductlon  for  an  estimated  demand  if  that 
demand  were  likely  to  fail  for  lack  of  purchasing  power.'*  The  insurance 

*Tbe  laissei-faire  of  the  nineteenth  century  was  based  upon  a  metaphysics  of 
proridential  guidance.  The  planning  of  the  twentieth  century  rests  its  case  on  a 
phQoflophical  faith  in  the  power  of  man  to  promote  orderly  economic  and  social 
ckange.^  Lw  L.  Lorwin,  op.  cit,,  p.  81. 

■I  mean,  of  course,  that  onnr  government,  in  the  widest  sense,  can  protect  and 
loiter  the  arts,  education,  and  other  similar  interests  which  compete  with  industry  and 
vonld  do  so  more  formally  under  any  planned  division  of  the  national  income. 

"Tlie  chief  instruments  whidi  have  oeen  able  to  devdop,  under  laissex  faire,  toward 
order  and  regularity,  have  been  those  "trade  associations"  referred  to  before.  They 
Knre  as  illustrations  both  of  the  possibilities  and  the  limits  our  system  offers.  For,  as 
Mr.  Soule  has  pointed  out,  they  lead  to  contraction  and  limitation  but  offer  nothing 
Id  the  way  of  enlarged  ways  of  living.  If  we  were  to  pursue  the  logic  of  this  devdop- 
OKst  we  should  have  industries  organised;  we  should  have  control  established  over 
production  and  price.  So  far  the  results  would  doubtless  be  good.  But  we  should  also 
sue  prodoctioii  limited  to  the  amounts  which  would  regularly  be  absorbed  by  con- 
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of  adequate  buying  capacity  would  be  a  first  and  most  esaential  task  of 

^J^^^any  plan  which  was  expected  to  work.  To  take  away  from  businesi  iti 

^  \^^  freedom  of  venture  and  of  expansion,  and  to  limit  the  profits  it  may  ac- 

^, Inquire,  is  to  destroy  it  as  business  and  to  make  of  it  something  else.  That 

'^  something  else  has  no  name ;  we  can  only  wonder  what  it  may  be  like  and 

whether  all  the  fearsome  predictions  concerning  it  will  come  true.  The 

traditional  incentives,  hope  of  money-making,  and  fear  of  money-losi, 

will  be  weakened ;  and  a  kind  of  civil-service  loyalty  and  fervor  will  need 

to  grow  gradually  into  acceptance.  New  industries  will  not  just  happen 

"^  as  the  automobile  industry  did ;  they  will  have  to  be  foreseen,  to  be  argued 

for,  to  seem  probably  desirable  features  of  the  whole  economy  before  thej 

can  be  entered  upon. 

This  sweeping  statement  of  the  logic  of  planning  is  simply  an  attempt 
to  foresee  what  our  economic  institutions  will  be  like  if  we  adopt  the 
planning  principle.  We  shall  not,  we  never  do,  proceed  to  the  changes  here 
suggested  all  at  once.  Little  by  little,  however,  we  may  be  driven  the  whok 
length  of  this  road;  once  the  first  step  is  taken,  which  we  seem  about  U> 
take,  that  road  will  begin  to  suggest  itself  as  the  way  to  a  civilized  in- 
dustry. For  it  will  become  more  and  more  clear,  as  thinking  and  discm- 
y..  sion  centers  on  industrial  and  economic  rather  than  business  proUenUf 
that  not  very  much  is  to  be  gained  until  the  last  step  has  been  taken.  What 
seems  to  be  indicated  now  is  years  of  gradual  modification,  accompanied 
by  agonies  and  recriminations,  without  much  visible  gain;  then,  suddenly, 
as  it  was  with  the  serialization  of  machines,  the  last  link  will  almost  iis- 
perceptibly  find  its  place  and  suddenly  we  shall  discover  that  we  have  a 
new  world,  as,  some  years  ago,  we  suddenly  discovered  that  we  had  mh 
consciously  created  a  new  industry. 

These  struggles  and  changes  may  seem  to  the  future  historian  wbi 
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svmen  at  prices  dictated  neither  by  a  constant  ratio  to  costs  nor  sodal  need  for  tk 
goods,  but  only  by  the  industry's  conception  of  its  own  best  interests.  Hits  will  neicr 
be  good  enough  in  any  social  sense  to  command  permanent  assent  Besides,  the  proit 
.^  ,  fond  will  always,  after  a  period  of  expansion.  And  itself  embodied  fai  overbuilt  cntei^ 
^  *  prises  whose  goods  cannot  be  sold.  In  spite  of  these  obvious  difficulties  this  is  dosb^ 
^>  '  '  less  the  direction  of  our  development.  Mr.  F.  M.  Feiker  of  the  Bureau  of  Foidgn  and 
Domestic  Commerce,  speaking  on  November  80  before  an  organiiatlon  of  broken^  le- 
ferred  to  the  well-known  fact  that  his  Bureau  was  already  co-operating  with  141  s^ 
sodations  to  assist  them  in  planning.  He  even  implied  tiiat  his  Department 
soon  suggest  a  plan  for  industry  as  a  whole.  To  one  whose  mind  is  free  of  ' 
faire  dogma  the  peroration  of  this  address  must  seem  to  furnish  a  curious  won  m, 
to  its  general  implications.  For,  after  referring  to  the  many  approaches  to  pi««"ii>y 
in  individual  industries,  and  saying  something  indefinite  about  a  general  plan,  he  flie 
ished  in  this  way:  'This  program  must  conform  to  the  fundamental  American  prb- 
dple  of  individual  initiative  and  individual  achievement  for  individual  reward.  It  eii- 
not  be  imposed  by  fiat  or  decree.  It  must  in  the  end  rest  upon  the  Intelligence  and  In- 

Sinuity  of  the  American  business  man.  Economic  planning  by  ulnse  is  not  for  m* 
aving  achieved  the  feat  of  getting  the  word  'individual"  bito  one  sentence  in  tfaiei 
places,  and  having  eliminated  experts  in  favor  of  business  men,  he  thus  was  able  tt 
pohit  to  a  highly  expert  and  carefully  socialised  efi'ort  of  the  government  as  after  sB 
quite  harmless  and  ineffective. 
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looks  backward,  like  the  purpofiiye  journey  of  a  seedling  toward  the  light. 
The  seedling  could  not  see  or  feel  that  light ;  it  merely  obeyed  its  nature. 
If  only  society  had  a  greater  and  more  widely  diffused  power  to  compre- 
hend and  pursue  the  purposes  of  its  nature  we  should  save  ourselves  the 
great  waste  of  energy  which  goes  into  opposing  and  regretting  change. 
The  difficulty  with  this  is  that  society  is  not  an  organism;  that  it  has  no       ./ 
discoverable  nature  to  obey;  that  there  are  no  natural  requirements  for    ^    ^^ 
its  development.  We  are  not  going  anywhere;  we  are  merely  on  the  way. 
For  this  lack  of  the  purpose,  which  nature  kindly  supplies  to  her  lower    t^"^  L 
organisms,  society  must  substitute  plans  born  of  intellectual  effort,  and    ^  ^^  "  . 
imposed  by  awkward  democratic  devices.  This  is  a  hard  condition  for  ^^  a^V^ 
human  nature.  We  have  no  great  gift  for  shaping  our  behavior  in  ac-   ^  > 
cordance  with  large  aims,  and  no  great  gift  either  for  tolerating  the   ^  r    . 
necessary  disciplines.  It  has  been  by  a  series  of  seeming  miracles  that  we     ,  '^^* 
have  acquired  the  technique  of  control  and  the  industrial  basis  for  eco-        ^^.( 
nomic  planning.  The  still  further,  perhaps  greater,  miracle  of  discipline  -^i'  *    f 
isneeded.  -^^' i 

It  is  perhaps  no  accident  that  planning  has  recently  become  a  center    *;t.^ 
of  discussion  in  economic  affairs  in  substitution  for  laissez  faire.  Changes    ' 
m  contemporary  philosophy  have  prepared  the  way.  Chance  has  substi- 
tuted itself  for  the  anthropomorphic  interpretation  of  history  as  a  caus- 
al sequence.  Even  the  evolutionary  principle  has  the  defect,  in  social  his- 
tory, of  making  the  present  seem  to  have  been  what  we  were  struggling 
for.  Of  course  we  were  not  trying  to  attain  any  of  the  institutions  we 
have.  They  resulted  from  the  chance  conjunction  of  changes.  Only  the 
backward  look,  determined  by  the  view  from  some  contemporary  hillock, 
gives  history  a  meaning.  We  have,  nevertheless,  as  we  are  just  now  dimly 
beginning  to  see,  the  possibility,  in  a  world  of  discontinuous  development 
iisd  chance  combination,  of  producing  a  new  history  guided  quite  con- 
icioasly  toward  foreseen  ends. 

There  is  something  hostile  to  mankind  in  the  cold  notion  of  a  world 
which  progresses  toward  unseen  ends,  regardless  of  human  desires.  So 
kmg  as  it  was  possible  we  tried  to  delude  ourselves,  in  one  way  or  another, 
that  purpose  existed  and  that  it  had  a  definite  reference  to  mankind.  All 
that  comfort  is  torn  away  now ;  and  we  remain  poor,  inconsequent  crea- 
tures exposed  to  chance  developments  which  are  neither  kind  nor  unkind 
with  reference  to  ourselves,  but  simply  impersonal.  It  is  perhaps  charac- 
teristic of  human  nature  that  we  should  reject  such  a  view  until  it  became 
intellectually  impossible  to  cherish  our  delusions  further;  and  that  we 
ihould  then  turn  to  the  only  alternative.  If  there  is  no  order  and  sequence 
in  events,  if  the  world  is  indifferent  to  man,  we  still  remain  men.  It  is  per- 
haps the  most  magnificent  of  all  human  gestures  to  accept  inconsequence 
•nd  to  set  out  determinedly  to  bring  order  out  of  chaos.  I  do  not  regard 
it  as  settled  that  the  world  is  ready,  yet,  for  creating  its  future  according 
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to  a  determined  purpose.^  But  we  are  at  the  point  where  diBcusrion  of  this 
possible  mastering  of  future  history  is  beginning  to  assume  practical  as- 
pects; and  there  is  undoubtedly  some  need  for  haste  if  change  is  to  come 
peaceably.  It  is  my  view  that  the  prospective  discussion  ought  to  be  car- 
ried out  with  a  clear  view  of  its  philosophical  implications  and  of  its  in- 
stitutional requirements.  If  we  accept  the  principle  of  planning  we  moit 
accept  its  implied  destruction  of  the  structure  of  a  laissez  f aire  induttrj. 

/  r^  It  is,  in  other  words,  a  logical  impossibility  to  have  a  planned  economy 
and  to  have  businesses  operating  its  industries,  just  as  it  is  also  impossibk 
to  have  one  within  our  present  constitutional  and  statutory  structart 

I  Modifications  in  both,  so  serious  as  to  mean  destruction  and  rebeginniii|^ 
are  required  It  is  strange,  in  a  way,  that  we  should  have  come  so  long  a 
journey  to  the  very  threshold  of  this  new  economic  order  with  so  littk 
change  as  is  yet  visible  either  in  our  institutions  or  our  intentions.  Th/t 
reason  must  be  that  in  this,  as  in  so  many  instances,  only  the  last  steps 
become  conscious.  We  are  incorrigibly  averse  to  any  estimate  of  the  logic 
of  our  acts ;  and  we  are  also,  somewhat  paradoxically,  fonder  of  our  sys- 
tems of  theory  than  might  be  expected,  reluctant  to  expose  them  to  tte 
tests  of  reality.  Consequently  we  begin  with  small  unnoticed  changes  and 
end  by  not  being  able  to  resist  vast  and  spectacular  ones — at  ^diich  time 
our  systems  of  theory  tumble  unwept  into  the  grave  along  with  the  oat- 
worn  techniques  they  accompanied.  When  this  kind  of  thing  follows  a 
relatively  unimpeded  course  there  is  rapid  industrial  change  such  as  once 
happened  in  England;  when  politicians,  theorists,  and  vested  interests 
resist  too  strenuously,  there  is  a  revolution  on  the  French  modd.  Honr 
rapidly  the  pressures  rise  to  explosive  proportions  depends  both  upon 
the  visibility  of  a  better  future  and  upon  the  hardships  of  the  present 

There  is  no  denying  that  the  contemporary  situation  in  the  United 
States  has  explosive  possibilities.  The  future  is  becoming  visiUe  in  Rus- 
sia ;  the  present  is  bitterly  in  contrast ;  politicians,  theorists,  and  vested 
interests  seem  to  conspire  ideally  for  the  provocation  to  violence  of  a 
long-patient  people.  No  one  can  pretend  to  know  how  the  release  of  fhii 
pressure  is  likely  to  come.  Perhaps  our  statesmen  will  give  way  or  be  mm 
or  less  gently  removed  from  duty;  perhaps  our  constitutions  and  statutes 
will  be  revised ;  perhaps  our  vested  interests  will  submit  to  control  without 
too  violent  resistance.  It  is  difficult  to  believe  that  any  of  these  will  hap- 
pen; it  seems  just  as  incredible  that  we  may  have  a  revolution.  Yet  tbe 
new  kind  of  economic  machinery  we  have  in  prospect  cannot  function  ia 
our  present  economy.  The  contemporary  situation  is  one  in  which  all  tbe 
choices  are  hard ;  yet  one  of  them  has  to  be  made. 

■*Cf.  the  final  chapter  fai  Mr.  John  Dewey's  PhiloiOf^j  mud  CMUzaltUm,  etptdMOf 
the  passaffe  on  page  829  in  which  he  attributes  oar  backwardness  in  sodsl  knonkdfS 
to  our  failure  to  use  our  already  acquired  skills  in  the  interest  of  a  *'A«red  i' 
and  secure  life." 


DISCUSSION 

Lewis  L.  Lorwin. — ^The  two  papers  which  I  am  to  discuss  are  permeated 
'  a  totallj  difTerent  spirit.  Mr.  Harriman  is  ont  to  stabilize  industry  and 
iplojment  under  laissex  faire.  As  a  business  man  he  talks  about  stabiliza- 
m  primarily  in  the  light  of  the  present  depression. 

That  seems  to  me  a  weakness.  What  we  are  witnessing  today  seems  to  me 
invcdye  three  major  problems.  One  is  connected  with  the  continuing  revo- 
tion  in  technology.  Another  is  inherent  in  the  inequalities  of  wealth  and  in- 
ane which  affect  the  flow  of  goods  and  the  balancing  of  production  and  con- 
mptlon.  The  third  is  the  change  in  the  relative  economic  position  of  the 
fferent  countries  of  the  world  which  is  affecting  the  character  of  inter- 
itional  trade  and  world  economy.  Any  attempt  to  stabilize  industry  that  does 
it  take  all  these  factors  into  account  is  likely  to  remain  futile. 
In  view  of  the  limitations  of  time^  I  shall  single  out  two  other  points  in 
r.  Harriman's  paper  which  seem  to  me  important.  One  is  his  admission  that 
e  present  economic  system  is  on  trials  and  that  one  feature  of  that  system 
inds  condemned  forever;  namely^  its  speculatiye  aspect.  It  is  a  sign  of 
■ogzess  that  the  American  business  worlds  speaking  through  Mr.  Harriman^ 
ready  to  admit  that  this  aspect  of  business  must  be  curbed  and  that  busi- 
M  must  be  built  with  a  view  to  security  for  all.  I  cannot  say^  however^  that 
T.  Harriman  envisages  in  his  paper  all  the  economic  implications  of  this  new 
titade. 

The  other  point  which  I  wish  to  call  attention  to  is  that  which  deals  with 
s  treatment  of  the  national  economic  council.  Here  again^  the  business  worlds 
I  represented  by  Mr.  Harriman^  is  taking  a  step  forward  from  an  individ- 
ilistic  point  of  view  to  an  attitude  which  involves  some  regard  for  the  com- 
mk  Interests  of  national  economy. 

But  here,  too^  Mr.  Harriman  refuses  to  go  the  full  way.  His  suggestion 
n  giving  the  power  of  appointing  the  council  to  chambers  of  commerce  and 
I  make  it  dependent  for  its  financial  support  upon  business  is  certainly  not 
idicative  of  a  desire  to  develop  a  national  economic  consciousness^  but  of  a 
lersistent  tendency  to  subordinate  national  life  to  one  group  of  the  popula- 
ion;  namely^  business. 

This  fundamental  contradiction  permeates  all  the  thinking  of  the  business^ 
(roup.  While  it  feels  compelled  to  pass  from  the  concept  of  individualism  to 
hat  of  national  economy^  it  allows  its  group  interests  to  dominate  its  prac- 
ical  proposals  in  interpreting  what  is  national  economy.  So  that  it  conceives 
lational  economy  merely  as  a  business  economy  directed  by  business  interests 
ind  dominated  by  business  motives.  It  is  doubtful  whether  we  can  gain  much 
^m  a  national  council  conceived  in  such  a  spirit. 

On  the  whole,  I  find  little  in  Professor  Tugwell's  paper  to  disagree  with. 
[  think  he  is  right  in  presenting  the  principle  of  planning  as  the  opposite  of 
Iflissez  faire  and  as  involving  ultimately  a  complete  economic  and  social  revo- 
lution. My  comment,  however,  on  his  paper  is  that  it  does  not  touch  upon 
Sie  central  problem  which  concerns  us  most.  Granted  that  planning  is  a 
^olationary  principle,  the  main  question  is  whether  it  can  be  applied  grad- 
laOj  and  peacefully  or  not. 
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^  The  statement^  presented  by  Professor  Tugwell^  is  in  «  sense  a  tautology. 
If  yon  start  out  with  a  definition  of  planning  which  makes  of  it  a  complete 
social  revolution^  then  it  is  obvious  that  such  a  new  system  cannot  operate 
under  the  present  system.  But  such  an  approach  is  unrealistic.  The  issue  be- 
fore the  world  is  not  that  of  jumping  from  a  system  of  laisses  faire  to  one 
of  full  fledged  socialist  planning.  No  such  system  of  economic  planning  is  in 
existence  today.  Even  in  Soviet  Russia  we  have  a  system  of  planning  which  ii 
only  in  part  socialistic  and  which  operates  with  mechanisms^  incentives^  and 
techniques  of  the  most  varied  and  complicated  character. 

I  think  the  discussion  would  be  more  realistic  on  the  basis  of  the  di8tin^ 
tions  which  I  have  drawn  in  a  paper  on  "The  Problem  of  Economic  Planning^' 
to  which  Mr.  Tugwell  refers  in  his  footnotes.  Mr.  Tugwell  thinks  that  these 
distinctions  are  of  little  importance  and  that  all  planning  comes  to  the  same 
thing.  I  beg  to  differ  with  him  on  that  point.  The  distinctions  of  tyx>es  are  not 
merely  abstract  classifications  but  they  involve  an  important  principle ;  name- 
ly^ that  planning  can  be  applied  under  different  schemes  of  social  institu- 
tions and  in  different  degrees  and  different  forms^  and  that  the  attempt  to  do 
so  is  already  in  evidence  and  will  become  the  arena  in  which  the  economic  and 
social  struggle  during  the  coming  decade  will  take  place. 

The  difference  in  approach  is  important  not  only  from  a  practical  but  also 
from  a  theoretical  point  of  view.  For  if  we  assume  that  the  process  of  eco- 
nomic planning  and  the  machinery  for  carrying  on  that  process  cannot  be 
evolved  in  any  degree  under  present  conditions^  there  is  nothing  for  us  to  do 
except  either  to  accept  present  day  conditions  or  to  advocate  a  revoIutioD. 
That  is  why  Mr.  Tugwell  comes  at  the  end  to  a  dilemma.  The  present  ordbr 
does  not  satisfy  him.  Planning  involves  a  complete  revolution  in  institutioof 
which  cannot  be  achieved  at  once.  He  offers  us  a  choice  which  is  no  choice  at 
all. 

We  can  avoid  this  dilemma  if  we  realize  the  necessity  and  importance  of 
constructive  thinking  ahead  in  the  working  out  of  new  economic  and  sodil 
principles.  The  further  study  of  economic  planning  should  consist  not  onlj 
in  the  elucidation  of  the  principle  and  of  the  institutional  changes  whidi  it 
involves^  but  in  specific  studies  of  possible  partial  applications.  That  would 

^  be  the  most  effective  method  in  my  opinion  of  bringing  to  light  the  contrsr 
dictions  of  laisses  faire  and  the  nature  of  the  techniques  of  effective  planning. 
The  two  papers  presented  show  that  the  discussion  of  planning  is  in  its 
initial  stages.  It  ranges  from  an  abstract  analysis  of  the  general  meaning  of 
the  term  to  a  discussion  of  concrete  proposals  made  by  one  or  another  groiqp 
without  effort  to  bring  out  all  the  implications  of  these  proposals.  One 
need  not  be  discouraged  by  this.  We  are  dealing  here  with  the  emergenoe 
of  a  new  concept  which  in  my  opinion  is  going  to  be  the  center  of  diseussioa 
and  of  economic  analysis  for  some  years  to  come.  For  economic  planning  ha* 
entered  the  scene  as  a  practical  methodology  in  one  large  country.  It  is  be- 
coming clearer  that  within  the  system  of  laisses  faire^  this  principle  has  beeis 
gradually  building  itself  up  in  partial  form  and  that  it  is  now  forcing  it- 
self upon  the  attention  of  the  world  as  a  synthetic  principle  of  thinking  aad 
action  in  economic  and  social  matters.  i 
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It  is  because  of  that  that  I  hope  that  we  shall  begin  to  take  the  next  step 
in  the  process  of  clarifying  ideas.  There  is  an  immense  new  field  here  which 
mnst  begin  to  be  cultivated.  The  techniques  and  methods  of  planning  must  be 
studied  wherever  they  have  been  applied  or  attempted^  and  the  possible  ap- 
plications of  the  principle  in  limited  areas  and  degrees  must  be  considered. 
There  is  opportunity  here  for  all  who  are  eager  to  aid  in  bringing  reason 
into  our  economic  and  social  order. 

Ralph  E.  Fulnders. — ^The  important  points  under  discussion  in  these 
able  papers  appear  to  be^  first,  the  possibility  and  desirability  of  economic 
control;  and,  second,  the  relative  possibilities  of  a  control  vested  primarily 
in  industry,  as  suggested  by  Mr.  Swope  and  Mr.  Harriman,  as  against  the 
more  arbitrary  planning  organization,  governmental  in  form,  proposed  by 
Professor  Tugwell. 

There  is  in  the  brief  time  allotted  me  no  opportunity  to  balance  in  detail 
the  possibilities  and  dangers  in  the  two  industrial  projects.  Both  plans  accept 
a  high  degree  of  social  responsibility ;  both  urge  provision  for  unemployment 
fonds.  The  Chamber  of  Commerce  report  suggests  a  further  shortening  of 
working  hours.  Mr.  Swope's  proposals  require  a  definitely  organized  provision 
for  life  and  disability  insurance,  pensions  and  unemployment  insurance;  and 
t  novel  and  useful  arrangement  permits  the  benefits  to  follow  the  employee 
when  he  changes  jobs.  In  return  for  this  social  service,  he  would  request 
mandatory  powers  in  compulsory  trade  associations  for  the  balancing  of  pro- 
duction  with  consumption. 

This  last  item  would  appear  to  have  two  serious  objections.  It  would  be 
based  in  practice  on  restriction  and  allocation  of  production  instead  of  on  an 
increase  of  consuming  power,  and  it  would  inevitably  lead  to  governmental 
price  control. 

In  my  opinion  neither  plan  goes  to  the  root  of  our  difficulties,  except  as 
the  economic  council  proposed  by  Mr.  Harriman  may  do  so.  After  all  the 
lines  of  action  suggested  have  been  worked  out  and  applied,  factors  which 
lie  outside  of  the  ordinary  operations  of  industry  will  periodically  result  in 
•  failure  of  purchasing  power  to  keep  pace  with  production ;  and  there  will 
fcc  large,  rapid  changes  in  the  general  price  level,  which  will  lead  to  destruc- 
tlve  speculation  on  the  one  hand,  and  to  destructive  readjustment  on  the  other. 
The  most  serious  aspect  of  these  proposals  lies  in  the  assumption  tacitly 
made  that  if  industry  is  given  certain  new  privileges  in  the  way  of  associa- 
tion and  control,  it  can  promise  to  diminish  materially  the  distresses  resulting 
horn  business  fluctuations.  This  implied  promise  has  been  quickly  taken  up, 
u  is  witnessed  by  a  handbill  which  has  been  circulated  in  many  of  the  manu- 
facturing plants  of  the  country,  from  which  the  following  statements  are 
quoted: 

Industry  is  responsible  for  unemployment.  Industry  can  give  jobs.  Poli- 
ticians cannot  do  it.  Workmen  cannot  provide  jobs,  and,  except  where  they 
are  organized,  they  have  no  control  over  jobs.  Industry  must  face  its  re- 
sponsibility. •  .  .  We  shall  hold  industry  to  the  issue.  There  is  too  much 
effort  to  conceal  and  confuse.  We  insist  that  industry  is  resx>onsible,  that 
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industry  can  end  unemployment  and  that  it  shall  not  escape  its  responsi- 
bility. 

This  challenge  industry  cannot  meet^  and  it  must  not  promise  to  do  so, 
CTcn  by  implication.  It  must  meet  the  problem  itself >  however,  face  to  face; 
and  BO  met,  it  will  be  seen  to  involve  governmental  and  general  financial  poli- 
cies of  a  serious  sort.  In  solving  the  problems  involved  the  workers  and  the 
leaders  of  industry  will  find  themselves  having  wide  common  interests,  in- 
stead of  being  ranged  against  each  other  as  the  handbill  suggests. 

Professor  Tugwell,  on  the  other  hand,  assumes  that  competitive  industry 
operating  under  the  profit  motive  is  inherently  unstable— that  it  must  be 
transformed  into  a  completely  planned  economy  to  save  our  mechanised  civili- 
sation from  a  disastrous  crash.  To  this  it  may  be  answered  with  some  oodi- 
dence  that  if  an  economy  of  planned  detail  is  the  only  alternative,  the  crash 
is  inevitable. 

If  we  could  take  a  position  sufficiently  far  above  the  surface  of  the  earth  and 
were  possessed  of  sufficient  keenness  of  vision  to  see  from  that  viewpoint  what 
is  going  on  in  the  United  States  as  a  whole,  we  would  observe  rivulets  of  ma- 
terials leading  from  farm,  forest,  mine,  and  ocean,  gathering  into  broad 
streams  in  their  fiow  towards  manufacturing  and  packing  establishmenta 
Thence  we  would  see  the  finished  goods  flowing  in  smaller  streams  to  whole- 
salers, thence  in  still  smaller  streams  to  retailers,  and  lastly  and  finally  ai 
subdivided  particles  reaching  ultimate  consumers.  There  would  be,  if  it  were 
visible,  a  similar  but  reverse  flow  of  money  and  credit  in  its  various  formi. 
The  larger  transactions  would  involve  the  transfer  of  large  amounts,  the 
smaller  ones  of  less  amounts,  while  the  smallest  would  require  only  the  change 
carried  in  the  pocket.  The  enormous  extent  of  these  operations,  their  unim- 
aginable variety,  the  incalculable  complexity  of  the  courses  they  take,  Ae 
innumerable  final  objectives  they  reach  and  serve,  are  beyond  human  oooh 
prehension  or  calculation.  It  is  the  profit  motive  which  ultimately  maintaini 
this  labyrinthine  mechanism. 

When  Professor  Tugwcll  argues  that  the  profit  motive  is  ineffective  and 
may  be  disregarded,  he  puts  the  case  too  strongly.  He  might  properly  hare 
said  that  it  is  only  one  of  many  motives  by  which  men  are  moved,  and  that  ft 
is  often  overshadowed  by  other  elements  more  clearly  in  the  foreground  of 
consciousness.  The  real  function  of  profit  goes  deeper  than  motive.  In  oo 
economy  it  is  a  fundamental  requirement  for  continued  existence,  and  is  never 
long  neglected  without  vital  peril.  No  psychological  tests  or  analyses  reveal 
this  fact;  it  is  a  solidly  established  commonplace  of  business  experience.  Itfti 
the  ruling  condition  which,  when  effectively  met,  permits  the  superposition 
of  many  other  less  impersonal  motives.  Its  useful  function  is  in  providing  t 
firm  foundation  for  more  spiritual  structures. 

The  degree  of  success  which  Russia,  without  the  profit  motive,  has  at- 
tained in  an  arbitrary  governance  of  this  intricate  problem  has  been  due  to 
three  factors.  First,  her  economy  is  until  now  a  saprophytic  one,  feeding  oa 
the  finished  mechanisms  and  processes  of  more  vital  and  self-sustaining  so- 
cial organisms.  Second,  her  substitute  for  the  profit  motive  is  a  discipline  that 
is  essentially  ascetic;  and  it  remains  to  be  seen  whether,  in  the  face  of  a 
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world  incredibly  rich  in  material  possibilities^  such  a  principle  can  indefi- 
nitely maintain  its  power.  Thlrd^  such  measure  of  success  as  has  been  or  is 
likely  to  be  attained  in  the  near  fature  is  at  the  expense  of  a  simplification  of 
the  problem  which  involyes  a  low  scale  of  living  and  a  standardized  exist- 
ence.^ Only  so  can  the  task  be  brought  within  the  range  of  hmnan  abilities. 
Thos^  the  basic  objections  to  Professor  Tugwell's  thesis  are  that  his  soln- 
tion  is  impossibly  difficult  if  we  are  to  preserve  the  rich  material  existence 
which  we  now  enjoy  or  can  enjoy;  and  that  the  alternative  of  a  simplified  and 
standardized  existence,  brought  within  the  limits  of  human  ability,  is  so 
false  to  our  desires  and  possibilities  and  to  the  direction  of  our  historic  de- 
relopment  as  to  be  impossible  except  as  a  forced  adjustment  to  some  destruc- 
tive catastrophe. 

It  seems  necessary,  then,  to  discard  the  solution  by  industrial  self-regula- 
tion as  inadequate,  and  that  by  arbitrary  and  detailed  economic  control  as  im- 
possible. Is  there  a  third  possibility? 
Indeed  there  is! 

That  possibility  lies  in  a  frank  recognition  of  the  usefulness  of  that  force 
of  nature  which  we  call  the  profit  motive;  and  in  a  purposeful  attack  on  the 
problem  of  controlling  it  in  the  same  way  that  other  natural  forces  are  con- 
trolled by  the  engineer.  The  problem  is  aidn  to  that  of  fiood  control  and  irri- 
gatioD,  and  of  harnessing  to  human  uses  in  the  power  plant  and  transmis- 
sion line  the  energy  which  manifests  itself  destructively  in  the  lightning. 

It  is  impossible  to  give  details  in  a  brief  discussion  like  this.  But  the  gen- 
eral line  of  attack  may  be  indicated.  Governmental  and  social  control  should 
be  so  directed  as  to  minimize  the  element  of  unsocial  speculative*  profit,  as 
distinguished  from  the  profit  which  arises  from  serving  public  needs. 

There  are  involved  government  policies  of  expenditures,  borrowing,  and 
taxation.  Also  concerned  are  general  financial  policies  of  discount  rates,  the 
expansion  and  contraction  of  money  and  credit  and  of  foreign  investment. 
There  must  be  consideration  of  the  kind  and  amount  of  industrial  and  finan- 
cial information  available  to  the  investing  public.  The  problem  of  stabilizing 
the  value  of  money  must  be  faced  courageously. 

The  prime  essential  is  a  realistic  viewpoint  which  is  willing  to  take  account 
of  all  the  facts ;  and  among  those  facts  none  are  more  significant  than  the 
Hmited  efi'ectiveness  of  industrial  policy,  and  the  limited  capacity  of  human 
intelligence  and  experience  to  control  in  detail  the  elements  of  a  rich  and 
dereloping  material  existence. 

J.  G.  Ohsol. — It  seems  to  me  that  not  stabilization  but  expansion  is  what 
it  wanted  at  present  by  most  industries.  Few  business  concerns  would  con- 
lider  their  present  low  levels  of  activity  as  a  desirable  basis  for  stabilization. 

'As  a  homely  example  we  may  take  the  case  of  women's  hats.  If  these  have  to  he 
planned  for,  ihey  will  hecome  uniform  elements  of  a  uniform.  Left  to  the  whimsical 
eootrol  of  a  profit  economy  they  exhibit  a  variety,  an  unexpectedness  and,  in  rare  oc- 
casions, a  beauty  which  adds  much  to  the  Interest  and  satisfaction  of  living.  What 
gain  hi  rigid  Intellectual  simplification  of  a  vital  problem  will  compensate  for  the  loss 
of  such  satisfactions? 

'There  are  sociaDy  valuable  speculative  enterprises  such  as  those  Involved  In  ex- 
pioration,  development,  and  research;  and  we  must  recognice  the  desirability  of  reason- 
able speculative  profits  In  these  kinds  of  enterprise. 
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Alfo^  little  consolation  can  be  derived  from  comparing  the  present  depresskm 
with  earlier  ones.  It  has  certain  peculiarities  of  its  own  which  wonld  seem 
to  make  all  snch  comparisons  futile.  It  has  created  the  widest  unempIojmeDt 
known  in  history.  It  brings  out  the  overcapacity  of  productive  plant  facili- 
ties in  most  of  the  old  capitalist  countries.  At  the  same  time»  the  new  oversell 
countries  in  South  America^  Africa^  and  Asia  are  vigorously  developing  their 
own  industries.  Hence^  there  seems  to  be  little  possibility  in  evidence  of  ab- 
sorbing or  utilizing  the  overdeveloped  plant  capacity  in  the  older  capitalist 
countries.  There  are  few^  if  any^  more  important  unappropriated  territoxiei 
left  for  fresh  expansion  of  the  industries  of  older  countries.  Technologteal 
displacement  of  labor  is  growing  apace  with  new  Inventions  and  with  the 
increasing  efficiency  in  production.  Training  of  displaced  labor  for  new  tnuki 
would  be  feasible  only  if  there  were  labor  shortages  in  other  fields ;  but  there 
seems  to  be  none.  Hence  the  curtailment  of  labor  hours  seems  essential  in 
order  to  provide  work  for  more  people  and  to  insure  their  purchasing  power. 
The  war  treaties^  reparations^  etc.^  with  the  resultant  abnormal  distribution 
of  gold  and  subsequent  tariff  wars>  have  not  only  dislocated  the  world's  mar- 
kets^ but  have  destroyed  the  purchasing  power  of  several  European  and  Sontli 
American  countries. 

I  find  it  impossible  to  agree  with  the  proposition  that  moderate  depressioni 
are  conducive  to  economy^  thrift,  and  the  prevention  of  waste.  The  destme- 
tion  of  the  earning  power  of  millions  of  people  is  a  poor  economy;  the  operat- 
ing of  manufacturing  plants  at  a  small  part  of  their  capacity  is  obvioosly  a 
great  waste  of  equipment  and  investment.  It  is  likewise  difficult  to  subscribe 
to  the  thesis  that  business  cycles  are  unavoidable  results  of  human  natoie. 
Are  we  to  assume  that  these  cycles  are  bound  up  with  some  biological  or 
physiological  characteristics  of  mankind?  If  so,  then  no  national  economic 
council,  as  suggested  by  Mr.  Harriman,  will  be  able  to  dislodge  them. 

Yet,  if  any  planning  of  industry  by  a  national  council  is  to  be  effective,  ifc 
would  seem  to  be  evident  that  such  a  council  must  have  power  of  decision 
and  action  and  not  merely  give  advice.  It  is  precisely  the  lack  of  power  to 
enforce  decisions  which  made  all  previous  attempts  at  regulating  the  output 
of  rubber,  coffee,  sugar,  silk,  etc.,  fall.  If  the  council  is  to  determine  the  \ 
her  of  workmen  to  be  assigned  to  each  major  industry,  if  it  is  to  balance  ( 
sumption  and  production,  if  it  is  to  regulate  international  exchange  of 
modlties,  it  must  have  power  to  make  and  to  enforce  its  rulings.  Otherwise 
its  advice  would  probably  be  of  no  avail  and  the  various  business  organisatioBi 
would  continue  their  activities  much  as  they  had  done  heretofore. 

If  further  proof  of  the  inadequacy  of  mere  advice  were  required,  we  need 
only  look  at  the  figures  for  new  construction.  In  spite  of  repeated  and  al- 
most unanimous  advice  by  various  authoritative  bodies  that  construction  ae- 
tivity  should  be  increased  during  the  depression,  the  construction  statistics 
show  a  very  marked  decline  in  all  building  operations. 

l/sck  of  time  does  not  permit  a  discussion  of  the  planning  methods  adopted 
by  the  Soviet  Union.  I  should  like,  however,  to  point  out  that  not  all  planning 
in  the  U.S.S.R.  is  done  from  above — ^by  the  State  Planning  Commission  Of 
the  Supreme  Council  of  National  Economy.  A  great  deal  of  initiative  is  left 
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to  smaller  bodies^  even  to  the  individual  plant  with  its  production  conferences 
Daade  up  of  representatives  of  the  workers  and  of  the  management.  These 
conferences  make  valuable  suggestions  and  sometimes  vote  important  altera- 
tions of  the  proposed  production  plan.  After  careful  consideration  by  the 
technical  personnel  of  the  plant  these  alterations  are  usually  agreed  to  and 
approved  by  the  respective  trusts  or  the  Supreme  Economic  Council.  The 
diairman  of  the  production  conference  of  the  plant,  who  is  elected  by  the 
workers  from  among  their  number,  acts  as  assistant  director  of  the  plant. 

WiLi^ARD  L.  Thorp. — Both  speakers,  a  leading  business  man  and  a  leading 
economist,  agree  that  our  economic  machinery  is  in  need  of  overhauling.  It 
ran  at  extraordinary  speed  for  eight  years,  and  then  suddenly  refused  to 
operate.  The  two  classic  controls,  prices  and  profits,  somehow  failed  to  func- 
tion. And  we  now  insist  that  we  would  gladly  sacrifice  some  of  the  high  speed 
for  a  more  even  rate,  if  it  would  do  away  with  these  long  and  painful  inter* 
tbIs  of  repair  work. 

Mr.  Harriman  has  suggested  a  program  with  two  vital  parts,  that  the  anti- 
trust laws  be  so  modified  that  industries  be  permitted  to  balance  production 
and  consumption  by  voluntary  agreements,  and  that  a  national  economic 
council  be  created  by  business,  financed  by  business,  to  consider  and  advise 
on  broad  problems  of  public  policy.  What  promise  for  future  stability  is 
there  in  this  program? 

The  first  suggestion  leads  directly  to  the  restriction  of  production  in  order 
to  maintain  prices  and  earnings.  Its  contribution  to  stabilization  rests  on  the 
assumption  that  the  depression  was  caused  largely  by  overproduction  and  that 
this  condition  resulted  from  blind  competition.  That  production  exceeded  con- 
lunption  in  certain  lines  prior  to  the  recession  is  clear.  But  the  very  indus- 
tries in  which  this  situation  was  most  severe  are  those  in  which  the  proposed 
Tolontary  agreements  would  be  most  difficult.  Most  manufacturing  industries, 
18  far  as  our  sadly  inadequate  data  show,  did  not  record  excessive  inventories 
in  the  autumn  of  1929.  Nor  was  overproduction  indicated  by  a  sagging  of  their 
prices  in  an  attempt  to  stimulate  consumption.  Overproduction  was  a  serious 
factor  in  agriculture,  in  construction,  and  in  automobiles.  Yet  these  three  in- 
dustries are  peculiarly  unable  to  benefit  from  the  proposed  plan.  Many  at- 
tempts for  voluntary  restriction  in  agriculture  have  met  with  failure.  The 
construction  industry,  disorganized  as  it  is  and  producing  unique  products, 
cumot  adopt  a  policy  of  rationing  output.  And  the  automobile  industry  is 
complicated  on  the  one  hand  by  an  extremely  variable  and  unpredictable  con- 
nmer  demand  and  on  the  other  by  a  bewildering  array  of  models  and  price 
differences. 

The  prospect  of  the  voluntary  organization  of  any  considerable  number 
of  important  industries  is  quite  as  unreal  as  the  idea  that  all  industries  are 
wbject  to  blind  cutthroat  competition.  Mr.  Tugwell  has  already  called  atten- 
tion to  the  degree  to  which  markets  are  often  dominated  by  large  enterprises 
or  by  business  habits  which  restrict  free  competition.  Again  our  knowledge  is 
woefully  inadequate,  but  we  are  all  aware  of  the  development  of  inflexibility 
h  certain  prices  which  can  only  have  come  from  informal  agreement.  In  those 
bstances  where  such  control  has  been  publicly  avowed,  as  in  the  copper  in- 
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dxjLsirj,  the  record  does  xiot  justify  the  confidence  of  industrial  leaders  is 
voluntary  restriction  agreements.  Cartels  in  Germany  hare  not  beea  aUe  tt 
attain  sUbility. 

The  program  calls  for  the  attainment  of  stability  through  the  restrlctioB  of 
production.  If  we  have  learned  anything  from  the  recent  period^  and  for  am 
it  has  largely  been  a  process  of  unlearning^  it  is  that  equilibrium  cannot  be 
attained  by  fixing  any  one  variable.  How  can  a  single  industry,  assuming  tfaik 
all  its  present  members  unite  in  a  voluntary  agreement,  meet  the  problems  sf 
new  capacity,  of  the  development  of  substitute  products,  of  competition  tm 
markets,  of  ability  to  obtain  working  capital,  of  changes  in  price  lerdf  efeCL 
The  distinction  made  by  Professor  Gay  at  a  meeting  of  this  conference  be- 
tween rigidity  and  stability  is  useful  here.  Stability  is  a  sort  of  moving  eqd- 
librium.  The  pegging  of  any  one  variable  may  well  interfere  with  rather  tfan 
encourage  stability. 

I  do  not  wish  to  imply  that  much  cannot  be  done  through  individoal  indos- 
tries  in  the  way  of  setting  their  houses  in  order.  Improved  accounting;,  redoeed 
competitive  advertising,  better  statistical  records,  and  the  elimination  of 
commercial  bribery  are  all  worthwhile  in  themselves.  But  little  aid  to  sta- 
bility can  be  anticipated  in  this  direction  alone. 

The  second  element  in  Mr.  Harriman's  program  seems  to  me  much  moie  ^ 
significant.  It  proposes  a  national  economic  council.  WhOe  in  the  form  pre- 
posed  its  usefulness  is  decidedly  limited,  it  represents  a  step  in  the  rig^t  Sr  I 
rection.  Nevertheless,  the  general  proposition  which  underlies  any  assamp-  : 
tion  of  advisory  activity  is  that  the  "truth  will  prevail."  The  ezperlenee  of  : 
economists  in  educating  the  public,  and  others,  concerning  the  tariff  sboold 
be  sufficient  evidence  of  the  slowness  of  this  process. 

The  usefulness  of  such  a  council  lies  not  so  much  in  any  prmnise  of  actoil 
accomplishment,  but  in  the  turn  which  it  may  give  to  our  economic  thinkiqgi 
It  will  emphasise  the  need  for  knowledge,  for  facts,  for  nnderstandiqg  of 
relationships  as  they  bear  on  the  problem  of  social  planning.  It  will  force  is 
to  seek  to  understand  more  clearly  the  controls  which  do  exist  at  the  presoil 
time,  and  to  give  more  thought  to  specific  programs  of  social  improvenwirt; 

The  implication  of  Mr.  Tugwell's  remarks  is  that  any  hope  for  sncoeMfal 
planning  must  be  international  in  scope.  He  clearly  suggests  the  decay  of  tilt 
utility  of  the  national  concept  in  politics.  His  analogy  is  quite  as  effective  in 
the  economic  sphere.  If  the  League  of  Nations  represents  the  logical 
of  government,  then  a  world  economic  council  is  the  logical  basis  for 
planning.  A  national  organisation  would  be  confronted  at  once  witli  prob* 
lems  of  international  credits,  raw  material  supplies,  dumping,  world  ptioef 
and  world  price  levels,  and  the  like.  The  only  alternative  to  world  co-opera- 
tion would  be  a  severe  isolation  policy,  withdrawing  from  all  foreign  eeo- 
nomic  relationships. 

Economic  planning  for  the  United  States  is  still  far  in  the  fntnre.  Thete 
is  no  hope  for  any  considerable  achievement  at  the  present  time.  Any  do- 
velopments  which  may  be  brought  by  the  depression  will  be  of  litUe  avafl    , 
when  the  next  period  of  prosperity  sets  in.  We  must  and  doubtless  will  ge   j 
through  further  economic  difficulties  before  any  basic  change  is  made.  Whcfl 
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laisses  faire  has  brooght  a  raffideiit  number  of  calitmities^  then  we  will  be- 
gin to  think  of  zeal  economic  planning. 

Wiz.802r  CoMPTON. — One  of  the  objectiona  frequently  made  to  the  principle 
of  indnatrj-planning  is  that  it  will  stop  progress.  Well^  if -We  can  stop  some 
of  the  kind  of  progress  we  were  making  in  the  last  decade^  we  .will  be  at  least 
that  much  better  off.  But  to  secure  orderly  processes  in  industry  and  com- 
mtace  and  in  the  production  and  distribution  of  commodities^  it'{s  ubt  neces- 
tarj  that  science  and  inyention  be  curbed  or  impaired.  It  is  necbsszfj  that 
their  social  and  economic  consequences  be  controlled.  Science  is  our  grelitest 
promise,  also  our  greatest  threat — a  promise  if  it  continues  the  serv&nt  *of 
Buui;  a  threat  if  it  becomes  his  master. 

Stabilisation  without  inyention  is  stagnation.  Invention  without  stabilise- . 
txm  is  chaos.  The  problem  is  not  to  choose  between  the  two^  but  to  devise  the* 
means  of  combining  them  in  such  manner  and  under  such  intelligent  direction 
sod  control  as  to  secure  the  largest  net  advantages  of  each. 

Boonomie  planning  is  not  a  new  idea.  It  has  merely  been  clothed  with  a 
sew  significance.  Becent  events  nation-wide^  even  world-wide^  have  given  it 
t  mighty  impulse.  We  have  found  that  science  and  technology  are  merely  a 
means  to  an  end^  not^  as  some  have  boastfully  proclaimed^  an  end  in  them- 
idves.  Technology  has  given  us  the  physical  means  of  higher  living  stand- 
ards; bat  not  the  means  of  avoiding  impoverislmient  in  the  midst  of  plenty. 
Oor  problem^  fortunately^  is  one  not  of  irreparable  faminCi  but  of  uncon- 
tiolled,  although  not  uncontrollable^  surpluses.  Our  technological  appetite  has 
outstripped  our  economic  digestion.  It  promises  so  to  continue  until  our 
mastery  of  distribution  is  comparable  to  our  mastery  of  production. 

This  condition  and  its  solution  readily  inspire  speculation  in  social^  eco- 
nomic, and  political  philosophy.  Nationalism  by  some  is  said  to  be  doomed, 
capitalism  to  have  disintegrated,  and  individualism  to  have  become  a  decadent, 
.    tiureadbare,  and  old-fashioned  fetish.  Certainly  he  who  has  eyes  to  see  will 
Ir     lot  have  failed  to  see  symptoms  of  fundamental  change,  especially  during  the 
f    past  decade.  But  to  draw  such  comprehensive  and  dogmatic  conclusions  seems 
i    It  least  a  bit  premature.  After  all,  society  is  composed  of  a  number  of  indi- 
^    vSdoals.  The  welfare  of  society  is  not  distinguishable  from  the  welfare  of  the 
^   tsdiriduals  who  compose  it.  Social  motives  as  distinguished  from  the  motives 
^    of  the  individuals  who  compose  society  are  merely  a  convenient  fiction, 
j^-      I  do  not  think  we  need  assume  the  abandonment  of  the  ideals  of  individ- 
;^  Mlism.  We  may  hope  to  derive  substantial  gains  from  deliberate  forward- 
^  ^umiiig  of  production  and  distribution  in  our  various  lines  of  industry  and 
:£  coBunerce.  We  know  that  our  economic  structure  has  become  amazingly  com- 
f^  plex,  that  single  industries  or  groups  of  industries  can  no  longer  isolate  them- 
A  idfes;  that  any  industry,  perhaps  through  no  fault  of  its  own,  may  be  made 
•^  the  victim  of  conditions  over  which  it  has  no  control.  Economic  and  commer- 
^  dal  stabiliaation  in  any  industry  therefore  may  not  be  secured  wholly  apart 
4  bom  general  industry  stabilisation.  Nor,  in  fact,  with»few  exceptions,  may 
.^  bdostry  in  a  single  nation  maintain  immunity  from  world-wide  economic  in- 
.  i  inences. 
'.T-      Economic  planning  and  enforceable  adherence  carried  to  its  logical  ex- 
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treme  would  therefore  niemn  complete  intematioiial  controb — ^!n  effect^  ai 
international,  rapemataonal  government.  Such  a  fantasy  may  have  a  philo- 
•ophical  appeal,  bxit  no  practical  advantage  to  that  large  segment  of  the 
American  people. who  hope  for  the  establishment  of  direct,  immediate,  and, 
may  I  say,  practical  securities  against  the  adverse  consequences  of  the  "busi-  ; 
ness  cycle/' 

It  is  paid  ihat  economic  planning  is  the  process  of  predicting  and  of  mak-  \ 
ing  tbepr^ction  come  true.  This  is  a  matter,  partly  of  definitifm,  pardy  of 
opinion^,  and  not  much  of  fact.  Forward-planning  to  be  useful  does  not  lleoe^ 
siiate.the  abandonment  of  individual  enterprise,  or  of  the  opportunity  to 
•  follow  individual  judgment.  Social  judgment  separate  from  the  combined 
•Judgments  of  individuals  is  after  all  a  mere  convenience  of  definition.  There 
Is  no  thought  without  a  thinker,  no  judgment  without  a  judge,  no  action  wiOt 
out  an  actor.  In  discussing  social  controls,  we  may  abolish  individualism  bj 
definition.  But  we  cannot  abolish  it  in  fact.  It  may  be  subjected  to  controls 
and  limitations.  It  may  be  subordinated.  It  may  be  made  impotent  of  effeckife 
expression,  but  it  cannot  be  eliminated.  The  choice  is  not  between  the  sup- 
pression of  individualism  on  one  hand  and  its  uncontrolled  freedom  of  action 
on  the  other  but  is  whether  it  is  desirable  that  individual  initiative  be  sup- 
pressed or  be  given  intelligent  guidance. 

Many  trade  associations  in  American  industry  provide  a  reasonably  effec- 
tive means  of  organising  and  directing  the  motives  of  industrial  self-goven- 
ment.  These  associations  are  a  product  of  group  ideals  and  group  interests. 
In  the  aggregate  and  in  daily  practice  they  represent  a  vast  progress  in  self- 
government  of  industry.  Their  extensions  into  the  field  of  industry-planniqg 
are  normal  and  logical,  and  should  be  encouraged.  Whether  in  the  long  ran 
they  will  prove  to  be  adequate  cannot  be,  and  need  not  be,  determined  now. 

The  industries,  for  example,  with  which  I  am  associated — the  timber,  hui- 
ber,  and  wood  using  industries — ^have  developed  a  comprehensive  system  of 
current  information  on  supply  and  demand  and  on  consumption  and  produc- 
tion prospects.  Through  the  National  Lumber  Manufacturers  Assodatioa, 
these  industries  secure: 

1.  A  weekly  telegraphic  report  from  nearly  a  thousand  mills  on  the  week's 
production,  sales,  and  shipments  of  lumber,  and  the  current  condition  of  stodcs 
and  unfilled  orders. 

2.  A  four-weekly  summary  of  production,  sales,  and  lumber  movement 
8.  A  four-weekly  analysis  of  expected  production  of  lumber  in  each  region 

during  the  next  two  following  periods  of  four  weeks  each. 

4.  A  monthly  analysis  of  the  lumber  market  including  forecasts  of  the  neit 
month's  consumption  as  reported  by  about  2000  correspondents  and  obserfeit 
in  every  part  of  the  United  States.  This  information,  in  turn,  is  made  avail- 
able not  only  to  manufacturers  and  distributors  of  lumber,  but  to  the  wood* 
using  industries,  purchasing  agents,  carpenters'  unions,  interested  loan  and 
finance  institutions,  and  public  agencies. 

Even  more  distinctive  is  the  quarterly  survey  of  lumber  production,  In- 
ventories, and  consumption,  instituted  during  this  year  by  the  United  State!   j 
Timber  Conservation  Board.  This  board  was  esUbllshed  a  year  ago  by  fk  i 
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president  of  the  United  States  to  consider  the  "problems  and  consequences  of 
overproduction  in  the  forest  industries"  with  view^  to  use  his  own  phrase^  to 
developing  "remedies  through  concerted  programs  of  private  and  public  ef- 
fort." This  is  a  unique  undertakings  frankly  in  the  direction  of  public  and 
private  co-operation  for  industry  stabilisation.  One  of  its  chief  features  is  a 
quarterly  survey  of  lumber  production^  stocks^  and  consumption.  The  survey 
is  made  by  a  special  lumber  survey  committee  composed  of  men  not  them- 
selves engaged  in  the  industry,  but  familiar  with  its  facts  and  with  the  mar- 
kets and  uses  for  its  products.  Its  reports  have  been  printed  and  widely  dis- 
tributed. 

Based  on  its  findings  of  prospective  consumption^  the  lumber  survey  com- 
mittee has  recommended  specific  production  quotas  for  each  important  region 
tnd  species  of  lumber  production.  The  frank  purpose  of  these  recommended 
quotas  has  been  the  gradual  and  systematic  reduction  of  the  surplus  inven- 
tories which  were  crushing  the  lumber  and  wood-using  industries ;  the  estab- 
lishment and  maintenance  of  a  reasonable  current  balance  between  produc- 
tion and  consumption;  and  the  orderly  distribution  of  forest  products.  The 
fanctions  of  this  survey  committee  are^  of  course^  only  advisory.  There  is  no 
authority  and  no  purpose  of  enforcement  other  than  by  the  persuasive  appeal 
of  fact  and  logic.  Yet  it  has  been  measurably  effective. 

That  this  is  so  is  evidenced  in  the  fact  that  during  a  year  in  which  lumber 
consumption  has  been  the  lowest  in  this  century,  and  the  industry's  capacity 
to  produce  nearly  the  highest  in  its  history,  the  inventories  have  been  reduced 
15  per  cent  and  the  burden  of  balancing  production  and  consumption  has 
been  more  evenly  shared  among  competing  regions  than  at  any  previous  time. 
The  lumber  industry  has  20,000  producing  units,  large  and  small,  dis- 
tributed through  thirty-six  states.  To  secure  a  common  understanding  of  the 
industry's  vulnerable  economic  condition,  to  say  nothing  of  a  common  course 
of  action  to  improve  it,  is  manifestly  difficult.  If  it  can  be  measurably  done  in 
BO  widely  decentralized  an  industry,  the  fair  presumption  is  that  it  may  be 
done  elsewhere.  The  important  fact  is  that  it  be  done  as  a  consequence  of 
the  intelligent  action  of  competitors  and  not  by  the  fiat  of  public  authority. 
After  all,  the  wisdom  of  the  government  is  not  greater  than  the  wisdom  of  its 
people. 

Trade  associations  have  been  referred  to  as  the  most  influential  present 
forces  in  American  industry  in  encouraging  and  facilitating  systematic  na- 
tional planning.  The  principal  executives  of  about  500  trade  associations,  in- 
duding  the  national  association  in  nearly  every  important  American  industry, 
»re  represented  in  the  membership  of  the  American  Trade  Association  Execu- 
ti?cg.  For  the  professional  guidance  of  trade  association  executives  this  or- 
;  ganization  has  established  a  Committee  on  Statistics  and  National  Planning. 
Its  purpose  is  to  explore  the  further  possibilities  of  industry  stabilization 
''     tkixmgh  the  deliberate  forward-planning  of  production  and  distribution,  with 

the  aid  of  the  frank  co-operation  of  private  and  public  agencies. 
'^-       The  trade  associations  through  organized  voluntary  co-operation,  industry 
hy  industry,  afford  at  present  the  only  important  facilities  for  such  purposes. 
'    Tbtse  facilities  should  be  diligently  cultivated  and  extended.  They  will  be 
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much  aided  by  some  such  form  and  agency  of  national  economic  planning  ai 
has  been  outlined  by  Mr.  Harriman. 

The  eventual  establishment  of  industrial  self-control^  if  pursued  along 
these  lines^  through  the  agencies  of  Toluntary  cooperation  in  Industry  and 
commerce^  may^  not  tmlikely^  fall  along  the  following  lines: 

1.  Establishment  of  dependable  and  enforceable  controls  of  finance  and 
credit.  Credit  has  become  Uie  universal  common  denominator  which  may  dilute 
or  even  dissolve  an  industry.  Public  control  of  the  major  credit  instmmea- 
talities  and  the  major  credit  policies  has  been  shown  by  impressive  experi- 
ence in  recent  years  to  be  necessary  to  the  security  of  industry  and  oob- 
merce.  It  has  been  said  that  the  present  general  economic  distress  is  doe 
largely  to  the  accumulated  consequences  of  unwise  and  unwarranted  past  use 
of  credit.  If  so,  it  is  fair  to  say  that  the  control  of  credit  should  be  made  so 
secure  that  no  industry  hereafter  will  be  made  the  helpless  victim  of  the  Ig* 
norance  or  the  deliberate  folly  of  another. 

2.  Industry-planning  to  secure  stabilisation.  This,  with  the  general  goSd- 
ance  of  a  suitable  national  economic  planning  agency  under  impressive  aus- 
pices, may  be  undertaken  by  industries  separately  through  their  trade  asso- 
ciations. 

8.  Research,  to  insure  continued  technological  progress. 

4.  Insurance  against  the  inevitable  uncertainties  and  contingencies  wUch 
seem  to  be  inherent  in  any  scheme  to  secure  the  benefits  of  both  stabilisatioi 
and  applied  science,  and  at  the  same  time  to  avoid  the  extremes  of  stagnatjna 
on  the  one  hand  and  of  economic  chaos  on  the  other. 

Economic  planning,  under  such  auspices,  ought  to  be  effective  In  redndig 
"bad  times"  to  a  minimum.  Beyond  that  minimum,  the  "good  times"  may  be 
made  to  pay  the  cost  of  tiding  over  the  "bad  times." 

Individualism,  with  science  as  a  generator,  stabilisation  through  Industry- 
planning  as  a  conservator,  and  insurance  as  a  security  against  the  extremes 
of  both,  may,  I  believe,  be  made  ultimately  to  provide  an  effective  proteetioa 
against  the  adverse  consequences  of  the  swings  of  the  "business  cycle." 


ROUND  TABLE  CONFERENCES 

INSTITUTIONAL  ECONOMICS 

W.  H.  KiKKHOFia^  Chairman 

John  Maurice  Ci^lrk. — I  intend  to  discoss  the  place  of  institational  think- 
;  in  economics^  bat  I  shall  not  attempt  to  define  institutional  economics.' It 
ly  be  defined  narrowly  as  only  that  kind  of  thinking  directly  concerned 
th  institutional  aspects  of  economic  life^  or^  broadly,  as  all  thinking  genu- 
dy  oriented  by  a  serious  regard  for,  and  study  of,  such  institutional  aspects, 
either  shaU  I  attempt  to  specify  the  precise  place  of  institutional  thinking 
economics.  Different  thinkers  employ  it  differently,  and  there  is  no  reason 
r  supposing  that  the  possibilities  are  exhausted.  Yet  not  any  and  every 
satment  of  institutions  is  ''institutionallsm"  as  the  present-day  institutional- 
;  means  it.  He  appears  to  define  it  in  terms  of  certain  characteristic  concep- 
ms  of  the  nature  of  institutions  and  certain  attitudes  toward  them. 
He  conceiTes  them,  not  as  eternally  natural  yerities,  nor  on  the  other  hand 
les  be  conceive  them,  as  Bentham  appeared  to  do,  as  mechanisms  to  be 
!vised  or  altered  in  the  fashion  in  which  an  engineer  devises  or  alters  physical 
echanisms  to  produce  a  given  desired  result.  They  are  conceived  rather  as 
tdving  -patteruB  of  human  behavior,  though  subject  perhaps  in  rare  instances 
»  revolutionary  change.  They  are  played  on  by  a  broad  range  of  motives, 
9t  the  outcome  of  a  single  one  nor  of  a  segregated  group  of  "economic'' 
loUves.  Being  forms  of  human  action,  they  are  not  sharply  distinct  from  the 
mnan  nature  which  operates  within  them ;  hence  a  modem  institutionalist  will 
ot  hold  to  formulas  which  say  that  institutions  are  faultless  and  the  trouble 
ies  in  human  nature ;  or  that  human  nature  is  all  right  and  the  whole  trouble 
8  with  our  inherited  institutions.  He  is  more  likely  to  hold  that  human 
latnre  is  itself  a  social  institution.  And  he  is  likely  to  hold  that  institutions 
tiave  their  own  continuity  and  life  processes  distinct  from,  though  not  in- 
kpendent  of,  those  of  the  individual  human  beings  who  work  within  them 
tnd  whose  collective  behavior  goes  to  make  them  up. 

The  institutional  attitude,  or  group  of  attitudes,  may  be  approached  by 
tellmg  what  it  is  not.  It  does  not  "take  institutions  for  granted'* — ^which  seems 
to  mean  taking  for  granted  a  "stereotype''  as  an  adequate  representation  of 
wi  institution.  It  does  not  adopt  the  "wholesale"  view  that  we  must  choose 
!>etween  pure  competition  or  pure  monopoly,  or  between  pure  private  enter- 
prise and  pure  socialism.  It  takes  for  granted  "retail"  or  piecemeal  change 
w  a  continuous  process,  but  it  does  not  view  such  changes  as  did  the  typical 
nineteenth-century  liberal,  who  assumed  that  the  essence  of  the  institution 
the  stereotype)  persisted  unchanged  by  such  piecemeal  reforms  of  particular 
abuses.  He  views  them  rather  as  steps  in  the  process  of  cumulative  change 
^  evolution.  He  does  not  view  the  stereotype  as  natural,  and  specific  changes 
IS  nnnatural  or  artificial ;  all  forms  of  behavior  are  equally  natural. 

The  modem  institutionalist  does  not  possess  the  skepticism  of  all  changes 
^hich  marked  the  apostle  of  natural  rights ;  but  he  may  have  a  skepticism  of 
18  own,  of  a  different  sort,  based  on  the  difficulty  of  either  stopping  or  guid- 
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ing  the  processes  of  evolution.  On  the  other  hand^  he  has  a  natural  Idnship  witt 
behaviorism^  and  the  behaviorist  seems  to  have  a  natural  affinity  (which  ii 
probably  neither  logical  nor  necessary)  for  the  view  that  human  nature  cu 
be  changed  to  any  extent  by  changing  the  environment. 

The  variety  of  work  coming  under  the  general  head  of  institotionaliam  may 
be  exemplified  by  the  works  of  Sismondi^  of  Marx^  of  the  German  Historietl 
School^  of  Veblen^  of  B.  M.  Anderson^  of  C.  H.  Cooley^  the  historico-dednetife 
work  of  Sombart^  the  studies  of  legal  institutions  found  in  Ely's  Property  mi 
Contract,  in  Commons'  Legal  Foundatiom  of  Capitalism,  and  in  the  stndief 
of  Roscoe  Pound,  R.  L.  Hale^  recent  works  of  W.  H.  Hamilton,  and  a  grow^ 
ing  number  of  the  younger  law  writers.  The  work  of  the  institutionallflt  ia 
the  quantitative-descriptive  field  is  typified  in  the  studies  of  W.  C.  MitdielL 

As  economics  progresses  in  the  direction  of  a  description  of  economic  be- 
havior, serious  questions  are  raised,  not  only  as  to  the  vitality  of  the  older 
types  of  economic  law,  but  whether  anything  deserving  the  name  "economie 
law"  can  survive.  Sequences  there  are,  but  they  are  relative  to  time  and  place. 
The  Federal  Reserve  system  has  altered  the  "laws"  of  banking  panics,  aid 
our  ambition  to  alter  the  business  cycle  may  some  day  bear  fruit.  The  older  con- 
ception of  "natural  levels,"  obsolete  as  it  may  appear,  may  survive  by  adapt- 
ing itself  in  two  directions.  It  does  not  explain  dynamic  facts,  but  it  may  stiO 
be  a  useful  step  in  isolating  their  various  causal  components — something  whidi 
mere  description  can  never  do.  And  in  modified  form  it  may  serve  to  suggest 
types  of  limits  to  which  reforms  or  evolutionary  changes  are  stiU  subject 

But  these  "natural"  levels  are  not  really  natural;  they  are  merely  logical; 
and  we  are  learning  that  institutions  are  commonly  mixtures  of  logically  ia- 
oongruous  elements.  This  is  true  of  the  existing  system,  and  still  more  true  of 
any  plan  for  controlling  the  business  cycle  without  abolishing  private  entei^  i 
prise.  To  an  institutionalist,  that  fact  should  not  a  priori  be  a  fatal  objectioa. 

Paul  T.  Homan. — I  shall  undertake  to  make  an  appraisal  of  the  accom- 
plishments of  institutional  economics.^  An  institutional  economics,  differenti- 
ated from  other  economics  by  discoverable  criteria,  is  largely  an  intellectnal 
fiction,  substantially  devoid  of  content.  Fifteen  years  ago  it  was  a  faith,  and  ^ 
to  this  faith  I  assign  important  historical  consequences.  The  faith  was  that  in 
adequate  organon  of  economic  thought  could  be  achieved  by  the  accumulatioD 
of  data  and  analysis  of  it  in  terms  of  an  evolutionary  process.  It  included  t 
negation  of  the  picture  of  economic  relationships  imbedded  in  systematic  ceo* 
nomic  theory.  The  negation  extended  not  only  to  the  idealogy,  but  partially  to 
the  methods  used  in  formulating  that  body  of  theory.  The  constructive  faitk 
supported  the  negation,  but  both  were  important.  They  caused  the  whole 
structure  of  economic  theory  to  be  subjected  to  searching  and  critical  scrutiny. 
Time  does  not  permit  me  to  develop  what  seems  to  me  to  have  happened  to 
systematic  economic  theory.  It  no  longer  furnishes  an  economic  philosophy. 
Its  more  comprehensive  generalizations  are  in  disrepute,  or  else  are  labeled 
with  proper  warning  of  their  partial  or  hypothetical  character.  Its  essentitl 
service  of  furnishing  paths  through  the  jungles  of  data  and  tools  of  thooglit 

*  Professor  Homan's  paper  will  be  published  in  full  tn  the  Mardi,  1988,  number  of 
the  Amsriean  Bamomie  RsvUw, 
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r  the  labors  of  analyns  haye  been  made  raffidently  plain  to  all  except  the 
ind.  Its  waning  importance  as  a  picture  of  the  economic  order  is  plain.  Its 
completeness  as  to  methods  and  generalised  results  is  not  open  to  question, 
it,  since  systematic  theory  is  not  my  topic,  it  may  be  merely  said  that  its 
duction  to  its  minimum  terms  of  intellectual  and  analytical  usefulness  has 
monstrated  its  necessary  functions. 

In  addition,  supported  by  a  negation  and  clothed  in  faith,  some  economists 
.Te  pursued  their  labors  with  fruitful  results.  One  would  be  ignorant  indeed 
deny  the  importance  of  the  work  of  men  called  institutionalists.  He  would 
!  misinformed  if  he  supposed  that  their  faith  was  not  in  some  measure  re- 
lonsible  for  directing  them  toward  the  tasks  they  have  taken  up.  But  they 
iTC  not  created  an  institutional  economics.  It  is  the  belief  which  they  have 
at  is  the  astonishing  current  fiction. 

Hugh  M.  Flbtchbr. — ^The  methodology  of  institutional  economics  has 
en  accorded  but  little  attention.  One  reason  which  is  advanced  in  explana- 
m  of  the  neglect  is  misleading  as  to  the  nature  of  this  body  of  thought, 
d  to  designate  institutional  economics  as  a  body  of  thought  is  an  assump- 
n.  I  refer  to  the  lack  of  progress  in  the  logic  of  the  inductive  sciences  since 
c  publication  of  Mill's  System  of  Logic  nearly  one  hundred  years  ago.  The 
plication  is  that  neo-classical  economics  is  deductive  and  that  institutional 
mmnics  is  inductive.  The  distinction  is  by  no  means  so  simple.  The  in- 
tutional  theorists,  like  other  theorists,  do  not  begin  to  construct  their  system 
aero.  Nihil  eg  nihil  exit.  They  do  not  begin  even  with  the  bare  facts  of 
inomic  life,  whatever  these  may  be.  At  best  they  begin  with  some  con- 
ption  of  what  they  want  to  do — in  other  words  with  purposes  and  precon- 
ptions.  These  warp  their  selection  of  facts,  and  a  selection  of  facts  results 
ly  in  generalisations  more  or  less  unreal,  as  unreal  as  the  postulates  of 
o-dassical  economics.  Both  bodies  of  economic  theory  face  the  same  prob- 
US  of  methodology.  The  threadbare  distinction  between  deduction  and  in- 
Lction  does  not  meet  the  issue  at  all. 

A  significant  distinction  is  that  between  institutional  economics  and  induc- 
7e  verifications  of  the  theories  of  neo-classical  economics.  Some  of  the  older 
leories  are  plainly  so  relevant  to  special  considerations  of  time  and  place 
lat  inductive  verifications  are  not  worth  the  effort  required.  The  older 
leories,  nevertheless,  will  always  remain  unusually  profitable  subjects  of 
tudy,  but  not  from  the  point  of  view  of  their  rightness  or  wrongness.  These 
inns  have  in  fact  little  if  any  meaning.  Economic  theories  as  such  are  neither 
ight  nor  wrong.  They  are  merely  relevant  to  the  underlying  circumstances 
hich  made  their  appearance  possible,  and  changes  in  such  circumstances  ac- 
)iint  for  their  demise — except  in  the  annual  crop  of  textbooks  intended  for 
idergraduate  consumption. 

The  distinction  between  induction  and  deduction  does,  nevertheless,  open 
)  an  interesting  phase  of  the  subject.  It  is  alleged  that  neo-classical  theorists 
art  with  postulates  and  reason  therefrom,  and  that  institutional  theorists 
art  with  facts — or  a  selection  of  supposedly  relevant  facts — and  reason 
erefrom.  Facts  as  facts  are  of  no  significance — a  statement  which  reminds 
le  of  Huxley's  misleading  remark  as  to  the  nature  of  a  tragedy;  namely. 
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that  a  tragedy  ia  a  beautiful  theory  slain  by  an  ngly  fact  Facts,  to  rcfMity 
are  significant — ^whether  for  economic  reform  or  for  the  cooatmction  of  a 
system  of  economic  theory — only  in  so  far  as  they  can  be  fomnilated  Into 
generalisations.  Just  so  soon  as  the  institutional  theorist  oommencea  to  gen- 
eralise he  parts  company  with  the  facts,  for  necessarily  his  generaliaatioas 
cannot  snm  np  all  the  facts.  The  facts  of  economic  life  are  too  dlTene  for 
this.  In  reality  the  expression  "all  the  facts''  has  no  meaning.  Witness,  for 
example,  the  futile  attempts  to  construct  generalisations  as  to  the  natore  rf 
the  business  cycle — the  happy  hunting  ground  of  the  institutionalista. 

The  distinction  between  implicit  and  explicit  postulates  merits  attentkML 
By  the  former  is  meant  postulates  which  the  theorist  himself  more  or  less 
fails  to  recognise.  They  are  ordinarily  reflections  of  the  circumstances  of  Ik 
time  and  are  accepted  quite  uncritically.  An  excellent  example  is  foond  In  tiie 
work  of  Ricardo.  As  to  explicit  postulates,  by  these  we  mean  postulates  wUdi 
are  fully  recognized  and  stated  with  extreme  care,  and  within  the  Iknitatiiiiis 
of  which  a  theorist  proceeds  to  construct  his  system.  The  best  example  li 
doubtless  the  work  of  John  Bates  Clark.  The  point  which  I  desire  to  make 
is  that  institutional  economics  must  begin  somewhere,  and  that  as  yet  it  has 
done  little  or  nothing  in  the  way  of  formulating  its  explicit  postulates.  In  tids 
connection  it  is  important  to  raise  a  rather  vital  issue.  It  is  stated  that  In- 
stitutional economics  has  destroyed  the  postulates  of  neo-classical  eoononieB 
and  that  this  body  of  thought  need  therefore  no  longer  concern  us — a  state- 
ment which  completely  misconceives  the  nature  and  functions  of  postulates. 
Postulates,  to  repeat^  are  of  two  kinds,  implicit  and  explicit.  The  latter  ess 
change  only  by  tiie  deliberate  decision  of  the  theorist  who  sets  them  up  for 
the  express  purpose  of  constructing  a  system  of  economic  theory.  As  sudi, 
they  are  neither  right  nor  wrong;  these  terms  again  have  no  meaning.  If  a 
theorist  asserts  that  his  postulates  are  so  and  so,  one  can  challenge  his  system 
only  in  so  far  as  it  fails  to  run  true  thereto.  To  be  sure  one  may  argoe  tiiat 
his  postulates  might  be  better  than  they  are,  but  this  raises  a  quite  different 
problem,  the  problem  of  finding  the  best  set  of  postulates,  whatever  'Iwstr* 
may  mean  in  this  context. 

As  to  implicit  postulates^  the  material  and  intellectual  drcumstanoes  of  the 
time  which  the  theorist  accepts  unwittingly,  the  same  problem  appears  la 
connection  with  institutional  economics  as  in  connection  with  other  bodies  of 
economic  theory.  The  relativity  of  classical  political  economy  to  the  drcnm- 
stances  of  late  eighteenth  and  early  nineteenth  century  England  is  too  evi- 
dent to  require  exjiosition.  As  to  the  relativity  of  institutional  economics— 
and  surely  no  one  will  deny  its  relativity  to  the  material  and  Intellectaal  cir- 
cumstances of  its  time— ^  body  of  thou^t,  be  it  noted,  is  supported  twm  be- 
low, not  suspended  from  above  after  the  manner  of  orthodox  theology.  To 
put  the  matter  technically,  institutional  economics  is  epiphenomenal  to  a  given 
set  of  conditions.  I  venture  the  following  suggestion  as  to  the  relativity  of 
such  generalisations  as  the  institutional  theorists  have  achieved,  if  any; 
namelyi  that  institutional  economics  purports  to  provide  a  basis  for  remedial 
action  In  the  hope  of  improving,  if  not  the  worst  of  all  possible  eoonooiic 
worlds,  then  at  least  a  world  which  is  as  bad  as  we  care  to  see  ft.  Again,  to 
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pot  the  matter  technically^  institiitiaiial  economics  ig  epiphenomenal  to  a 
planiwd  economT — a  planned  economy  in  contrast  to  the  natural  or  spon- 
tsneons  economy  of  classical  political  economy.  As  to  the  relativity  of  insti- 
tational  economics  to  intellectual  conditions^  it  is  apparent  that  this  body  of 
theory — again  an  assmnption — is  bat  the  economic  comiterpart  of  the  experi- 
mental and  pragmatic  electicism  of  the  twentieth  century,  and  will  shift  in 
character  as  its  intellectnal  foundations  shift  In  the  course  of  time,  there- 
fore, as  material  and  intellectual  factors  change,  institutional  economics  will 
go  by  the  boards — a  rather  wooden  way  to  put  it — ^just  as  economic  ortho- 
doiy  is  now  going. 

Max  J.  Wassbrmak. — ^The  conception  of  the  hmnan  element  by  the  insti- 
tntional  school  may  well  be  called  personality  rather  than  man,  for  it  stresses 
the  powers,  the  force  of  action,  the  perquisites,  and  the  attributes  which  hu- 
mans and  groups  have  conquered  for  themselTes  in  organised  society.  Per- 
aonality  is  man  concdved  as  a  bundle  of  rights  and  powers;  it  is  man  in  his 
institutional  aspects.  Conceived  in  this  way,  personality  appears  as  an  element 
of  varying  importance,  of  changing  magnitude  and  intensity.  It  is  clear  that 
man  can  use  a  number  of  institutions  in  order  to  lend  action  to  his  will;  his 
personality  will  increase  as  he  uses  a  larger  number.  Some  institutions  are 
more  efficient  than  others  and,  aver  time,  some  gain  in  vigor  while  others  lose. 
The  magnitude  of  personality,  then,  will  increase  or  decrease  as  institutions 
of  different  types  are  utilised. 

The  following  paragraphs  will  attempt  to  show  what  institutions  are  util- 
ised to  extend  and  contract  personality,  how  both  individuals  and  groups  em- 
pkj  them  towards  this  end,  and  the  results  of  such  utilization  upon  economic 
theory. 

The  most  obvious  institution  employed  in  the  extension  of  personality  is 
pnrate  property.  After  those  internal  qualities  which  we  commonly  regard 
u  inseparable  from  man — ^what  one  is — come  those  external  qualities  which 
the  regime  of  private  property  confers — ^what  one  has.  Aggrandizement 
through  the  use  of  property  is  so  manifest  that  long  explanations  of  it  are 
hardly  necessary.  It  is  patent  that  one's  position  enlarges  and  contracts  with 
the  accretions  and  diminutions  of  property. 

The  desire  to  possess  and  control  has  led  to  the  creation  of  the  institution 
of  credit.  In  part,  credit  is  a  function  of  property — the  employment  of  what 
one  has  towards  the  obtainment  of  what  one  desires  but  has  not.  But  credit 
is  not  always  a  perquisite  of  property;  much  credit  is  granted  on  the  basis  of 
the  personal  qualities  included  in  the  vague  term,  "confidence."  The  use  of 
credit  serves  to  enlarge  one's  sphere  of  influence,  for  it  enables  one  to  multiply 
the  effectiveness  of  economic  activity,  to  realize  plans  which  without  it  must 
fcmain  unachieved,  to  hold  and  control  with  reference  to  influence  upon  prices 
tnd  distributive  shares,  to  create  and  produce  beyond  the  scope  permitted  by 
Actoal  assets,  to  trade  and  move  goods  where  its  absence  would  render  this 
hq)ossible,  to  augment  the  opportunities  for  profit. 

A  third  institution,  the  corporation,  not  only  serves  a  similar  goal,  but  does 
it  irithout  the  risks  attached  to  credit.  It  is  not,  as  credit,  an  element  attached 
to  the  qualities  of  man  and  his  possessions.  It  is  rather  an  extension,  or  more 
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exactly^  a  multiplication,  of  the  personality  of  men  considered  as  both  fa 
dividaals  and  as  groups.  It  is  a  means  of  doubling  the  original  powers  of  mai 
a  method  of  creating  an  alter  ego.  Some  legal  scholars  maintain  that  there  ai 
two  types  of  personality:  physical  and  corporate  or  sodetaL  From  the  pofa 
of  Tiew  here  maintained  there  is  but  one  type — societal — for  physical  being 
just  as  corporate  entities,  may  be  said  to  enjoy  only  those  attributes  whic 
society,  through  its  laws  and  customs,  assigns  them.  The  important  positio 
which  many  enterprisers  have  attained  may  be  partially  explained  by  the 
self-multiplication  through  the  use  of  groups  of  corporations. 

Politico-economic  institutions  giving  expression  to  the  ideals  of  demoerac 
and  laisses  faire  also  serve  to  determine  human  dimensions  both  by  increasia 
the  rights  of  some  and  diminishing  those  of  others  and  by  extending  or  on 
tracting  the  field  in  which  these  rights  may  be  exercised.  These  inatitntioi 
serve  to  augment  or  lessen  men  considered  both  as  members  of  a  group  and  i 
individuals  and  in  this  way  differ  from  the  institutions  already  named  abov 

Proletarians  have  but  rarely  made  use  of  institutions  such  as  property,  tl 
corporation,  or  credit  for  the  purpose  of  increasing  their  individual  powa 
and  capacities.  While,  under  a  system  of  democratic  laisses  faire,  such  an  a& 
is  doubtless  not  illegal,  the  current  capitalistic  system  does  not  convenient] 
provide  for  it.  Worlcers,  if  they  cannot  easily  enlarge  their  individual  pei 
sonalities,  may,  through  union,  give  themselves  a  group  force.  The  inabilit 
of  the  worlLer  to  utilize  with  facility  those  means  of  individual  developmei 
at  the  disposition  of  the  enterpriser  places  him  under  a  handicap  which  tl 
creation  of  groups  does  not  entirely  overcome.  There  is,  in  the  institution  < 
the  wage  contract,  a  positive  impediment  to  the  development  of  the  woA< 
as  a  personality  which  serves  at  the  same  time  to  magnify  the  employer.  Tli 
former  is  tacitly  required  to  be  loyal  to,  and  to  espouse  the  cause  of,  the  latte 
This  minimizes  the  worlcer  and  redounds  to  the  advantage  of  the  enterprise 
Of  course,  certain  employments  may  offer  compensations  resulting  from  whi 
is  termed  "connections"  or  "prospects"  which  may  offset  this  shrinkage. 

It  is  not  here  maintained  that  these  are  the  only  institutions  which  reai 
upon  the  magnitude  of  personality,  that  such  reaction  is  their  principal  effec 
nor  that  they  were  rationally  conceived  with  this  aim  in  mind.  In  practio 
however,  they  carry  as  one  of  their  functions  the  possibility  of  determining  tl 
measure  of  personality.  What  use,  one  may  ask,  can  be  made  of  this  cm 
ception? 

Since  economic  organization  is  the  woric  of  man  it  will  necessarily  have  Ukm 
characteristics  which  the  nature  of  man  gives  it.  It  will  receive  the  impressio 
of  man  in  proportion  to  his  power  to  imprint  his  nature  upon  it  or  to  the  a 
padty  of  his  personality  to  dominate  it.  Society  will  resemble  chiefly  thoi 
who  are  able  thus  to  utilize  institutions,  for  society  is  not  a  cross  sectiim  c 
many  equivalent  individuals  but  of  personalities  having  widely  differin 
values.  The  present  business  depression  affords  a  timely  illustration  of  thl 
theory.  A  part  of  the  blame  for  our  situation  is  commonly  ascribed  to  the  ei 
rors,  the  bad  judgment,  the  lack  of  foresight  and  plan,  of  our  business  leader 
While  the  business  depression  is  far  too  complex  to  lend  itself  to  such  a  sin 
pie,  unilateral  explanation,  these  elements  are,  without  doubt,  factors  in  tl 
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ntoatiQii.  The  force  which  these  enterpriser  shortcomings  wield  in  our  eco- 
nranic  life  can  be  understood  only  when  the  relatively  large  magnitude  of  their 
personalities  is  grasped.  These  leaders  have  employed  institutions  to  ag^ 
grandixe  their  personalities.  They  are  relatively  large  factors  in  our  economic 
Hfe  because  they  are  large  bundles  of  rights.  Consequently  their  decisions 
earry  great  weight;  they  are  multiplied  and  ramified  by  all  the  institutions 
attached  to  their  persons.  It  is  possible  that  the  structure  and  mechanism  of 
the  economic  organiaation,  which  the  institutionalists  have  undertaken  to  in- 
terpret^ may  find  a  partial  explanation  by  means  of  the  notion  here  outlined. 
Since  the  theoretical  phases  of  the  science  are  held  to  be  the  results  of 
man's  calculations,  it  is  necessary  to  consider  the  relative  importance  which 
these  computations  may  have.  Classical  and  Austrian  theory  have  shown  some 
of  the  elements  which  here  apply.  It  may  contribute  to  die  analysis  if  con- 
lideration  be  given  to  the  weight  which  expanding  or  contracting  personality 
ctn  give  these  calculations. 

Further,  the  idea  here  presented  may  have  some  utility  in  the  economic 
interpretation  of  history.  Among  other  things,  the  rise  and  fall  of  classes  and 
groups,  the  domination  of  individuals  and  interests,  may  be  partially  explained 
by  its  use.  As  new  institutions  came  into  being,  they  conferred  upon  some  new 
strength.  The  decline  in  the  relative  importance  of  some  of  the  older  institu- 
tions  served  to  sap  the  strength  of  others  who  depended  upon  them.  The  per- 
amalities  of  individuals  and  classes  varied  in  magnitude  as  the  institutions 
vhich  they  used  altered  in  importance. 

FinaUy,  if  institutions  are  attached  to  men,  if  they  are  shown  to  be  but  de- 
vices for  carrying  out  the  will  of  men  and  lending  force  to  this  will,  institu- 
tional economics  will  become,  in  addition  to  a  social  science,  a  human  or  homo- 
oeotric  science.  Some  conceptions  of  institutionalism  unfortunately  appear  to 
overlook  this  aspect.  A  study  of  the  r61e  of  personality  in  its  relations  to  in- 
ititations  may  help  to  remedy  this  defect. 

WiLLABo  £.  Atkins. — Institutionalism  need  not  be  a  uniform  thing.  Its  di- 
versity indicates  that  even  secluded  economic  philosophers  see  in  the  world 
contradictory  views  and  conflicting  interests.  Lively  minds  disagree,  if  not 
>boat  facts,  about  their  meanings ;  so  should  economists. 

Davenport's  economics  expresses  his  emphasis  upon  acquisitiveness  and  dis- 
content with  muddled  socio-ethical  idealism.  Commons'  classification  of  phe- 
nomena supports  his  philosophy  of  social  control.  Adam  Smith's  economics 
expressed  his  willingness  to  trust  men,  not  kings.  Systems  of  theory  are  and 
ihonld  be  as  diverse  as  philosophies  of  life. 

Yet,  amid  disagreement,  institutionalists  have  this  core  of  agreement:  (1) 
group  behavior,  not  price,  should  be  central  in  economic  thinking;  (2)  more 
Utention  should  be  given  to  uniformities  of  custom,  habit,  and  law  as  modes  of 
organizing  economic  life;  (8)  individuals  are  influenced  by  motives  that 
cannot  be  quantitatively  measured;  (4)  economic  behavior  is  constantly 
changing;  therefore,  economic  generalizations  should  specify  limits  of  culture 
tnd  time  to  which  they  apply;  (5)  it  is  the  task  of  the  economist  to  study  the 
soorces  of  the  conflict  of  interests  in  the  existing  social  structure  as  an  integral 
factor  rather  than  a  something  diverging  from  a  hypothetical  norm. 
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Moxeoveri  to  instiiatioiudists,  eoonomictj  like  the  phyiical  i 
describe  rather  than  explaim  Though  inoompIeteiieM  if  iahereat  in 
•criptive  generaliaation^  irrelevance  need  arlae  only  from  the  ( 
tion  of  hypotheses  such  as  the  formal  equilibrium,  incapable  of  < 

Nor  is  institutionalism  in  conflict  with  every  aspect  of  rlsstiral  c 
MarshaU,  Mill,  and  Ricardo  told  part  of  the  institutional  story  in  t 
paragraphs,  sentences,  or  footnotes.  To  the  modem  institutionalist,  \ 
cal  footnote  becomes  a  book,  and  the  classical  book  becomes  a 
ing  revision. 

Francis  D.  Ttbon. — ^Thon^  mlnlmfiing  the  importance  of  the  i 
the  newer  approach  to  economics.  Professor  Fletcher  in  his  logical 
accepts  the  main  contentions  of  the  institutional  trend  he  is  critical  cm^.  :J 
nomic  theories  as  such,"  he  says,  "are  neither  right  nor  wrong;  diey  ar-«^ 
relevant  to  the  underlying  circumstances  which  made  their 
sibk,  and  changes  in  such  circumstances  account  for  their  < 
the  unique  relativity  of  classicism  to  the  circumstances  of  late  < 
early  nineteenth  century  England,  In  making  reluctant  admission  off  fli 
of  universality  of  neo-dassidsm — "not  so  evident  as  its  critics  like  to  19 
— be  mentions  "the  relativity  of  neo-classical  eocmomics  to  the  circma^ 
of  the  late  nineteenth  century.** 

This  seems  to  me  an  error.  He  misses  the  main  contention  of  the  p^^' 
sives;  namely,  that  neo-dassidsm  is,  in  large  part,  not  relevant  to  the  ^^ 
that  recent  time,  but  rather  to  the  older  classical  postulates  fonnlated  - 
tnry  earlier.  Neo-dassidsm  represents  a  refurbishing — a  laboied,  i9 
petent  defense  of  older  generalisations,  whidi  interpreted 
fied  fashion  the  life  and  motives  of  the  English 
newer  writers  object  to  is  the  refusal  of  many 
old  postulates,  like  free  competition,  in  the  li|^t  of  < 
It  was  this  stultifying  procedure,  followed  in  charmed  cades  in  ^ 
as  well  as  British  universities,  and  futildy  <*l^««w»^  adeqoacj  as  i 
for  a  revamped  orthodoxy,  which  led  Professor  Mitchell  to  < 
dblecticaJ  sophistry,  and  to  pdnt  out  that  this  body  of  futile  I 
be  disproven,  bat  simply  wonld  be  ignored  as  inconse^ientiaL 

The  Jn^slrnrr  that  an  abstract  dialect  analysis  b  adequfce  in  eeoMi 
has  not  passed,  bat  still  wields  great  inflnmrr.  If  Professor  Ifomaa  M 
dus,  win  he  read  from  tiiis  point  of  view  Professor  Carver's  able,  tibmmi 
treatment  of  *The  Shorter  Woiking  Day  and  Wcd^,"  ptcsLntul  at  ai«li 
of  tiiis  year's  conference  (cf.  p.  8).  If  the  theoretic  aasH^ilioBi  i 
granted,  the  reasoning  is  masterly  and  utterly  convincing.  Bat  Ae  leaH 
stnient  of  industry  today  will  qfuestion  whether  such  an  a|qpronA  reaU^cMi 
to  grips  with  a  pressing  f  actnal  problem  of  ceonoouc  pobcy.  Tlnre  is  dot 
thai  sndi  an  econoaaics  will  eonlinne  to  essay  the  i^  of  n  iiiiJaij  41 
offering  iirefiBtahie  azgasBeirt  against  the  possibility  of  eeonsMe  sniiM 
reform.  Is  it  not  qjnr  itiimsKV,  whether  such  thcorr  has  any  vnKd  cUn 

has  nwde  a  break  ^i&  old  methods  inevitable.  Call  &e  mbr  icafirtk ! 
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IjagUiutiopal^  if  yon  do  not  object  to  an  infonnatiTe  term  that  is  pro- 
e   of  thought. 

px-^cgreasiTes  are^  I  feel,  seeking  modestly  and  open-mindedly — ^with 
^^LZ-d  for  the  high  intellectual  traditions  of  the  economist's  craft — ^to 
aac&csre  empirical  approach  to  the  study  of  economic  behavior.  They  aim, 
rtxm^  a  broader  province,  to  review  customary  instrumental  activity,  in^ 
'  l«aa.ir  and  the  state,  as  well  as  the  pricing  system,  studying,  as  Professor 
'^^^  Indicates  in  his  recent  article,  the  functions  of  bargaining,  rationing, 
fcz&^Lging;  working  rules  of  action;  and  the  social  relationships  of  de- 
^^^j9  conflict,  and  order.  This  newer  economics,  again,  stresses  the  im- 
^^^  ^f  non-pecuniary  as  well  as  of  pecuniary  motives. 
'^XX>rtant  contribution  in  economics  is  to  be  made  by  the  newer  ap- 

-^uid  few  informed  students  will  question  that  it  has  already  been 

'^VKM.ay  it  fairly  be  said,  as  Fletcher  does,  that  "institutionalists  are  in  a 
^  lx)at  with  the  classicists,  and  dare  not  rock  it,  for  they  too  will  be 
^  ^^^o  sea  by  the  shifting  currents  of  economic  circumstances"?  This  is 
^  I>3ychological  defense  of  the  old;  to  continue  the  maritime  figure,  it  is 
^'^^ii  In  a  row  boat  on  a  stormy  sea  finding  consolation  in  the  hope  that 
'^^'^^  hazard  he  faces  will  sink  an  ocean  liner. 

^^tlonalism,  I  submit,  may  claim  to  be  more  vital  than  neo-dassidsm 
l^^luiique  of  economic  study.  It  seeks  to  pursue  a  more  scientific  method, 
^  ^^  statistics,  in  continuously  resubjecting  its  tentative  generalisations  to 
^  Verification  in  the  complex  actual  world.  In  that  sense  instltutlonalism 
^^^  "right"  than  classicism,  because  more  effective  and  more  significant 
^  ^  renewing  the  difficult  task  of  building  an  economic  science. 
^^LiAM  W.  Hewbtt. — ^As  yet  no  school  of  economic  thought  has  suc- 
^^  in  building  up  a  body  of  comprehensive  theory  that  may  serve  as  an 
'^^tc  substitute  for  the  rigorous  training  received  by  a  careful  study  of 
1^^  economics.  The  most  severe  indictment  that  I  can  advance  against 
^^tionalism  is  the  inadequate  preparation  it  affords  to  students  of  our 
^^.  Before  specialized  work  can  be  carried  on  in  the  various  applied  fields 
^^^omics,  a  firm  foundation  must  be  built.  It  is  significant  that  some  of  the 
^  ^ters  commonly  classified  with  the  Institutionalists  have  had  excellent 
l^aration  in  the  old  classical  doctrine.  My  experience  with  graduate  stu- 
'^  indicates  that  present-day  Institutionalists  are  not  passing  on  to  their 
^^ts  the  equivalent  of  the  training  they  received.  The  maze  of  interrela- 
^^hips  of  economic  life,  the  reaction  of  each  part  on  every  other  part,  the 
^'oning  of  the  system  as  a  whole,  all  are  either  lost  to  or  but  vaguely 
^rstood  by  a  student  of  economics  whose  point  of  departure  is  the  study 
Klstltutions  as  separate  entities. 

fay  I  add  that  I  see  no  reason  why  an  economist  working  in  the  field  of 
dtitative  economics  such  as  business  cycles,  or  in  the  study  of  some  institu- 
snch  as  coal,  banking,  labor  organization,  or  the  trust  movement,  must  be 
sified  as  an  institutionallst.  The  work  of  such  staunch  neo-classlclsts  as 
issig  in  the  tariff,  Viner  in  international  trade,  Seager  in  labor  and  the  trust 
ement,  and  Seligman  in  taxation  certainly  does  not  automatically  label 
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them  institutionalists.  After  all,  there  are  only  two  ways  of  approaching  tte 
study  of  economic  life,  the  horizontal  and  the  vertical.  The  horiMontal  coa- 
siders  a  cross-section  of  economic  life  at  a  point  of  time  and  is  commoolf 
spoken  of  as  static.  The  vertical  considers  historic  growth  and  is  nsnally  chir- 
acterised  as  dynamic.  The  student  making  the  vertical  approach  tends  to  draw 
his  analogies  from  biology,  and  thinks  of  himself  frequently  as  an  instibb 
tionalist.  The  student  making  the  horizontal  approach  draws  his  analogy  bam  i 
the  science  of  physics.  The  general  field  of  economics  has  grown  to  such  huge 
proportions  that  each  economist  must  specialize  in  but  one  small  phase  te 
purposes  of  research,  and  there  is  room  for  all  points  of  view  without  thmt 
doning  the  product  of  the  best  economic  thought  built  up  as  a  resolt  of  a 
hundred  years  of  brilliant  work. 

R.  T.  Ely. — Professor  Homan  has  spoken  frankly  and  bluntly  and  I  aa 
going  to  follow  his  example  without  which  I  might  not  have  the  courage  to  mj 
what  I  think.  The  first  reaction  that  I  get  is  sheer  ignorance.  I  had  the  saae 
reaction  a  year  ago  at  Cleveland  when  laissez  faire  was  discussed  and  the  ideu 
of  a  generation  ago  were  brought  forward  as  something  new.  When  I  spesk 
about  ignorance,  I  mean  ignorance  of  the  history  of  economic  thought  and 
especially  of  American  economic  thought. 

Institutional  economics  began  in  this  country  in  1885.  Read  the  "State- 
ment of  Principles"  by  the  founders  of  the  American  Economic  Assodatioa 
as  given  in  Volume  I  of  our  publications.  I  do  not  know  where  you  will  find 
a  better  statement  of  those  principles  which  characterize  institutional  eco- 
nomics than  you  find  in  this  first  volume. 

At  this  session  and  previously  we  have  heard  a  good  deal  about  the  follow- 
ing  concepts  as  characterizing  institutional  economics:  relativity,  economic 
evolution,  property,  contract,  custom,  and  competition.  All  these  ideas  were 
emphasized  by  the  founders  of  the  American  Economic  Association  and  are 
clearly  expressed  in  our  early  writings  way  back  in  1885  and  in  the  follow- 
ing years. 

Much  has  been  made  of  the  method  to  be  followed  in  economics  and  in- 
duction and  deduction  have  been  discussed.  So  far  as  I  have  heard,  there  ii 
nothing  new  in  this  discussion.  I  do  not  mean  that  what  has  been  said  is  not 
both  correct  and  worth  while,  but  I  do  mean  that  similar  discussions  took 
place  in  the  eighties,  and  it  seems  to  me  the  discussions  at  that  time  were 
quite  as  thorough  and  quite  as  far-reaching  as  the  discussions  which  we  hafe 
heard. 

I  think  it  would  be  well  for  a  good  many  who  are  presenting  institutioiial 
economics  as  something  new  to  read  Professor  Henry  C.  Adams'  monograph 
on  the  Relation  of  the  State  to  Industrial  Action,  This  was  publbhed,  if  I 
recall  correctly,  in  Volume  I  of  the  publications  of  the  American  Economic 
Association.  In  this  we  find  ideas  of  relativity  and  of  social  control  and  a  good 
deal  that  suggests  the  fine  work  that  Professor  John  M.  Clark  has  been  doiflg 
in  recent  years. 

As  a  matter  of  fact,  in  my  Seminar  some  three  years  ago  we  took  up  tk 
works  of  Professor  John  M.  Clark,  centering  our  discussions  about  them.  I  did 
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not  feel  that  we  were  getting  into  any  new  kind  of  economics  when  we  were 
itodying  John  M.  Clark. 

Read  also  the  early  monograph  of  Dr.  £.  J.  James  on  the  gas  industry. 
This^  likewise,  was  published  by  the  American  Economic  Association  in  Vol- 
mne  I.  I  think  this  monograph  of  James'  belongs  to  institutional  economics. 
Tom  to  the  writings  of  Professor  Carl  Knies  of  the  University  of  Heidel- 
berg, one  of  the  ablest  of  German  economists.  Several  American  economists 
itodied  under  him  and  were  influenced  by  him.  He  was  my  professor  and,  be- 
fore I  went  to  Germany,  I  recall  that  Professor  J.  B.  Clark  studied  under 
Enies  and  the  influence  of  Knies  upon  Clark  was  marked,  as  is  brought  out 
opedally  by  the  earlier  writings  of  Clark.  In  the  writings  of  Knies  we  find  an 
fflmninating  discussion,  I  may  say  indeed  a  profound  discussion,  of  funda- 
mental institutions  in  economic  society.  I  have  particularly  in  mind  the  dis- 
cussion of  property  given  by  Knies  as  an  institution  undergoing  continuous 
evolntion  and  influencing  thereby  the  distribution  of  wealth. 

We  have  listened  to  some  discussion  of  credit  and  the  significance  of  credit 
Id  institutional  economics.  I  think  it  will  be  generally  conceded  by  all  careful 
itadents  of  economic  thought  that  Carl  Knies'  work  on  Credit  and  Money  is, 
e?en  today,  outstanding.  This  book  to  be  sure  has  not  been  translated  into 
English  and  probably  is  not  so  familiar  to  all  my  younger  friends  as  it  should 
be. 

Something  has  been  said  about  the  significance  of  corporations  and  it  has 
been  implied  that  the  recognition  of  this  significance  characterizes  institutional 
economics.  The  significance  of  corporations  and  their  influence  on  production 
and  distribution  were  discussed  by  the  German  economists  fifty  years  and 
more  ago.  I  would  like  to  refer  you  to  the  monograph  published  by  Professor 
Enies  on  the  Telegraph  and,  if  I  recall  correctly,  published  in  1852.  That  book 
is  worth  reading  today  and  should  live  long  in  the  field  of  institutional  eco- 
nomics. 

The  significance  of  custom  has  been  referred  to  this  morning,  but  surely  all 
those  who  were  trained  in  the  German  historical  school  should  understand  the 
ngnificance  of  custom.  Schmoller  dealt  with  custom  long  ago  and  so  far  as  I 
know  in  many  respects  the  writings  of  Schmoller  on  custom  have  not  been 
mrpassed  up  to  the  present  time. 

Professor  John  R.  Conmions  is  regarded  and  correctly  regarded  as  an  out- 
lUnding  institutional  economist.  But  Commons  was  an  institutional  economist 
waj  back  in  the  nineties.  Read  his  book  on  the  Distrxhutton  of  Wealth  and  his 
treatment  of  property  as  a  bundle  of  rights — an  expression  that  has  been  used 
in  this  session. 

I  do  not  want  to  disparage  Veblen  who  has  had  a  remarkable  influence  upon 
economic  thought.  I  cannot  regard  him  as  founder  of  institutional  economics 
in  this  country  because  in  my  judgment  institutional  economics  as  something 
distinctive  goes  back  in  this  country  to  1886.  So  far  as  Commons  is  concerned, 
I  have  the  opinion  that  perhaps  he  would  have  been  a  better  institutional 
economist  if  Veblen  had  never  lived.  This  may  seem  harsh,  but  all  I  mean  is 
that  I  am  inclined  to  think  that  Veblen  has  pushed  Commons  to  some  extremes 
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which  impair  the  Talne  of  his  work.  Commonfl  and  VeUen  both  were 
of  mine.  I  am  not  aware  that  I  ever  had  much  influence  upon  VeUen  who  wai 
with  me  bat  a  short  time.  I  am  sore  that  I  did  have  influence  upon  CommoDi, 
however,  and  he  has  been  verj  generous  in  acknowledging  this. 

So  far  as  I  am  concerned,  I  want  to  attj  that  I  am  an  institutional  ecmumfSak 
or  I  am  nothing.  Consider  the  subjects  upon  which  I  have  been  woridng  tm 
years:  property,  contract,  custom,  and  competition.  I  have  already  pnUishBi 
two  volumes  on  Property  and  Contract,  but  have  not  published  what  I  haw 
written  on  custom  and  competition.  I  have  both  in  manuscript  form,  but  olh« 
things  have  necessarily  absorbed  my  time  and  strength  so  that  I  have  not « 
yet  been  able  to  bring  these  manuscripts  up  to  the  point  where  I  have  fdt  Uki 
publishing  them.  I  hope,  however,  that  I  shall  be  able  to  go  on  with  the  wcA  h 
these  lines  and  publish  what  I  have.  I  may  add  that  I  have  paid  particolar  si- 
tention  to  one  kind  of  property;  namely,  landed  property;  and  have  puhlishfll 
some  things  on  that  subject.  All  these  topics,  it  seems  to  me,  clearly  belong li 
the  field  of  institutional  economics.  They  are  fundamental ;  they  are  rclallfe 
constantly  changing,  constantly  influencing  our  economic  thought  and  pn^ 
tice,  and  making  both  what  they  are. 


XASTICITY  OF  DEMAND  AS  A  USEFUL  MARKETING  CONCEPT 
Edmund  D.  McOarrt,  Chairman 

As  strictly  defined  by  economists,  the  phrase  "elasticity  of  demand"  means 
be  relative  flexibility  in  the  amounts  of  goods  which  would  be  taken  from 
ke  market  at  various  prices  at  a  given  time.  If  we  restrict  the  term  elasticity 
»  a  given  time,  it  will  be  seen  that  only  one  point  on  the  demand  curve  can 
e  statistically  determined  and  that  is  die  point  determined  by  the  price  and 
be  amount  of  goods  actually  taken  by  those  demanding  it.  All  other  points  on 
demand  curve  are  assumed  and  must  be  mere  conjectures.  If,  however,  we 
ttempt  to  build  up  a  curve  by  taking  different  points  of  time,  we  know 
bat  the  resulting  curve  may  not  Qnly  be  shifted  on  the  diagram  but  that  its 
hape  and  direction  will  probably  be  changed.  In  spite  of  the  phrase  "other 
bings  being  equal,"  we  know  that  in  the  practical  marketing  world  other 
hings  do  not  remain  equal.  Our  problem  in  this  meeting  is  not  so  much  to 
^e  further  refinements  to  the  orthodox  concept  of  elasticity,  as  to  discover 
rhat  these  other  things  are,  and  what  thefar  influence  is  upon  elasticity  of 
iemand. 

How  many  more  units  of  a  goods  can  be  sold  if  the  price  is  lowered  by 
a  certain  amount?  Will  this  relationship  between  price  and  quantity  de- 
manded remain  constant  during  a  rising  or  a  falling  market?  What  are  the 
dements  which  determine  the  quantities  which  will  be  sold  at  various  prices  ? 
Can  these  elements  be  weighed  and  the  demand  be  forecasted?  Can  the  rela- 
tionship between  price  and  demand  be  controlled  to  any  extent  by  advertising? 
It  is  the  answers  to  these  and  like  questions  which  will  determine  whether  or 
not  the  concept  of  elasticity  of  demand  can  be  of  use  to  the  marketer  of 
goods. 

Our  conclusion  is  a  simple  one.  The  economist's  concept  of  elasticity  of 
demand  is  useful  to  the  marketer  only  as  an  aid  in  asking  important  ques- 
tions. A  strict  application  of  the  concept,  in  the  sense  of  building  demand 
tchedules  of  precise  application,  is  beyond  the  realm  of  practicality.  An  exact 
inswer  concerning  elasticity  is  not  available.  The  chief  problem  is  to  find 
&ta  on  which  to  make  an  intelligent  answer  to  the  questions  asked.  The  pric- 
ing problem  is  one  of  the  most  complicated  and  difficult  of  all  problems  in 
marketing.  Its  correct  answer  is  of  the  utmost  importance  in  the  conduct  of 
a  business.  Its  answer  lies  only  in  a  judgment  to  be  derived  from  imperfect 
^ta.  What  these  data  are  has  been  suggested  in  part  in  the  discussion  which 
vc  have  given. 

Neil  H.  Borden. — Mj  paper  is  limited  to  a  consideration  of  the  applica- 
tion of  the  concept  of  the  elasticity  of  demand  to  the  marketing  of  consumers' 
goods,  particularly  those  which  have  undergone  a  manufacturing  process.  I 
am  accepting  the  definition  of  the  orthodox  economists,  taking  Marshall  as 
tbe  leading  spokesman:  "Elasticity  or  responsiveness  of  demand  is  great  or 
small  as  the  amount  demanded  increases  much  or  little  for  a  given  fall  in 
price." 

The  question  appears  almost  simple  and  naive  when  we  state  it  as  follows : 
Of  what  practical  use  might  it  be  to  the  manufacturer  or  merchant  of  con- 
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snmers'  goods  to  know  the  degree  of  responsiveness  in  demand  for  his  type 
of  product  to  changes  in  price  ? 

If  the  answer  to  the  question  of  responsiveness  of  demand  to  price  changes 
were  readily  available^  the  conduct  of  businesses  would  be  considerably  sim- 
plified. Volume  and  prices  provide  basic  data  in  planning  the  condact  of  aoj 
business.  To  the  extent  that  supply  is  under  the  control  of  a  particular  ooa- 
pany^  i.e.^  to  the  extent  that  monopoly  holds,  to  that  extent  the  elastidtj 
concept  has  direct  bearing  on  the  company's  pricing  policy.  The  more  com- 
petitive a  business  and  the  less  control  it  exercises  over  market  supfdy,  the 
less,  ordinarily,  does  tlie  elasticity  of  demand  enter  directly  into  its  pridng 
determinations,  although  ultimately  the  company  may  be  affected  very  ma- 
terially by  the  degree  of  responsiveness  of  aggregate  demand  to  price  changes. 

For  the  monopolist  or  virtual  monopolist,  the  question  of  responsiveness  of 
demand  to  price  is  of  greatest  importance  because  the  control  of  price  and 
supply  lies  largely  in  his  own  hands,  and  the  size  of  his  profit  depends  on  a 
proper  determination  of  prices.  For  our  electric  light  companies  and  other 
utilities  the  elasticity  of  demand  has  a  direct  bearing  in  determining  prices. 
In  this  field  the  concept  is  also  of  value  to  the  student  in  attempting  to  ap- 
praise the  social  effect  of  the  application  of  monopoly  prices. 

Looking  to  fields  other  than  public  utilities,  we  find  the  elasticity  of  de- 
mand a  matter  of  direct  importance  in  setting  prices  among  companies  whidi, 
through  control  of  materials  or  through  patents,  enjoy  a  greater  or  less  de- 
gree of  monopoly  for  certain  products.  I  refer  especially  to  products  fof 
which  satisfactory  substitutes  are  not  readily  available.  The  General  Electric 
Company  with  its  control  of  tungsten  lamps,  the  earlier  experience  of  the 
Eastman  Kodak  Company  with  its  Kodak  films,  the  Ethyl  Gasoline  Corpora- 
tion with  Ethyl  gas,  are  examples.  To  these  companies  an  answer  to  the  qoet- 
tion  of  responsiveness  of  demand  to  price  changes  is  of  first  importance.  Tlie 
determination  of  price  rests  directly  with  the  individual  firms.  Failure  to  price 
correctly  may  mean  a  great  difference  in  profits. 

We  find  some  types  of  products  protected  by  a  patent  or  a  secret  procea 
which  gives  to  them  a  limited  monopoly.  Articles  of  just  the  same  kind  aie 
not  produced  by  others,  yet  there  are  numerous  substitute  articles  on  the  ma^ 
ket  filling  the  same  need  of  consumers.  Examples  of  such  products  are  found 
in  Beetleware,  in  the  Telechron  clock,  or  in  the  Gillette  razor  previous  to  the 
expiration  of  its  patents.  In  such  situations  a  company,  because  of  its  patented 
or  secret  process,  is  free  from  direct  competition ;  it  is  free  to  set  its  prices  ai 
it  will.  The  company  must,  however,  recognize  that  at  any  time  the  demand  for 
its  product  is  to  a  large  extent  governed  by  the  relation  of  its  prices  to  thoie 
of  substitute  products. 

The  manufacturer  of  an  individualized  branded  article,  attempting  to  bidld 
a  limited  monopoly  and  to  keep  as  far  as  possible  outside  the  realm  of  direet 
price  competition,  must,  in  his  pricing  policy,  take  account  of  the  respoosiTe- 
ness  of  demand  to  different  prices.  Although  he  has  the  question  of  responsive- 
ness before  him,  unfortunately  he  does  not  have  the  answer. 

In  such  instances  he  can  only  guess  how  elastic  demand  actually  is.  Price 
changes  for  such  products  are  seldom  made  by  the  manufacturer;  accord- 
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tgly,  little  experience  on  which  to  base  judgments  of  responsiveness  is 
roTided,  Moreover^  although  a  high  degree  of  brand  specification  may  be 
ktained,  the  extent  of  monopoly  control  is  limited  by  the  fact  that  substi- 
xte  or  alternative  products  are  available  and  their  prices  and  their  desirability 
nong  consumers — as  determined  by  their  ability  to  give  satisfaction  and  by 
it  amount  and  effectiveness  of  their  advertising — ^have  a  more  or  less  direct 
ifluence  on  the  demand  schedules  of  the  product  in  question.  Accordingly, 
Ithongh  such  a  firm  may  be  free  in  setting  its  own  price,  it  may  defeat  its 
im  ends  if  it  fails  to  consider  constantly  the  position  of  substitute  articles. 

What  I  have  just  said  with  regard  to  the  pricing  of  highly  individualised 
randed  articles  applies  with  greater  or  less  force  to  all  branded  articles, 
he  purpose  of  branding  is  to  individualize  products  and,  in  so  far  as  pos- 
iUe^  to  remove  them  from  direct  competition.  Each  may  be  considered  as  a 
roduct  of  separate  quality  with  its  own  theoretical  demand  schedule.  But 
ich  a  statement  means  little  when  we  recognize  that  the  demand  schedule 
I  determined  to  considerable  extent  by  the  status  of  substitute  products  or 
rands.  When  substitutes  are  numerous  and  satisfactory  in  meeting  consumers' 
eeds,  the  individual  manufacturer  virtually  loses  control  over  the  pricing  of 
is  product.  The  prices  of  substitutes  may  go  far  in  dictating  his  prices. 

Finally,  we  reach  the  situation  where  brand  and  supposed  differentiation 
{ quality  between  the  output  of  manufacturers  means  so  little  that  different 
rands  are  looked  upon  by  the  consumer  as  practically  the  same  product.  The 
lanuf  acturer  in  this  situation  is  essentially  in  the  same  position  as  the  manu- 
icturer  who  sells  a  product  unbranded,  in  so  far  as  any  direct  bearing  of 
ie  elasticity  of  demand  upon  his  own  pricing  activities  is  concerned.  To  such 

manufacturer,  pricing  is  a  matter  of  attack  or  defense,  a  jockeying  which  is 
etermined  by  forces  beyond  his  control.  He  sells  only  a  small  portion  of  the 
>tal  supply.  Price  changes  put  into  effect  are  dictated  by  considerations 
ther  than  the  total  market  demand  that  might  be  expected  to  result  from 
articular  prices.  He  is  merely  one  seller  in  the  market  competing  with  other 
ellers,  and  from  the  combined  activities  of  all,  a  market  price  results. 

Not  infrequently  we  find  a  manufacturer,  even  in  a  highly  competitive 
•osition,  on  the  basis  of  his  judgment  of  responsiveness  of  demand,  taking  the 
litiative  in  materially  lowering  prices.  He  does  so  in  expectation  of  tapping 
ew  strata  of  demand  theretofore  untouched.  Such  a  policy  was  adopted  ap- 
arenUy  by  Mr.  Ford  in  the  low-price  automobile  field. 

In  industries  where  overcapacity  has  been  built  up,  manufacturers  and 
ivestors  have  failed  to  learn  what  probable  demand  schedules  were  and  to 
c  guided  thereby  in  building  factories  to  supply  demand.  We  must  recognize 
be  desirability  from  an  economic  standpoint  of  reasonable  estimates  of  prob- 
ble  demand  for  different  types  of  products  to  guide  in  the  extension  of  pro- 
active capacity.  The  elasticity  concept  is  involved  in  all  such  estimates. 

Let  us  consider  briefly  the  value  of  the  concept  to  the  retailer.  Ordinarily 
be  price  changes  of  the  retailer  are  not  set  with  the  elasticity  of  demand  in 
lind.  Among  other  considerations,  his  prices  may  be  guided  by  wholesale 
rices,  by  customary  retail  prices,  by  established  retail  price  lines,  by  what 
t  thinks  he  can  get  from  his  customers  for  articles  that  are  not  subject  to 
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direct  comparisons^  by  special  prices  to  attract  immediate  patronage^  or  hf 
reference  to  what  competitors  are  charging.  He  does  not  ordinarily  mska 
changes  in  price  with  thought  of  increasing  or  decreasing  the  total  demand  ia 
his  market,  but  rather  with  regard  to  his  competitive  position  in  the  maikd 
as  a  seller. 

Certain  instances  are  fomid  in  which  the  retailer  does  call  into  nae  the  eoB- 
cept  of  elasticity.  Either  he  or  his  whole  market  may  suffer  temporarily  ixtm 
an  oversupply  of  a  product^  or  large  retailers  sometimes  boy  large  lota  of  dit* 
tress  merchandise  for  quick  sale.  This  applies  particularly  to  articles  aobjed 
to  obsolescence  because  of  style  or  design.  Another  example  is  found  in  som 
of  the  large  variety  chains^  such  as  Woolworth,  which  have  pioneered  in  sdlr 
ing  merchandise  at  new  low  prices^  acting  in  part  on  the  elasticity  of  demandl 
They  have  apparently  aimed  not  merely  at  getting  an  advantage  in  the  compett* 
tive  price  market,  but  have  counted  upon  opening  up  new  strata  of  demaal 
with  such  prices. 

Up  to  this  point,  I  have  endeavored  to  show  various  situations  in  which  ths 
elasticity  of  demand  is  directly  or  indirectly  useful  to  the  individual  hair 
ness  firm.  In  every  case,  however,  I  have  noted  that  all  that  the  concept  < 
for  the  business  man  is  to  raise  the  question  of  responsiveness  of 
to  price  changes.  It  is  a  guide  to  thought  and  no  more.  No  knowledge  is  given. 
No  formula  is  provided.  The  real  task  is  to  secure  data  on  which  to  formdate 
an  answer  to  the  questions  concerning  responsiveness.  Our  knowledge  of  da* 
mand  curves  for  consumers'  goods  is  sketchy  and  inaccurate.  Conatmctioa  of 
the  economist's  demand  schedule  for  any  consumers'  goods,  to  the  point  when 
it  is  of  use  to  the  manufacturer  facing  an  exacting  pricing  problem,  is  beyond 
the  realm  of  practicality.  We  have  noted  a  few  of  the  more  ontstandiog 
difficulties  in  constructing  a  demand  schedule.  Marshall  has  given  a  pretty 
complete  list  of  the  complicating  factors,  but  our  limited  space  does  not  allov 
us  to  amplify  what  he  has  given. 

Roland  S.  Vaile. — The  value  of  an  industrial  installation  ia  a  deriied 
value.  The  installation  is  made  in  the  hope  that  it  will  return  an  income.  Ra- 
tional buying  motives  and  a  fairly  long-time  point  of  view  dominate  the  aitoa- 
tion. 

Because  this  is  true,  one  of  three  situations  will  generally  control  the  aaks 
of  industrial  installations  other  than  those  for  replacement  as  a  resoll  of 
depreciation:  (a)  a  larger  realized  demand  for  the  consumer  goods  as  a  re- 
sult of  a  general  reduction  in  its  price ;  (b)  a  larger  realized  demand  for  the 
consumer  goods  as  a  result  of  a  change  in  the  demand  schedule  for  it;  (c) 
an  opportunity  to  lower  an  individual  firm's  cost  of  production  of  the  coo* 
sumer  goods  relative  to  that  of  competitors^  thus  permitting  either  a  larger 
profit  per  unit  output,  or  a  larger  percentage  of  total  consumer  patronage. 

The  first  of  these  situations  is  the  result  of  elasticity  of  demuid  in  titt 
consumer  market.  Its  reflection  into  the  producer's  market  will  depend  upoa 
the  reason  for  the  lowered  consumer  price.  If  that  results  from  enliveorf 
competition  or  lowered  costs  in  the  marketing  processes^  there  will  be  tft 
actual  change  in  the  demand  schedule  for  producer's  goods;  that  is,  more 
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nachines  will  be  sold  than  fonnerly  at  the  same^  or  even  a  higher,  price  so 
iiat  the  increased  qnantitj  of  consumer's  goods  will  be  forthcoming. 

If,  on  the  other  hand,  the  impetus  for  lowered  consumer  price  comes  from 
Dunufacturers  with  unused  capacity,  in  order  that  the  optimum  output  may 
be  sold,  there  may  be  no  change  at  all  in  the  sales  of  producer's  goods.  In  any 
esse,  true  elasticity  of  demand  for  the  producer's  goods  is  not  likely  to  be  the 
eootroUing  factor;  that  is,  a  reduction  in  the  price  of  machines  would  not  in- 
oease  the  realised  demand  for  them. 

In  the  second  case,  if  the  industry  is  not  overexpanded,  the  increase  in  de- 
■md  for  consumer  goods  will  result  in  a  proportional  increase  in  the  ^y<iy««g 
producer  plant.  This  may  temporarily  result  in  a  much  more  than  propor- 
tional increase  in  the  annual  demand  for  producer's  goods  without  reference 
to  change  in  price.  This  is  not  a  matter  of  elasticity  of  demand  at  all,  but  I 
Aall  refer  to  it  again  in  another  connection  later.  In  an  expanding  industry, 
the  rate  of  expansion  may  be  gOTcmed,  of  course,  by  the  cost  of  installations. 
The  amount  of  such  cost  has  its  effect  both  on  anticipated  profits  and  on  the 
•UHty  to  finance  the  undertaking.  This  is  a  matter  of  elasticity,  although,  as 
k  the  next  case,  usually  it  is  not  an  important  factor  in  determining  the  total 
fohmie  of  sales. 

In  the  third  case,  if  the  cost  of  an  installation  is  lowered  sufficiently  so 
ftat  the  cost  of  the  consumer  goods  is  lowered  as  a  result,  then  more  instal- 
lations wiU  be  made.  This  is  a  matter  of  elasticity.  It  is  comparable  in  the 
Batnre  of  its  effect  to  any  other  technological  improTement.  It  is  not  likely, 
bowever,  to  be  of  great  importance,  for  the  following  reasons: 

Since  1920  the  total  return  to  all  capital  used  in  manufacturing,  including 
vorking  capital,  has  averaged  about  25  per  cent  of  the  manufacturers'  value 
of  manufactured  goods.  While  there  are  no  thoroughly  reliable  figures  avail- 
lUe,  yet  it  seems  conservative  to  estimate  that  the  annual  cost  of  capital  goods 
in  depreciation  and  interest  does  not  exceed  10  per  cent  of  the  consumer's 
price.  A  reduction  of  10  per  cent  in  the  cost  of  all  construction  and  installa- 
tion in  a  plant  would  permit  only  a  1  per  cent  reduction  in  the  price  of  con- 
ionier  goods.  And  in  few  cases  would  the  cost  of  all  parts  of  an  installation 
k  reduced  simultaneously;  so  the  actual  possibilities  are  much  less. 

Technological  changes  are  proceeding  so  rapidly  that  reductions  in  cost  of 
Biannfactured  goods  can  be  demonstrated  on  the  grounds  of  higher  output  per 
employee  and  per  square  foot  of  factory.  These  savings  are  so  convincing  that 
it  is  not  necessary  to  emphasize  strongly  the  cost  of  the  installation.  Of 
coarse,  since  buying  is  rational  at  this  point,  competitive  price  is  important, 
bat  general  lowering  of  price  throughout  the  machine  tool  industry  would  ac- 
complish little  in  increased  sales. 

A  much  more  important  element  in  the  demand  for  industrial  installations 
is  found  in  the  real  change  in  demand  for  consumer  goods.  I  was  an  innocent 
bjstander  last  summer  in  that  discussion  between  Professors  Alvin  Hansen 
isd  Bagnar  Frisch^.  In  the  discussion,  Hansen  had  followed  J.  M.  Clark  in 
saying  that  as  soon  as  the  rate  of  expansion  of  realized  demand  for  consumer's 
^Jour.  Pol  Boon,,  Dec,  1981. 
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goods  commences  to  f all^  the  demand  for  producer's  goods  should  properlj  fsD; 
that  is^  the  requirements  fall.  Frisch  maintained  that  this  need  not  be  the 
case^  and  in  his  article  he  shows  clearly  that  under  certain  conditions  it  wiD 
not  be. 

I  am  still  of  the  opinion,  however,  that  under  most  practical  conditiini% 
when  the  rate  of  increase  in  demand  for  a  consumer  good  commences  to  fall,  - 
it  does  so  abruptly  enough  so  that  the  total  requirements  for  industrial  instal- 
lations fall.  I  want,  therefore,  to  examine  the  conditions  under  which  this  will 
be  the  case. 

The  demand  for  installation  equipment  is  for  two  purposes:  expansion  and 
replacement.  Obviously  as  long  as  expansion  continues,  the  requirements  far 
replacement  will  increase,  on  the  assumption  that  the  depreciation  rate  does 
not  decrease.  When  the  rate  of  expansion  of  realized  consumer  demand  de- 
creases the  total  requirements  for  installations  will  fall  whenever  the  nev 
capacity  required  for  expansion  is  enough  below  the  expansion  requiremeatf 
of  the  preceding  year  more  than  to  offset  the  increase  in  depreciation. 

The  total  requirement  for  installations  will  fall  wherever  the  nnit  diaage 
in  realized  consumer  demand  the  previous  year  multiplied  by  the  complemeat 
of  the  rate  of  depreciation  is  less  than  the  unit  change  in  the  present  year.  Or, 
to  employ  the  terms  used  by  Frisch,  the  total  requirements  for  installatioiii 
will  fall  when  (1  —  h)  tt-x^u  In  this  formula  A  =  the  rate  of  replaoement 
of  producer  goods,  i  =  the  unit  change  in  realized  consumer  demand,  i  ^ 
the  present  year,  t  —  1  =  the  previous  year. 

To  illustrate,  we  may  assume  the  following  figures : 

Rate  of  replacement  of  machines — 10  per  cent. 


Realized  Consumer  Demand 

Producer  Demand 

Total 

Year  Previoue  year  Amt.  Incr, 

thU 
year 

Evpamion 

ToUi 

1                 100              10.0 

110.0 

1.0 

1.0 

2.0 

2                 110               9^ 

119.5 

1.1 

0.95 

2.05 

or  2i                110               8^ 

118.5 

1.1 

0.85 

IM 

or  2ii              110               4.0 

114.0 

1.1 

0.4 

UO 

In  each  of  the  three  second  years  there  is  a  continuation  of  increase  in  realised 
consumer  demand.  But  in  each  case  the  increase  is  smaller  than  in  the  iM 
year.  The  total  producer  demand,  on  the  other  hand,  is  strikingly  diffeieflt 
in  the  three  cases.  In  the  first  case  it  increases  slightly,  while  in  the  titi 
case  it  decreases  25  per  cent. 

This  relationship  may  be  stated  in  other  words.  Whenever  the  amount  of 
expansion  in  realized  demand  for  consumer  goods  is  less  one  year  than  the 
previous  year  by  a  percentage  greater  than  the  rate  of  depreciation  of  pio- 
ducer  goods,  the  total  requirements  for  the  latter  will  fall.  Since  5  per  oeok 
to  10  per  cent  is  the  rate  of  depreciation  on  most  installations,  a  fall  of  anf- 
thing  more  than  those  percentages  in  the  amount  of  expansion  of  realiied 
consumer  demand  would  actually  reduce  requirements  for  producer  goods. 

Under  business  conditions  the  effect  of  changing  realized  demand  for  ooft- 
sumer  goods  may  be  even  more  striking  than  indicated.  Depreciation  gene^ 
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ally  is  ncyt  an  absolute  thing  in  practice.  When  the  fall  in  amount  of  ezpan- 
tion  of  realized  consumer  demand  occurs,  the  manufacturer  may  maintain 
his  dividend  rate  temporarily  by  failing  to  replace  the  machines  which  are 
completely  depreciated  on  his  books.  Whether  tiiis  is  wise  is  beside  the  point. 
It  does  have  a  definite  effect  on  the  demand  for  consumer  goods  ^d  it  tends  to 
make  that  demand  more  fluctuating  than  otherwise. 

The  last  two  points  are  not  matters  of  elasticity,  but  it  seems  to  me  they 
must  be  considered  in  evaluating  the  usefulness  of  the  concept  of  elasticity. 
James  £•  Botle. — I  shall  use  the  words  "elasticity  of  demand"  as  synony- 
mous with  shift  in  demand  or  change  in  demand.  I  am  departing  somewhat 
from  economic  usage,  which  generally  ties  demand  to  the  price  concept.  Bat 
in  the  market  place,  if  we  are  to  explain  the  actual  changes  in  price,  we  must 
liberalixe  our  definition  of  elasticity  of  demand.  Demand  shifts  may  come 
from  price  changes  or  from  many  other  causes,  such  as  changes  in  income, 
changes  in  refrigeration  methods,  changes  in  canning  or  processing  methods, 
changes  in  transportation,  changes  in  production,  changes  in  methods  of  food 
preparation,  changes  in  work  habits  of  the  consumers,  changes  in  scientific 
knowledge  of  diet  and  nutrition,  and  changes  in  styles.  Demand  shifts  may  in 
torn  cause  price  changes  and  many  other  changes. 

Bread  is  considered  as  a  staple  food  whose  demand  is  assumed  to  be  in- 
dsstic.  The  fact  is  that  the  demand  for  bread  is  very  elastic.  The  demand  for 
the  raw  material — ^the  farmers'  wheat — ^is  still  more  elastic,  because  of  the 
[  various  classes  and  grades  of  wheat  and  the  different  uses  for  them.  Over 
long  periods  of  time  peoples  have  shifted  from  rye  to  wheat,  from  barley  to 
wheat,  from  com  to  wheat. 

According  to  the  Food  Research  Institute  there  has  been  a  20  per  cent  de- 
dme  in  bread  consumption  in  the  United  States  since  1904.  It  occurred  in 
%  tvo  stages:  a  steady  decline  of  11  per  cent,  1904-17;  a  sudden  decline  in  the 
*^  last  half  of  1917  amounting  to  about  10  per  cent.  The  record-breaking  crop 
^  of  1923,  says  the  Food  Research  Institute,  was  able  to  move  into  consump- 
^  tion  without  a  serious  price  drop,  due  to  elasticity  of  demand.  Says  this  In- 
f    itttQte: 

The  experience  of  the  year  indicates  that  within  limits,  when  the  value  of  wheat  in 
Riation  to  other  commodities^drops  to  a  distinctly  low  point,  there  is  considerable  elas- 
tfdtv  in  the  demand,  both  In  the  exporting  and  the  importing  countries.  .  .  .  Had  it 
sot  been  for  this  surprising  deg^ree  of  elasticity  of  demand,  wheat  prices  and  value 
mi(^t  have  fallen  in  1928  and  1924  to  much  lower  levels. 

This  dastidty  is  afforded  by  the  ready  use  of  wheat  as  feed,  which  was  furthered 
Id  several  comitries  by  relatively  high  prices  for  com  and  potatoes  and  by  the  use 
of  f nhstitutlon  In  human  diet' 

The  International  Institute  of  Agriculture  at  Rome  has  published  the 
statistics  on  shifts  in  wheat  consumption.  Our  federal  government  has  made 
bat  few  studies  of  demand  changes.  The  Department  of  Commerce  in  1980 
published  one  such  study,  entitled,  Apparent  Per  Capita  Consumption  of 
Principal  Foodstuffs  in  the  United  States.  The  main  facts  of  these  studies 
are  given  in  the  tables  on  the  following  page. 

"  Wheat  Studies,  I,  1,  47,  December,  1924. 
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Annual  Atxraob  fbb  Capita  CoNBUifpnoN  of  Whkat,  poe  F6od^ 
Sked  in  Two  Fivb-tkab  Pebiods 
(Inpoundf) 


Decreaaei 

Increaaei 

1901^-14 

1988-87 

1900-14 

1088-«r 

Belgium 
France 

686 
508 
498 

414 
808 
489 

Italy 

Demnaric 

Sweden 

867 
846 

154 

408 
860 
180 

Australia 
Anentina 
Spain 

894 
892 
859 

898 
8S8 
8S8 

Portugal 
Japan 

181 
95 
81 

145 

148 

44 

Gr.  Britain 
New  Zealand 
United  SUtet 

859 
859 
821 

848 
858 
898 

Switzerland 

Holland 

Germany 

818 
864 

808 

888 
858 
148 

Finland 

181 

95 

The  first  effect  of  the  elasticity  of  demand  in  the  sense  in  which  we  ate 
using  this  term  is  to  increase  the  risks  and  hence  the  costs  of  mitrlri><3«g.  la 
the  case  of  farm  products  we  usually  have  a  buyer's  market.  Substitutes  and 
alternatives  are  available.  In  textiles  we  can  turn  from  wool  and  silk  to  ooi- 
ton  and  rayon.  In  food  we  can  choose  meats,  fowls,  fish,  eggs,  dairy  products, 
or  substitutes.  For  lard  we  can  turn  to  vegetable  fats  and  oils.  So  the  risks 
of  marketing  are  increased.  There  is  no  formula  for  "orderly  marketing." 
The  "eat  more  wheat"  campaign  and  similar  campaigns  may  shift  conaomp- 
tion  from  one  food  to  another,  but  they  do  not  augment  the  total  consump- 
tion of  food.  Much  money  is  foolishly  wasted  in  such  advertising  campaigns. 

Shifts  in  consumption  do  occur  over  long  periods  of  time.  They  sometimef 
occur  over  very  short  periods  of  time.  A  shift  in  consumption  causes  a  change 
in  production  and  hence  in  land  utilization. 

A  population  on  a  meat  diet  requires  more  acres  than  a  population  on 
vegetables  or  plant  products.  For  example,  it  now  requires  more  than  two 
acres  of  crops  to  feed  the  average  American  one  year,  but  only  one  acre  to 
feed  the  average  German,  one-half  acre  to  feed  the  average  Chinese,  one- 
fourth  acre  to  feed  the  average  Japanese.  Seventy-five  per  cent  of  the  Ameii- 


Changes  in  Per  Capita  Food  CoNsuiipnoN 

IN  Pounds 

About 
1890 

\nStr9!7 

Change 
in  pounds 

Chanss 
inperooiti 

Cereals 

850 
142 

84 

61 

800-000 

160 

230 

145 

44 

105 

1040 

102 

-120 
+    8 
+  10 
+  44 
+150 
+  88 

-84 

Meats 

+  t 

Fats  and  oils 

+80 

Su^ 

+71 

Dairy  products,  in  terms  of  milk. . . 
Principal  fruits,  in  terms  of  fresh  fruit 

+18 
+» 
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in's  food  is  made  up  of  these  four  categories:  flour  group,  sugar,  dairy, 
ad  meats. 

The  chain  store  selling  food  products,  with  its  quick  turnover,  is  now  our 
5st  single  barometer  of  consimier  demand.  What  the  consumer  does  not  buy 
reely  the  store  does  not  carry.  What  will  sell  is  displayed,  no  matter  what 
art  of  the  earth  it  comes  from.  Thus  the  smallest  unit  of  the  chain  food 
joT€8  usually  carries  goods  from  some  thirty-six  states  and  at  least  twelve 
)reign  countries.  These  stores  increase  competition  among  farmers.  They 
)rce  shifts  in  production  to  meet  shifts  in  consumer  demand.  These  shifts 
i  production  often  take  the  direction  of  fewer  and  better  varieties  of  standard 
ruits,  and  more  standardisation. 

But  after  all,  the  main  effect  of  the  elasticity  of  demand  is  to  increase  the 
sks  in  marketing  and  to  add  to  the  "high  cost  of  marketing."  Since  elasticity 
f  demand  cannot  be  controlled,  it  will  probably  be  very  difficult  to  cheapen 
)e  food  marketing  process  to  any  appreciable  extent,  so  far  as  these  costs 
re  due  to  the  risks  of  demand  changes. 

Donald  R.  Cowan. — Contrary  to  a  seemingly  common  belief,  per  capita 
des  of  every  product  show  marked  differences  from  area  to  area,  and  for 
Mne  products  they  vary  more  than  for  others.  The  importance  of  the  various 
iflaences  upon  the  rate  of  consumption  may  be  separated  and  measured  by  a 
artial  and  multiple  correlation,  including  curvilinear  adjustments  and  sub- 
ect  to  its  limitations.  These  measurements  are  of  value,  not  only  from  a 
beoretical  standpoint,  but  from  that  of  the  marketing  organization.  Know- 
tig  the  responsiveness  of  a  given  group  to  price  change,  the  price  policy  in 
oany  cases  may  be  modified  so  as  to  bring  about  the  most  profitable  volume 
»f  consumption  of  a  given  product. 

Hugh  £.  Aonew. — Marshall's  law  as  stated  by  Professor  Borden  regards 
I  market  as  being  limited  to  one  time  and  place.  Otherwise  the  exceptions 
fould  be  so  numerous  as  to  invalidate  its  tenets.  The  marketing  man  on  the 
)ther  hand  looks  at  a  market  as  being  continuous  for  a  period  of  time.  When 
le  thinks  of  the  rug  market  he  envisions  the  people  who  buy  rugs  each  year, 
rather  than  a  mart  where  this  commodity  is  bought  and  sold  at  auction. 

Obviously  for  a  long-time  market  the  elasticity  of  demand  is  very  low  in  a 
^ast  number  of  the  staples  which  constitute  the  chief  items  in  food  and  other 
applies.  For  example  in  1929  with  the  prosperity  of  the  country  extremely 
ligh  the  sale  of  sugar  was  only  slightly  above  normal,  although  the  price  was 
ht  lowest  in  history.  The  season's  consumption  was  rigidly  inelastic.  The 
'epeated  failures  of  free  newspapers  has  demonstrated  that  reducing  prices, 
^en  to  the  vanishing  point,  does  not  stimulate  demand  for  this  commodity.  It 
s  also  evident  that  reduced  rates  in  street  cars  would  not  increase  the  number 
)f  passengers  to  a  noticeable  extent. 

Even  with  such  items  as  Professor  Borden  has  enumerated — electric  lights, 
jUlette  razors,  telephones — ^there  are  frequently,  if  not  generally,  other  con- 
iitions  which  govern  the  making  of  price  rather  than  strict  demand.  The 
oventor  of  the  Gillette  razor  wanted  to  sell  it  for  a  dollar  but  the  advertising 
nan  with  whom  he  consulted  clearly  demonstrated  to  him  that  it  would  cost 
t  least  a  dollar  to  teach  each  possible  customer  to  use  his  newly  fashioned 
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razor.  Furthermore,  if  only  a  dollar  were  invested  in  it  a  little  dissatisfaction 
would  result  in  the  loss  of  the  customer's  good  will  and  turn  his  influence 
against  future  sales.  If  he  had  invested  even  as  much  as  five  dollars  in  the 
rasor  he  would  be  willing  to  experiment  to  a  greater  extent  in  order  to  learn 
if  he  could  adapt  it  to  his  needs.  The  success  of  the  higher  price  is  commonlj 
known.  Would  a  cut  of  10  per  cent  or  15  per  cent  in  the  price  of  electric 
current  or  in  telephone  service  increase  consumption  in  the  market  repre- 
sented by  householders  ? 

If  a  manufacturer  can  anticipate  his  market  in  such  a  way  as  to  cot  prices 
drastically  (in  the  words  of  the  street,  to  take  his  loss  quickly),  there  is 
little  doubt  that  the  market  for  a  large  number  of  items  may  prove  sofli- 
ciently  elastic  to  absorb  greater  quantities  of  merchandise.  But  on  the  other 
hand  if  the  reduction  in  price  comes  gradually  and  more  or  less  continuously 
little  or  no  elasticity  is  apparent,  as  it  is  well  known  that  people  are  reluctaflt 
to  buy  in  a  falling  market.  It  is  only  when  there  is  evidence  that  a  market  bu 
already  turned  and  prices  are  advancing  that  investment  is  more  readily  made. 
This  would  seem  to  restrict  Marshall's  law  to  a  very  narrow  field,  espedallj 
if  applied  to  a  large  number  of  items  and  to  a  considerable  length  of  time. 

John  F.  Pyle. — These  papers  on  the  subject  of  the  elasticity  of  demand 
as  a  useful  marketing  concept  illustrate  some  of  the  difficulties  encountered 
and  the  limitations  met  in  an  attempt  to  examine  this  problem  in  an  objec- 
tive manner.  There  are  too  many  variables  and  unknowns  to  permit  ns  to  ar- 
rive at  mathematically  perfect  solutions.  The  ability  to  isolate  the  concept, 
place  it  under  the  microscope,  so  to  speak,  and  keep  it  there  long  enough  to 
secure  tangible  evidence  of  its  significance  is  no  small  accomplishment.  We 
are  all  aware  of  the  fact  that  many  and,  at  times,  quite  extensive  changes  is 
the  volume  of  sales  are  brought  about  by  other  factors  than  changes  in 
prices.  This  is  an  important  point  to  keep  in  mind.  It  is  frequently  impossi- 
ble to  apportion,  with  any  great  degree  of  accuracy,  the  causal  force  to  the 
various  sources.  The  fact  that  the  demand  schedules  for  certain  goods  arc 
characterized  by  abrupt  changes  in  their  direction  or  by  "breaks"  is  useful 
information  for  the  executive  entrusted  with  the  responsibility  of  pricing  the 
articles  of  merchandise. 

Business  men  and  economists  rather  generally  regard  the  demand  for  hi- 
dustrial  goods  as  being  relatively  inelastic.  Many  of  us,  no  doubt,  know  of 
instances  in  which  a  rather  substantial  reduction  in  price  increased  sales  of 
articles  of  original  equipment  several  hundred  per  cent,  thereby  permittiBg 
large  scale  production  and  lower  costs.  Professor  Vaile's  analysis  might  htn 
been  improved  somewhat,  if  he  had  discussed  the  subject  of  elasticity  of  de- 
mand for  industrial  goods  from  some  such  classification  as  raw  materialsi 
equipment,  supplies,  and  whether  the  goods  are  bought  by  producers  of  con- 
sumer goods  or  by  producers  of  producers*  goods,  and,  further,  according 
to  the  different  stages  of  the  business  cycle. 

I  have  some  doubts  as  to  whether  the  demand  for  industrial  goods  can  h 
forecast  or  determined  so  nicely  as  Professor  Vailc's  table  indicates.  These 
data  might  just  as  logically  be  interpreted  as  showing  a  condition  of  ove^ 
expansion  in  the  first  year.  Again,  the  question  might  be  raised  as  to  whether. 


decreased  by  grinding  for  stock  feed  with  relatively  little  effect  on 
^  For  as  soon  as  the  price  reaches  a  point  where  other  grains  make 
feed  stuffs^  demand  ceases  automatically  and  rather  abruptly.  If  un- 
r  conditions  stocks  become  so  low  that  there  is  not  enough  wheat  to 
he  normal  and  supposedly  inelastic  demand  for  human  food^  the  ad- 
1  price  will  be  marked  and  rapid. 

lows  that  ^L8  a  practical  consideration  in  marketing,  elasticity  of  de- 
one  thing  when  wheat  is  going  rapidly  into  feed  stuffs  and  an  en- 
fferent  matter  when  men  are  competitive  bidders  for  a  supply  which 
•rt  that  many  must  go  unsatisfied.  Or,  we  may  express  the  same  idea 
g  that  a  widely  expanding  demand  for  cheap  wheat  for  feeding,  which 
is  bound  to  disappear  with  a  slight  rise  in  price,  is  not  so  significant 
•  the  grower  or  speculator  as  is  the  resistance  which  appears  when 
ite  supplies  force  men  to  bid  against  each  other  to  the  point  where 
ost  use  substitutes  to  which  they  would  prefer  not  to  resort.  At  this 
mand  will  tend  to  remain  obstinately  constant. 


INVESTMENTS  OF  LIFE  INSURAIJ^CE  COMPANIES 
S.  S.  HuEBNBR,  Chairman 

The  principal  qualification  of  a  chairman  is  brevity.  I  shall  therefore  Ik 
▼erj  brief  in  my  introductory  remarks. 

After  the  lapse  of  several  years,  I  am  glad  that  insurance  has  again  beet 
favored  with  a  round  table  conference  assignment  in  the  program  of  die 
American  Economic  Association.  Insurance  is  entitled  to  such  a  positioa 
It  is  an  integral  part  of  economics,  just  as  much  as  the  customarily  recog- 
nised divisions  of  production,  exchange,  distribution,  and  consumption.  In- 
surance deals  with  the  important  field  of  risk  and  risk  bearing.  Econooiic 
values  are  not  only  produced,  exchanged,  distributed,  and  consumed  but  thej 
need  also  to  be  protected  and,  if  need  be,  indemnified. 

Insurance  has  many  angles  to  it  But  just  now  the  one  which  seems  uppo- 
most  in  the  minds  of  our  people  is  the  investment  situation  as  it  affects  die 
standing  of  our  insurance  institutions,  and  particularly  life  insurance.  It  wai 
probably  with  this  thought  in  mind  that  the  program  of  this  round  table  cob* 
ference  is  devoted  to  the  specific  topic  of  "Investments  of  Life  Insuranoe 
Companies." 

Robert  Ribgbl. — Of  the  total  assets  of  life  insurance  companies  over  91 
per  cent  consists  of  securities,  mortgages,  and  policy  loans.  Securities  raAer 
consistently  declined  in  importance  as  an  investment  from  1919  to  1929, 
while  mortgages  during  the  same  period  were  increasing  in  significance.  Frott 
1929  to  1981,  these  tendencies  were  reversed,  the  relative  interest  in  woosir 
gages  being  reduced  and  security  investments  increased,  and  each  now  form 
about  88  per  cent  of  admitted  assets.  Policy  loans  were  as  high  as  16  per 
cent  of  the  admitted  assets  in  1914,  fell  with  minor  ups  and  downs  to  12  per 
cent  in  1928,  and  rose  to  16  per  cent  in  1981. 

Mortgage  loans  are  commonly  segregated  into  two  groups,  farm  mort- 
gages and  other  mortgages,  the  latter  consisting  mainly  of  city  mortgaged 
The  former  have  been  diminishing  since  1924,  a  tendency  which  persistei 
in  1980  and  1981.  The  explanation  seems  to  lie  partly  in  the  movement  of 
population  toward  the  cities,  partly  in  the  facilities  for  farm  loans  afforded 
by  federal  and  joint-stock  land  banks,  and  partly  in  the  unfortunate  Bg^ 
cultural  situation.  Other  mortgages  have  been  increasing  since  1924  in  ifflr 
portance,  but  declined  in  1980  and  1981,  probably  because  of  general  reel 
estate  conditions. 

To  say  that  policy  loans  reached  their  peak  of  importance  in  1981  oob- 
veys  an  impression  which  is  an  exaggeration.  While  it  is  true  that  in  modeitt 
times  they  never  before  reached  16.9  per  cent  of  the  assets,  they  were  as  hi|^ 
as  14.9  per  cent  in  1914  and  have  never  since  been  lower  than  11.9  per  cent 
Although  these  loans  increased  greatly  during  the  depression  of  1929-ll| 
they  are  not  primarily  a  phenomenon  of  the  business  disaster.  Such  a  sitat- 
tion  of  course  tends  temporarily  to  increase  loans,  but  fundamentally  they  sie 
kept  up  around  12  and  18  per  cent  by  the  increased  use  of  life  insurance  for 
business  purposes,  as  a  medium  for  saving,  and  as  a  reserve  for  contingen- 
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.  On  policies  of  these  kinds  borrowing  is  more  probable  and  more  de- 
lible  than  on  policies  primarily  for  dependents. 

'he  significance  of  policy  loans  as  an  investment  factor  arises,  not  from 
r  proportion  to  the  total  assets,  but  from  their  possible  sudden  drain 
a  life  insurance  funds  at  an  embarrassing  moment.  In  1929  it  may  be  esti- 
ed  that  all  companies  were  compelled  to  provide  about  $148,0(M)/)00  ad- 
mal  for  policy  loans  during  the  last  ten  weeks  of  the  year.  This  is  about 
>er  cent  more  than  the  cash  carried  by  the  companies.  The  demand  for 
s,  however,  may  be  met  out  of  funds  ordinarily  currently  invested  in 
r  ways. 

ti  the  experience  of  twenty-nine  companies  it  may  be  estimated  that  in- 
ments  of  all  companies  totaled  $1,900,000,000  in  1929  and  averaged 
<MX),000  a  week.  This  would  have  provided  $880,000,000  in  ten  weeks  to 
t  loans  of  $200,000,000.  In  one  week  ending  November  2  the  demand  was 
icularly  heavy,  reaching  probably  $84,000,000  for  all  companies.  Policy 
s  for  one  or  two  other  weeks  in  the  period  just  about  equaled  the  average 
■ent  investments.  Thus,  while  such  loans  in  this  period  may  have  entailed 
e  day-to-day  problems  in  providing  cash,  they  did  not  involve  the  sacri- 

of  securities  or  mortgages  at  reduced  prices,  and  consequently  did  not 

lent  a  serious  investment  problem  for  companies  in  general.  This  is  not 

ay,  however,  that  they  may  not  create  problems  for  a  company  other  than 

rage. 

lie  depressing  effect  of  the  increase  in  policy  loans  upon  the  normal 

wth  of  security  and  mortgage  investments  in  1929-81  is  readily  apparent 

n  a  comparison  of  the  annual  increases  in  these  assets  with  increasing 

il  assets. 

n  the  security  portfolios  of  life  insurance  companies.  United  States'  gov- 

ment  bonds  have  been  of  constantly  diminishing  importance  for  the  past 

years,  with  a  slight  increase  in  1981.  Their  yield,  as  compared  with  the 
Id  on  fifteen  railroad  bonds,  has  been  less  and  less  since  1926,  which  prob- 
y  explains  their  decline  in  importance.  The  gain  in  1981  was  probably 
t  to  a  temporary  necessity  for  increased  liquidity  of  assets.  Canadian  gov- 
iment  bonds  have  shown  little  change  in  recent  years. 
Municipal  bonds  fell  in  importance  from  1924  to  1928,  rose  in  1929,  main- 
led  their  status  in  1980,  and  rose  again  slightly  in  1981.  Railroad  bonds 
re  declined  steadily  in  importance  since  1924  and  continued  the  decline 
1931.  The  explanation  seems  to  lie  in  the  diversion  of  funds  to  public  utili- 
3  and  industrials,  partly  because  of  the  increasing  financial  difficulties  of 
i  railroads  but  also  partly  because  of  the  increasing  stability  of  public 
lities,  which  provides  an  additional  field  for  diversification.  The  explana- 
Q  is  not  provided  by  the  comparative  yields  on  railroad  and  utility  bonds, 
[nvestments  in  public  utilities  are  now  double  their  importance  in  1924, 
is  also  true  of  "other  corporations,"  including  industrials.  One  reason  has 
n  referred  to  above,  but  in  addition,  stock  investments  in  these  corpora- 
QS  have  contributed  to  the  gain.  This  brings  us  to  the  subject  of  life  in- 
ance  companies'  investments  in  stock. 
Popular  discussion  of  the  theory  of  stock  investments  by  life  insurance 
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companies  and  the  examples  of  a  few  companies  have  led  to  an  exaggerated 
general  conception  of  the  importance  of  investments  by  life  Insoranoe  coBh 
panics  in  stocks  generally  and  in  common  stocks  particularly.  These  comr 
panics  have  always  invested  a  small  part  of  their  fmids  in  stock  certificate^ 
and  the  liberalization  of  the  investment  laws,  such  as  the  permission  in  Net 
York  to  buy  preferred  and  guaranteed  stocks  under  restrictions,  has  caused 
a  large  percentage  increase  in  stock  investments.  Nevertheless  such  invest- 
ments are  still  an  insignificant  proportion  of  the  totaL  In  September,  19S1, 
all  stock  investments  comprised  but  2.8  per  cent  of  the  assets  of  companiei 
representing  over  90  per  cent  of  the  total  assets  in  the  United  States.  Ob 
the  same  date  conmion  stock  investments  were  an  insignificant  .5  per  cent 
of  admitted  assets. 

Furthermore,  a  comparison  of  the  stock  investments  of  companies  classi- 
fied as  "large,"  "medium,"  and  "small,"  according  to  their  assets,  showi 
that  while  the  large  companies  have  increased  their  stock  holdings  fastaf 
than  the  medium  or  small  companies,  they  started  from  a  lower  percentage 
than  the  latter.  Most  of  the  increase,  which  still  brings  the  total  holdings  to 
less  than  8  per  cent  of  the  assets,  was  due  to  the  purchase  of  preferred  sod 
guaranteed  stocks.  As  to  conmion  stocks,  among  thirty-four  companies  operat- 
ing in  New  York,  large  companies'  holdings  are  less  than  .1  per  cent  of  totil 
assets  and  medium  and  small  companies'  holdings  do  not  exceed  1.6  per 
cent  of  assets. 

In  1980,  out  of  $1,400,000,000  invested  by  twenty>nine  large  companiei, 
7.7  per  cent  consisted  of  stock  investments,  and  in  1981  to  October  81  ^ 
percentage  in  stock  for  the  same  companies  was  6.6  per  cent. 

S.  H.  NxRLovx. — ^A  dogmatic  answer  to  the  question  of  whether  life  in- 
surance companies  should  be  permitted  to  buy  conunon  stocks  is  obviouily 
impossible.  Many  of  the  factors  involved  cannot  be  measured  and  the  answer 
must  to  a  considerable  extent  be  ultimately  based  on  an  opinion  of  what  ii 
going  to  happen  to  the  security  markets.  Nevertheless,  it  is  possible  to  in- 
dicate in  a  general  way  the  direction  which  the  answer  should  take  (1)  by 
analysing  the  recent  trends  in  the  investment  portfolios  of  life  companiei 
and  (2)  by  determining  the  dangers  involved  to  an  insurance  company  in 
buying  common  stocks  for  its  portfolios* 

The  recent  changes  in  the  investment  portfolios  of  life  companies  indicate 
that  there  is  a  need  for  a  wider  field  of  investment  if  life  companies  are  to  con- 
tinue rendering  their  services  at  as  low  a  price  as  they  have  been  during  the 
last  decade.  They  are  finding  that  farm  mortgages  are  not  meeting  their  re- 
quirements as  well  as  they  did  and  consequently  have  reduced  their  holdisgi 
of  mortgages  from  approximately  18  per  cent  of  their  assets  in  1924  to  12  per 
cent  in  1929.  This  tendency  in  all  probability  will  continue  for  some  time  in 
view  of  the  agricultural  outlook.  The  companies  are  also  finding  that  the  rail- 
road bond  field  is  narrowing.  After  the  War  they  continued  their  policy,  whidi 
was  started  in  1906,  of  investing  every  year  a  smaUer  portion  of  their  asaeti 
than  they  did  the  year  before  in  these  securities.  In  1921  they  had  26  per 
coit  of  their  admitted  assets  in  these  securities  and  by  1929  they  had  re- 
duced the  proportion  to  18  per  cent«  This  tendency  probahly  will  also  con- 
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inae^  in  view  of  the  railroad  situation.  To  offset  the  declining  proportion  of 
heir  assets  in  these  two  types  of  securities,  the  companies  increased  their 
loldings  in  urban  real  estate  mortgages  and  in  other  bonds,  particularly  pub- 
ic utility  bonds.  Although  urban  real  estate  mortgages,  especially  where 
hey  are  a  claim  not  only  on  the  property  covered  but  also  upon  other  assets 
ind  income  of  the  property  owners,  are  excellent  investments  for  life  com- 
lanies,  they  are  not  likely  to  be  as  satisfactory  during  the  coming  decade 
IS  they  have  been,  mainly  because  of  the  prospects  for  the  building  industry. 

If  the  life  companies  begin  to  accumulate  large  quantities  of  high  grade 
mblic  utility  or  other  bonds  during  the  next  decade,  they  are  not  likely  to 
obtain  a  large  enough  yield  to  warrant  their  continuing  their  present  rates 
:or  their  services. 

In  the  last  two  decades  or  so  the  investment  position  of  common  stocks 
las  improved  considerably.  The  establishment  of  large  corporations  with  vast 
unounts  of  capital  furnished  primarily  by  stockholders  has  given  common 
ftocks  a  much  superior  investment  position.  In  addition,  the  recent  drastic 
itock  market  price  declines  have  even  put  equity  securities  in  a  stronger 
;)08ition  for  long-term  investment  purposes. 

Consequently  the  need  of  life  companies  for  a  wider  field  of  investment 
lecurities  might  well  be  met  by  conunon  stocks.  The  significant  danger  in- 
rolved  in  purchasing  common  stocks  for  investment  purposes  as  compared 
with  other  securities  arises  out  of  their  widely  fluctuating  market  values. 
These  fluctuations  are  important  only  to  those  who  are  forced  to  sell  their 
Kcnrities  at  some  particular  time.  The  average  life  company  has  seldom, 
if  ever,  been  forced  to  make  such  sales. 

The  income  of  the  average  life  company  has  outrun  its  expenditures.  £x- 
dading  payments  on  policy  loans  and  forfeiture  values,  which,  of  course, 
reduce  the  reserve  liability,  the  total  annual  aggregate  expenditures  of  all 
life  companies  have  varied  between  64  per  cent  and  72  per  cent  of  total  ag- 
gregate income  between  1904  and  1980.  In  a  representative  sample  of  com- 
panies investigated  the  highest  average  ratio  for  the  entire  period  for  any 
one  company  was  80  per  cent  and  the  Ipwest  58  per  cent.  And  at  no  time 
during  this  period  did  any  company  have  a  ratio  of  above  95  per  cent  in  any 
one  year.  The  average  life  company's  premium  income  alone  (total  income 
less  investment  income)  comes  very  close  to  covering  its  expenditures.  The 
annual  aggregate  total  expenditures  of  all  companies  have  varied  from  80 
percent  to  101  per  cent  of  the  aggregate  premium  income  for  the  same  sixteen 
jear  period.  In  the  sample  studied,  the  highest  average  ratio  of  any  one  com- 
pany for  the  sixteen  year  period  was  111  per  cent  and  the  lowest  76  per  cent. 
Daring  occasional  years,  however,  it  was  as  high  as  140  per  cent. 

Consequently,  in  view  of  (1)  the  investment  trends  of  life  companies,  (2) 
the  present  and  probable  future  investment  environment,  and  (8)  the  strategic 
position  of  life  carriers  in  regard  to  fluctuating  security  values,  it  seems  as  if 
the  investment  and  valuation  laws  should  be  changed  to  allow  life  companies  to 
invest  a  significant  portion  of  their  assets,  say  15  per  cent,  in  equity  securi- 
ties. 
It  should  be  noted,  too,  that  equity  securities  have  an  advantage  not  yet  con- 
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sideredL  They  will  make  it  possible  for  life  companies  not  only  to  meet  doUii 
obligations  but  also  to  some  extent  to  meet  "pnrchasing^power"  obligatiaiii. 
Although  legally  life  companies  have  only  dollar  obligations  to  meet  and 
actuarially  it  is  impossible  to  devise  a  scheme  that  will  adequately  take  caic 
of  the  effects  of  the  fluctuating  value  of  the  dollar^  life  companies^  in  view 
of  their  long-time  contracts,  should  be  given  the  opportunity  to  reduce  to 
some  extent  the  adverse  effects  of  the  downward  changes  in  the  value  of  the 
dollar. 

M.  C.  RoRTT. — ^The  problem  of  combining  adequate  safeguards  with  ade- 
quate freedom  for  the  investments  of  life  insurance  companies  has  assumed 
increasing  importance  with  the  growth  of  admitted  assets  of  companies  ii 
the  United  States  from  less  than  $3,000^000^000  in  1906  to  probably  well 
over  $20,000,000,000  at  the  end  of  1931.  This  last  figure  represents,  rougUji 
6  per  cent  of  the  national  wealth,  and  perhaps  20  per  cent  of  the  senior  capi- 
tal and  obligations — ^bonds,  mortgages,  preferred  stocks,  etc. — at  present 
generally  available  for  the  investment  of  the  reserves  of  life  insurance  com- 
panies. 

A  very  rough  forecast  of  the  future  of  life  insurance  indicates  that,  in 
twenty  to  twenty-five  years  more,  the  admitted  assets  of  American  com- 
panies may  approach  a  limiting  figure  of  10  per  cent  of  the  national  wealth, 
or  at  that  time  a  total  of,  say,  $60,000,000,000  to  $75,000,000,000.  Barring 
radical  changes  in  business,  industrial,  public  utility,  and  real  estate  financ- 
ing, the  life  insurance  companies  might  then  find  themselves  absorbing 
nearly  or  quite  40  per  cent  of  all  available  mortgages  and  senior  securitiei. 
Under  these  circumstances,  and  with  these  prospects  ahead  of  them,  it  if 
to  be  expected  not  only  that  the  companies  will  from  time  to  time  attempt 
to  tap  new  fields  of  senior  securities,  but  that  the  question  of  legalising  cooi- 
mon  stock  investments  will  be  a  recurring  one. 

If  diversified  common  shares  could  be  counted  upon  to  yield,  in  the  IcNOg 
run,  from  9  per  cent  to  14  per  cent  on  the  investment,  as  some  observers  have 
claimed,  the  presumption  might  be  in  favor  of  granting  rather  liberal  privi- 
leges to  life  insurance  companies  with  respect  to  investments  in  common 
stocks.  This  presumption  might  be  still  stronger  if  we  could  accept  without 
question  the  statistics  quoted  by  Professor  Nerlove  to  show  the  safety  of 
principal  when  invested  in  common  shares.  However,  a  very  extended  study 
of  common  stock  yields  and  appreciation  indicates  that  the  average  yield,  com- 
bining current  dividends  with  normal  gain  in  market  value,  is  about  7  per  cent 
Furthermore,  this  7  per  cent  figure  does  not  allow  for  certain  real,  even  if  not 
directly  measurable,  elements  of  risk,  in  even  the  very  best  of  common  share 
investments,  over  and  above  the  corresponding  risk  in  high  grade  bonds.  Is 
addition,  these  same  studies  indicate  that  conmion  share  investments  made  Ib 
exceptional  periods,  such  as  that  of  September,  1929,  may  involve  the  certainty 
of  heavy  losses  of  principal. 

On  the  whole,  the  basic  argument  against  common  stock  investments  for 
life  insurance  companies  is  the  small  increase  in  the  average  portfolio  yield 
that  could  be  obtained  by  permitting,  say,  15  per  cent  of  the  portfolio  to  con- 
sist of  common  shares.  Such  increase,  amounting  to,  perhaps,  .2  or  .8  per 
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cent,  would  not  justify  any  measurable  departure  from  that  security  which  is 
the  first  essential  of  life  insurance. 

H.  D.  Corey. — ^The  question  of  permitting  life  insurance  companies  to  in- 
Test  in  common  stocks  hinges  to  some  extent  on  the  relative  desirability  of 
stocks  versus  other  types  of  securities  as  long-term  investments,  both  from 
the  point  of  view  of  safety  and  of  3^eld«  The  studies  of  £.  L.  Smith  and 
other  writers  mentioned  are  inconclusive  in  that  they  do  not  take  into  con- 
sideration developments  in  the  securities  markets  of  the  past  two  years.  Gen- 
eralizations on  the  basis  of  such  studies  are  therefore  unsafe,  and  offer  at 
best  only  a  partial  foundation  for  deciding  the  real  issue.  In  view  of  the  fact, 
however,  that  suggested  legislation  is  permissive,  rather  than  mandatory,  it 
leems  not  unreasonable  to  decide  that  such  permission  might  well  be  granted. 
Investment  departments  of  the  respective  companies  are  in  the  main  well 
equipped  and  competent  Motivated  by  a  self-interest  which  is  in  no  way  op- 
posed to  the  interest  of  the  policy  holders  they  could  doubtless  be  relied  upon 
to  determine  the  needs  of  their  organization,  and,  if  a  reasonable  amount  of 
ftodc  investments  should  be  found  desirable,  there  appears  to  be  no  good 
economic  reason  why  such  securities  should  not  be  allowed  to  occupy  a  place 
in  their  investment  portfolios. 

It  Is  true,  as  Professor  Nerlove  points  out,  that  stock  prices  wiU  respond 
more  readily  to  improved  conditions  than  will  bond  prices.  This  in  itself, 
however,  is  hardly  an  argument  for  stock  investments  as  this  very  factor  in 
fiTor  of  the  stodcs  makes  them  equally  undesirable  when  the  movement  is  in 
tlie  opposite  direction,  as  it  has  been  for  the  past  two  years.  In  all  depressed 
periods  stock  prices  sink  more  rapidly  and  to  proportionately  lower  levels  than 
do  the  prices  of  comparable  bonds.  For  example  the  last  high  for  industrial 
itodss,  according  to  the  Dow  Jones  average,  was  881.  The  low  was  78,  a 
decrease  of  nearly  80  per  cent.  Percentage  decreases  of  approximately  the 
ume  amount  occurred  in  the  case  of  railroad  and  utility  stocks.  Bonds  were 
of  coarse  affected  more  slowly  and  were  subject  to  smaller  variation. 

Bat  the  essential  problem  has  not  yet  been  touched.  Both  papers  have  been 
bighly  informational  concerning  life  insurance  investments.  The  issue  has  been 
treated  from  various  angles  but  the  fundamental  problem  has  perhaps  been 
neglected.  This  whole  investment  problem  might  be  restated  in  a  slightly 
different  form ;  namely,  will  our  present  economic  system  provide  in  the  future 
•a  adequate  long-time  investment  opportunity  for  capital  funds,  not  only 
those  of  insurance  companies  but  funds  from  other  sources  ?  In  other  words 
does  the  economic  order  under  present  conditions  provide  a  means  for  accumu- 
lating the  savings  of  youth  for  the  necessities  of  old  age,  for  this  is  the  es- 
sential function  of  insurance  companies.  Possible  primitive  methods  for  pro- 
Tiding  for  old  age  point  out  the  nature  of  the  problem  which  now  confronts 
iQY  institution  having  funds  to  invest.  Our  primitive  man  might  have  stored 
clothing  and  food  stuffs,  or  he  might  have  acquired  goods  which  he  could 
We  permitted  younger  men  to  use  for  the  making  of  commodities  for  the 
Qte  of  both.  This  crude  illustration  exemplifies  precisely  what  is  now  done  by 
those  who  entrust  their  savings  to  insurance  companies.  These  savings  of 
course  take  on  the  form  of  railroad  locomotives,  real  estate  improvements,  and 
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other  capital  goods.  The  question  at  the  present  time  is  whether  the 
future  will  furnish  sufficient  demand  for  new  capital  gooda  to  provide  far 
the  storing  of  these  savings.  Because  of  the  present  surplus  of  capital  equip- 
ment and  the  arresting  of  the  growth  of  population^  with  its  consequent  les- 
sened demand  for  new  capital  equipment,  a  significant  reduction  in  possible 
opportunities  for  savings  funds  must  inevitably  result.  This  decreasing  growtb 
of  population,  so  important  to  our  postulate,  is  well  evidenced  by  recent  cen- 
sus figures.  It  seems  in  view  of  these  considerations  that  it  may  be  desirabk 
to  open  every  reasonably  safe  channel  to  permit  the  investment  of  accumu- 
lated life  insurance  funds.  Common  stocks  possibly  constitute  one  of  these 
channels.  * 

J.  Lloyd  Mahony. — One  of  the  problems  which  might  well  be  discussed  is 
called  to  our  attention  by  the  increases  in  policy  loans.  It  is  a  problem  oom- 
mon  to  all  financial  institutions  today — ^that  of  maintaining  liquidity,  and  st 
the  same  time  of  keeping  the  money  which  is  entrusted  to  them  actively  and 
profitably  employed. 

Life  insurance,  savings  deposits,  and  building  and  loan  accounts,  in  con- 
trast with  deposit  accounts  at  commercial  banks,  are  long-term  propodtioDS, 
fundamentally.  Accordingly,  the  institutions  which  provide  such  accommo- 
dations may  reasonably  presume  that  the  great  bulk  of  money  so  deposited  will 
be  left  with  them  over  an  extended  period.  Broad  investment  policies  may  be 
worked  out  under  which  these  institutions  proceed  to  put  this  money  into  snd 
securities  and  other  commitments  as  will  represent  the  maximum  of  safety  of 
principal  and  a  satisfactory  yield,  without  particular  regard  for  the  readi- 
ness with  which  such  securities  might  be  liquidated.  Instead  of  this  stricdy 
long-term  aspect,  we  find  that  these  institutions  are  all  designed  so  as  to 
allow  withdrawals  at  the  depositor's  convenience  up  to  th|  full  amount  of  tlie 
book  value  of  the  account. 

While  it  is  true  that  life  insurance  companies  have  been  able  to  meet  aD 
requests  for  policy  loans  without  any  sacrifice  selling  of  permanent  invest- 
ments, it  would  seem  to  me  that  much  more  definite  and  systematic  |dio> 
should  be  worked  out  to  care  for  the  ever-increasing  demands  for  cash  witih 
drawals.  I  do  feel  that  these  long-term  institutions  should  be  protected  tt 
every  turn  from  overindulgence  of  the  cash  withdrawal  privilege  on  the  pait 
of  policyholders.  I  believe  that  life  companies  should  hold  to  the  idea  of  t 
reasonable  withdrawal  notice  and  that  some  plan  of  limiting  the  amount 
which  might  be  paid  out  either  in  the  form  of  policy  loans  or  surrender  valotf 
should  be  adopted  and  enforced. 

At  any  rate.  Professor  Riegel's  findings  are  impressive  enough  to  indicate 
that  in  policy  loans  there  lies  a  problem,  which,  although  it  is  not  now  con- 
sidered to  be  particularly  serious,  might  well  grow  into  a  very  complicate! 
one,  with  further  increases.  I  hesitate  to  imagine  the  pandemonium  wUcb 
might  reign  in  our  great  securities  markets  should  it  ever  become  necesstfy 
for  life  insurance  companies  to  liquidate  security  holdings  in  order  to  raiie 
cash  with  which  to  meet  demands  for  it. 

But  beyond  the  problem  of  raising  the  cash  there  is  the  deep-seated  one  so 
forcibly  indicated  by  Professor  Riegel.  The  regular  investment  in  securittef 
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nd  mortgages  and  other  permanent  conmiitments  is  disturbed  by  the  demands 
JT  policy  loans.  To  be  so  forced  to  curtail  the  pursuit  of  a  regular  investment 
olicy  is  indeed  not  healthful. 

All  of  this  resolves  itself  down  into  two  conclusions.  First,  in  order  that 
olicy  loans  may  not  be  permitted  to  upset  the  permanent  investment  policy 
t  the  company,  additional  safeguards  might  well  be  thrown  around  their 
ranting.  Second,  a  greater  percentage  of  the  admitted  assets  should  be  car- 
ed in  cash  and  other  liquid  assets  to  take  care  of  demands  for  policy  loans, 
lus  allowing  the  permanent  investing  to  go  on  uninterrupted.  This,  of  course, 
in  reduce  the  income  return  from  investments  somewhat,  but  such  is  the 
rice  policyholders  will  pay  for  the  cash  withdrawal  privilege  in  their  con- 
racts  of  insurance. 

DwiGHT  C.  Ross. — I  agree  with  Professor  Nerlove  that  life  insurance 
nnpanies  should  be  permitted  to  own  a  limited  amount  in  common  stocks 
ith  proper  restrictions.  I  wish  to  emphasize,  however,  that  since  the  legisla- 
nes  of  our  various  states  have  not  yet  demonstrated  an  ability  to  restrict 
!ie  funds  of  life  companies  to  safe  bonds  it  is  probable  that  the  same  type  of 
estrictive  legislation  applied  to  stocks  would  be  even  less  satisfactory.  In 
ommon  stocks  we  expect  a  higher  mortality  ratio  of  individual  issues  than 
re  do  in  bonds.  In  bonds  the  loss  on  one  issue  cannot  be  made  up  by  the  gain 
D  another,  but  this  is  precisely  what  does  happen  with  common  stocks.  If, 
herefore,  our  legislators  aim  to  apply  sound  principles  of  practical  con- 
lerratism  to  common  stocks,  they  should  change  their  viewpoint  from  con- 
sideration of  individual  issues  to  average  results  from  a  diversified  group. 

Mortgages  and  bonds  carried  by  life  insurance  companies  have  enabled 
them  to  present  solvent  balance  sheets  each  year  because  these  investments 
We  been  carried  at  cost  or  amortized  values.  At  current  market  values  for 
their  investments  practically  all  life  companies  are  technically  insolvent  today 
and  have  been  technically  insolvent  in  a  number  of  years  since  1900. 

While  I  recognize  the  soundness  of  carrying  investments  of  life  companies 
«l  arbitrary  values  because  of  the  peculiar  nature  of  their  liabilities,  I  believe 
it  is  illogical  to  permit  carrying  bonds  and  mortgages  at  arbitrary  values  while 
insisting  that  stocks  must  be  carried  at  the  current  market.  An  investment  in 
a  diversified  group  of  industrial  common  stocks  bought  in  1901  would  at  the 
market  values  prevailing  at  the  end  of  1981  have  increased  very  substantially 
in  Talue ;  whereas  investment  in  a  diversified  group  of  high  grade  bonds  in 
1901  would  now  be  worth  considerably  less  than  the  purchase  price.  There 
has  been  no  period  of  ten  years  or  more  since  1901  when  a  diversified  group 
of  industrial  stocks  has  sold  lower  at  the  end  of  the  period  than  they  had  at 
the  beginning;  whereas  there  were  many  periods  of  ten  years  when  high 
grade  bonds  have  sold  for  less  at  the  end  than  they  had  at  the  beginning  of 
snch  a  period. 

I  suggest  that  investment  of  life  insurance  companies  in  common  stocks 
should  be  limited  to  25  per  cent  of  the  company's  total  investments,  that  not 
OM)re  than  6  per  cent  of  the  amount  so  invested  in  common  stocks  should  be 
invested  in  the  stock  of  any  one  corporation,  and  that  the  total  investment  in 
tny  one  corporation  should  not  constitute  more  than  2  per  cent  of  the  out- 
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standing  stock  of  that  corporation.  These  investments  should  be  restricted  to 
corporations  organised  |inder  the  laws  of  the  United  States  or  of  one  of  the 
several  states  whose  stock  is  listed  and  regularly  traded  in  on  one  or  more  of 
the  major  exchanges  of  the  United  States,  whose  total  capitalisation  is  at 
least  $20,000,000,  whose  annual  net  earnings  for  the  seven  years  preoedisg 
purchase  thereof  shall  have  averaged  at  least  twice  the  interest  and  dividnd 
requirements  on  all  bonds,  debentores,  and  preferred  stocks,  and  where  the 
principal  amount  of  all  fixed  obligations  shall  not  in  the  aggregate  exceed, 
in  the  case  of  public  utility  and  railroad  corporations  60  per  cent^  and  in  the 
case  of  all  other  corporations  4rO  per  cent,  of  the  corporation's  total  capitalisar 
tion. 

I  further  suggest  that  life  insurance  companies  might  be  required  to  carry 
all  investments  in  common  stocks  at  75  per  cent  of  their  cost,  amortised  to  100 
per  cent  of  cost  gradually  each  year  over  a  ten-year  period.  I  believe  that  tiiii 
would  dissuade  companies  with  an  inadequate  surplus  from  considering  eon- 
mon  stocks,  would  induce  investment  for  yield  and  long-term  results  rather 
than  for  trading  profits,  and  would  provide  an  immediate  cushion  of  25  per 
cent  against  a  decline  in  stock  values.  From  a  psychological  standpoint  ft 
would  be  beneficial,  since  policyholders  would  recognize  that  their  conqpsaia 
were  carrying  stocks  below  cost,  and  hence  would  not  worry  abont  the  \ 
dal  condition  of  the  company's  reserve  in  times  of  violent  fluctuations. 


REAL  ESTATE  IN  THE  BUSINESS  CYCLE 
R.  T.  Elt^  Chairman 

reportizig  the  Round  Table  on  the  above  topic^  it  was  decided  to  submit 
i  Proceedingi  an  abstract  of  the  paper  presented  by  Dr.  Richard  T. 
hich  he  entitled  "The  Depression  and  the  One  Hundred  and  Fifty  Year 
— Editor) 

dsely  what  do  we  mean  by  "depression"?  We  all  know  the  mai^festa- 
f  the  depression.  We  have  been  suffering  and  suffering  keenly  from  its 
.  When  I  ask,  "What  do  we  mean  by  'depression'?"  I  have  in  mind  an 
is  of  one  or  two  causes  of  the  depression. 

economic  life  is  one  of  human  relations.  This  is  where  we  must  begin 
are  to  understand  our  economic  life.  More  and  more  economists  are 
;  to  treat  economics  as  a  science  and  an  art  dealing  with  human  rela- 
.nd  with  everything  else  subordinated  to  these  relations.  This  concept, 
sr,  does  not  fully  enter  into  economics ;  otherwise,  the  explanations  given 
existing  situation  would  be  clearer. 

are  prosperous  when  our  relationships  function  easily  and  well,  and 
1  proportion  as  these  cease  to  function  easily  and  smoothly,  we  become 
'osperous.  When  they  are  violently  disturbed  as  they  are  now,  we  have 
)read  unemployment  and  poverty.  War  is  the  greatest  of  aU  disturbers 
mal  economic  relations,  and  is  one  of  the  most  fundamental  causes  of 
ision.  However,  the  depressions  resulting  from  war  very  often  come  a 
erable  period  after  the  war. 

me  enlarge  a  little  bit  this  idea  that  economics  deals  with  relations 
:  men  and  should  be  developed  from  this  point  of  view,  making  the  ma- 
world  of  natural  resources  the  foundation  on  which  these  relations  rest. 
I  consider  some  of  the  topics  with  which  we  deal  in  economics,  for  ex- 
,  wages,  profits,  hiterest,  debts  of  all  kinds.  What  are  they  but  relations 
;  men  ?  The  external  world  may  remain  as  it  is,  but  it  is  disturbance  in 
relations  that  means  poverty.  When  these  relations  again  move  freely 
Qoothly,  then  our  wealth  is  increased. 

US  consider  the  farmer.  The  soil  may  remain  just  as  it  is,  and  he  may 
he  finest  equipment  in  the  world ;  nevertheless,  disturbed  relations  bring 
)verty.  If  his  farm  is  mortgaged  too  heavily,  that  is  a  relationship  which 

ruin.  If  he  sells  on  one  price  level  and  buys  on  another  price  level,  it 
disturbs  relationships.  If  his  produce  does  not  bring  a  profit,  then  the 
ants  with  whom  he  deals  may  fail  and  the  failure  brings  ruin  to  bank- 

us  approach  this  from  a  somewhat  different  angle.  John  owns  900  shares 
V  York  Central  stock  and  lives  on  the  income  of  these  shares.  The  income 
nd  an  infinite  train  of  consequences  follows.  John  may  also  put  up  his 
as  collateral  for  a  loan.  The  shares  fall  to  25  and  the  loan  has  more 
khan  the  collateral.  He  must  put  up  more  collateral  and  to  do  so  he  has 
other  property.  Thus  the  depression  goes  on  and  on. 
le  say  we  have  all  the  land  we  ever  had;  we  have  all  our  other  natural 
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resources;  we  have  all  the  buildings  that  we  ever  had,  etc.;  we  must,  there- 
fore^ be  as  rich  as  ever.  We  are  not  as  rich  as  ever  because  material  things 
are  subordinate  to  human  relations.  We  are  poor,  and  a  great  deal  pooreri 
than  we  were  before  the  collapse  that  began  in  1929. 

The  fundamental  causes  of  our  present  distress  in  the  United  States  han 
been  strangely  neglected  in  current  discussions.  These  discassions  conceni  • 
themselves  almost  entirely  with  secondary  rather  than  fundamental  causes. 

The  causes  are  to  be  found  first  of  all  by  researches  in  the  field  of  la^ 
economics.  Because  we  have  had  no  satisfactory  land  policies  for  the  ntiBst- 
tion  of  land  in  city  and  country  we  have  had  wild  fluctuations  in  land  vahieSi 
High  land  values  have  been  followed  by  extremely  low  land  values.  We  molt 
seek  the  fundamental  underlying  causes  of  depression  in  land  and  what  goes 
with  land  in  its  utilization.  That  is  to  say,  improvements  of  every  sort  a^ 
tached  to  land.  This  is  the  thesis  which  I  present  for  discussion. 

I  have  just  mentioned  the  strange  neglect  of  land  and  the  movements  of 
land  values.  Let  me  give  an  illustration.  In  1929  there  appeared  a  two  volmM 
work  entitled  Recent  Economic  Cluinge$  in  the  United  Statee,  It  was  a  report 
by  the  committee  on  recent  economic  changes  of  the  President's  Conference  oa 
Unemployment  and  included  the  reports  of  the  special  staff  of  the  Natiooal 
Bureau  of  Economic  Research.  One  purpose  of  the  report  was  by  means  of 
analysis  of  recent  economic  changes  to  lay  a  basis  for  forecasting  our  eco- 
nomic future.  The  men  who  prepared  this  report  stand  high  and  the  two  vol- 
umes are  indispensable  to  the  student  of  economics.  Nevertheless,  in  these 
volumes  there  is  scarcely  more  than  references  to  the  land  and  its  ntilisatiott. 
But  even  now  real  estate,  which  simply  means  land  utilized,  includes  consid- 
erably over  one-half  of  the  wealth  of  the  United  States.  Moreover,  it  is  pre- 
cisely in  the  uses  of  land  that  perhaps  the  most  momentous  changes  have  oc- 
curred during  the  present  century.  Is  it  any  wonder,  then,  that  these  aUe 
men  were  not  able  to  forecast  the  future?  Mr.  Walter  Lippman,  in  a  ronaik- 
able  article  in  the  Red  Book  last  year  criticized  severely  these  volumes  be- 
cause the  various  writers  whose  papers  made  up  the  volumes  did  not  give  us 
any  forecast  of  coming  troubles.  At  most  a  slight  intimation  can  be  found 
here  and  there  of  what  was  coming. 

I  am  not  sure  that  you  all  appreciate  the  harm  that  has  been  done  to  the 
economists  in  this  country,  either  by  absence  of  forecasting  or  what  is  still 
worse,  by  actual  mistaken  forecasting.  Doubtless  Honorable  Frank  A.  Vaa- 
derlip,  former  president  of  the  National  City  Bank,  had  in  mind  the  mit-^ 
takes  made  by  those  who  have  been  working  on  the  business  cycle  and  fore- 
casting the  future  value  of  securities  when  at  a  recent  meeting  of  the  Eco- 
nomic Club  in  New  York,  he  derisively  spoke  of  "economists  formerly  knows 
as  astrologers."  An  example  of  mistaken  forecasting  is  given  by  one  of  Ae 
outstanding  economists  of  the  country,  who  assured  us  late  in  1929  that  ^ 
price  of  securities  was  not  too  high.  On  the  contrary,  he  said,  we  were  on  • 
permanently  higher  price  level.  It  is  hard  to  overestimate  the  losses  due  to  tb 
situation  that  has  just  been  briefly  described. 

We  must  begin  with  the  land  and  from  land  and  its  uses  go  on  to  other  eco- 
nomic activities  and  movements.  This  is  my  second  thesis.  The  bard  times  k- 
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I  with  the  farmers  late  in  1920  and  they  have  steadily  become  worse  for 
mers  since  that  time.  It  is  a  question  of  supply  and  demand.  For  a  long^ 
g  time  without  any  satisfactory  researches  into  supply  and  demand,  public 
icies  have  encouraged  the  expansion  of  agriculture.  As  a  matter  of  fact 
ring  our  entire  history  policies  have  been  such  as  to  encourage  expansion 
agriculture.  In  November ,  1981,  a  conference  called  by  the  United  States 
reau  of  Agricultural  Economics  and  the  Land  Grant  CoUeges  was  held  in 
icago.  This  conference  discussed  land  utilization  and  drew  up  recommenda- 
ns  for  a  national  land  policy.  The  recommendations  made  by  this  confer- 
ee aim  to  limit  agricultural  expansion  and  to  bring  about  a  satisfactory  rela- 
oship  between  supply  and  demand.  This  marks  an  epoch  in  our  history 
lich  has  received  little  attention  as  a  turning  point  in  American  economic 
licies.  From  the  beginning  of  our  history,  then,  until  1981  America's  land 
Ucies  have  been  such  as  to  encourage  agricultural  expansion  without  limit. 
I  think  that  it  is  safe  to  say  that  English  economic  theory  has  in  no  small 
sasure  been  responsible  for  this  uncontrolled  expansion  and  the  plight  of  the 
rmcr.  English  theory  finds  expression  in  what  Malthus  regarded  as  a  fun- 
mental  law.  I  refer  to  what  he  calls  "the  law  of  demanders."  He  says  that 
ricnlture  is  ]>eculiar  because  the  demanders  always  so  increase  as  to  consume 
t  entire  product  of  agriculture,  however  large  this  may  be.  He  went  even 
rther  than  this  and  said  the  growth  of  population  would  be  so  great  as  to 
oduce  a  constant  pressure  upon  the  means  of  subsistence  and  also,  in  con- 
^nence,  an  increase  in  land  values.  This  gives  us  one  expression  of  the  Eng- 
h  law,  the  law  of  rent,  as  formulated  by  the  English  classical  school.  All  the 
ndowner  has  to  do  is  simply  to  wait  while  the  value  of  his  land  goes  up  and 
reaps  an  unearned  increment.  Strange  it  is  that  in  this  period  of  unearned 
crements  people  still  hold  to  this  old  theory. 

Professor  Frank  A.  Fetter  of  Princeton  University  has  said  that  it  is  un- 
rtnnate  that  in  our  universities  and  outside  the  universities  we  did  not  de- 
lop  American  economic  theories.  Henry  Carey  and  others  made  a  good  be- 
aning,  but  their  work  was  looked  upon  askance  by  our  academic  economists 
d  by  those  who  controlled  a  larjre  portion  of  the  most  influential  periodicals. 
irey  taught  that  we  did  not  go  from  better  to  poorer  land ;  that  values  de- 
nded  upon  cost  of  reproduction  and  that  the  pressure  of  population  on  the 
tans  of  subsistence  became  less  rather  than  greater.  There  is  so  much  chaff 
th  the  wheat  in  Carey's  writings  that  what  is  most  essential  in  them  has  been 
nerally  overlooked.  Land  values  of  the  present  time  are  in  striking  general 
rmony  with  the  ideas  of  Carey  and  his  associates  rather  than  with  those  of 
ififlish  economists.  Had  we  developed  the  economic  theories  of  Carey  and 
ler  early  American  economists  into  a  system  of  economics  which  was  an 
rgrowth  of  American  conditions,  our  land  policies  might  have  been  better 
m  they  have  been.  We  might  at  least  in  some  measure  have  escaped  the  dis- 
ers  which  have  resulted  from  following  the  theories  of  the  English  classical 
ool  which  they  developed  under  the  influences  of  their  own  economic  life 
I  the  conditions  following  the  Napoleonic  Wars. 

Fuming  to  the  World  War  the  policies  of  government  were  directed  first 
all  to  expansion  of  agriculture.  This  is  natural  enough  under  the  circum- 
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stances.  The  area  of  agricultural  land  in  cultivation  underwent  enormou 
pansion.  Demand  for  agricultural  products  during  the  War  rose  cnonm 
and  the  price  at  which  land  was  held^  sold^  and  mortgaged  rose  even : 
rapidly  than  was  warranted  by  war  prices  of  agricultural  products.  The  a 
tion  of  the  farmer  has  constantly  grown  worse  since  1920.  It  has  been  a 
of  increasing  supply  and  decreasing  demand.  The  rate  of  population  gc 
has  become  slower  and  slower  and  agricultural  productivity  during  the: 
decade  has  increased  50  per  cent  more  rapidly  than  the  growth  of  popoli 
Prices  of  agricultural  products  have  fallen  and  farm  land  values  have 
down  so  rapidly  that  in  very  many  cases  land  will  not  now  sell  for  wha. 
regarded  as  conservative  first  mortgages. 

This  is  not  a  question  of  money.  When  I  used  to  live  in  Madison^  Wf 
sin^  I  had  a  fine  little  fruit  orchard  on  my  small  place.  The  production  w 
great  that  I  made  myself^  I  fear^  a  nuisance  to  my  neighbors  in  trying  ta 
away  plums  and  even  apples  at  times.  No  manipulation  of  money^  no  e 
sion  of  credit^  will  extend  the  capacities  of  our  stomachs.  What  foUy^ 
slogans  like  "Eat  more  bread!"  when  we  produce  more  wheat  than 
possibly  be  met  by  any  effective  demand ! 

Satisfactory  land  policies  must  be  based  upon  an  economic  survey  o: 
right  uses  of  land^  and  when  put  into  effect  will  mean  that  upon  a  bssi 
classification^  land  that  is  adapted  specially  to  forests  may  be  put  into  for 
etc.  Land  that  is  good  agricultural  land  should  be  used  for  agriculture.  Bi 
determining  what  is  agricultural  land  we  must  be  governed  by  prices  ai 
result  of  forecasts  of  demand.  A  great  deal  of  land  should  lie  idle  so  fi 
present  production  is  concerned.  I  cannot  go  into  this  in  this  brief  discos 

As  a  result  of  the  fall  in  land  value  banks  in  the  rural  sections  of  the  c 
try  have  failed  by  the  thousands  and  in  some  sections  nearly  aU  have  be< 
bankrupt.  The  result  of  all  this  is  the  diminution  of  purchasing  power  oi 
part  of  the  farmers  and  enormous  losses  that  have  resulted  to  others  in 
relations  with  the  farmers.  Think  of  what  it  would  mean  to  the  railway 
the  country^  which  in  their  present  acute  distress  are  a  menace  to  all  o 
if  the  farmers  had  been  prosperous  during  the  last  ten  years  with  the  resu 
increase  in  their  passenger^  but  especially  freight^  revenues. 

Let  us  turn  to  urban  land.  Precisely  that  has  been  happening  in  urban 
which  has  happened  in  the  case  of  the  farm  land.  The  same  results  have 
lowed.  We  need  smaller  and  smaUer  areas  of  land  in  the  cities  in  propo 
to  the  population.  The  rate  of  population  growth  has  been  slowuag  up  an 
though  cities  have  grown  at  the  expense  of  the  rural  sections  the  area  of 
needed  has  constantly  undergone  a  relative  decrease.  New  York  City  c 
striking  illustrations.  When  it  comes  to  housings  we  have  the  London  Te] 
Apartment  Building  in  New  York  City  on  28rd  Street  between  Ninth 
Tenth  Avenues.  It  is  said  that  on  this  one  block  five  thousand  people  ca 
housed;  whereas,  when  this  was  a  part  of  the  formerly  attractive  Ch( 
district  and  single  family  houses  were  on  this  blocks  it  housed  four  hun 
people.  In  other  words,  only  one-twelfth  of  the  land  area  per  capita  ii 
manded  under  these  conditions. 

Turning  to  the  office  buildings  we  have  an  eqnallj  i 
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^i  ^^Ls  been  happening  in  the  Empire  State  Building.  It  occupies  some- 
t  o^vr^  88/)00  square  feet  of  land^  or  a  little  less  than  two  acres.  Probablj^ 
^  cr^^nditions  of  construction  as  they  existed  forty  years  ago  it  would  have 
^  ^^a  times  that  area  of  land  to  furnish  an  equally  satisfactory  amount 
Bc^  space.  The  result  of  what  has  happened  is  that  city  banks  have  been 
1^  J  ast  as  the  rural  banks  began  failing  several  years  ago.  Distress  has 
^    ^Tom  class  to  class. 

itt:^^3g  land  to  its  right  uses  is  taking  the  first  big  step  in  establishing  the 
(l^^^ons  of  continuous^  permanent  prosperity.  It  is  not  by  any  means  all 
n^^cls  to  be  done^  but  it  seems  to  me  that  this  is  where  we  should  make  a 
nxi^-^^g.  Doing  this>  we  are  putting  ourselves  in  line  with  the  forces  al- 
ly ^^^^  operation  in  this  country.  The  state  of  Michigan  some  eight  or  ten 
^  ^S^  began  an  economic  survey  of  the  land  of  that  state  not  including^ 
%^^^,  urban  land.  In  the  state  of  Wisconsin  a  good  beginning  has  been 
fldfi^y  the  Agricultural  College  and  other  state  agencies.  Especially^  would  I 
0BBOfi3id  the  researches  of  Dr.  George  S.  Wehrwein^  professor  in  the  Agricul- 
tai  College  at  the  University  of  Wisconsin.  In  New  York  State^  Governor 
IhukliQ  D.  Roosevelt  deserves  commendation  because  he  is  working  along 
%e  light  lines  in  finding  out  the  proper  uses  for  land  and  putting  land  into 
ttese  j^aitB.  The  adoption  of  a  constitutional  amendment  by  the  state  of  New 
JiA  in  November  of  this  year  makes  it  possible  for  the  state  of  New  York 
li  tib  out  of  agricultural  use  land  that  has  been  submarginal  for  agriculture 
^  to  put  it  into  the  production  of  trees  as  a  regular  crop.  The  decisive 
>oie  for  this  constitutional  amendment  is  a  triumph  for  sound  ideas. 

Urban  land  economics  has  been  strangely  neglected  in  our  country^  but  a 
pod  beginning  has  been  made  in  the  development  of  urban  land  economics. 
Practice  is  also  following  theory^  and  zoning  laws  and  deed  restrictions  are 
teps  precisely  in  the  right  direction.  It  is  unfortunate  that  these  movements 
le  so  extremely  slow.  If  ten  years  ago  they  had  been  vigorously  pushed  by  the 
Jiiited  States  government^  our  states  and  our  cities^  if  we  had  put  into  them 
Be-tenth  of  the  energy  that  we  have  put  into  mistaken  policies  in  trying  to 
ootrol  the  prices  of  agricultural  products  directly  instead  of  indirectly  by 
oimd  land  pob'cies^  and  if  we  had  put  into  the  promotion  of  land  policies  half 
ke  money  and  energy  that  we  have  put  into  measures  that  have  not  helped  at 
D,  we  might  be  much  further  along  at  the  present  time. 
In  putting  land  to  its  right  uses^  we  are  also  acting  in  harmony  with  what 
as  been  done  elsewhere  successfully  to  increase  prosperity ;  for  example^  in 
reland  and  in  Germany.  Such  prosperity  as  Ireland  enjoys  is  largely  a  result 
f  her  land  policies  which  are^  in  general^  in  line  with  my  recommendations. 
That  Stein  and  Hardenberg  did  early  in  the  nineteenth  century  was  an  out- 
landing  contribution  to  the  prosperity  that  Prussia  enjoyed  for  a  hundred 
•ears.  Prosperity  depends  primarily  upon  proportionality  in  production.  Evo- 
Btion  is  continuous  and  it  is  bound  to  advance  beyond  policies.  But  we  should 
hdeavor  to  bring  our  policies  as  rapidly  as  possible  into  harmony  with  the 
^  of  economic  evolution  that  we  reach  from  time  to  time. 
Recovery  from  depressions  is^  first  of  all^  a  result  of  the  transfer  of  labor 
d  capital  where  they  exist  in  excess  of  proportionality  into  new  lines  of 
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activity  so  that  they  may  satisfy  economic  wants^  new  and  old.  Ever  since  tbe 
indostrial  revolution  in  England  in  the  latter  part  of  the  eighteenth  oentoij, 
we  have  had  periods  like  the  present  when  there  has  been  disproportioDsie 
production.  England  followed  the  laissez  f aire  policy  and  the  result  was  diap- 
ters  in  English  economic  history  of  great  wretchedness  which  are  a  disgrace  ts 
England.  In  the  coarse  of  time^  however^  an  adjustment  took  place  after  end- 
less suffering  described  in  many  treatises  on  economic  history.  It  is  beyond 
the  power  of  the  individual  to  make  transfers  of  labor  and  capital  quiddj 
into  new  fields  where  new  wants  are  satisfied.  If  we  follow  a  laisses  faiie 
policy^  transfers  are  gradually  made  with  endless  suffering  in  a  variety  at 
ways.  New  occupations  spring  up  and  give  employment  to  vast  numbers.  If 
we  study  the  census  reports  of  occupations^  we  find  how  they  increase  sad 
afford  employment.  Changes  in  old  economic  activities  increase  employment  it 
the  long  run  and  as  a  general  rule.  The  case  of  the  stage  coach  and  the  rut 
ways  has  often  been  mentioned.  Printing  took  away  the  occupation  of  a  greil 
many  scribes^  but  has  added  probably  a  thousandfold  to  the  number  engaged 
in  making  books.  We  come  to  this  old  idea  of  the  long  run^  but  we  remember 
that  life  is  only  a  short  run.  A  great  problem^  then^  is  making  quickly  eiioa|^ 
transfers  of  labor  and  capital  for  human  beings  whose  life  is  only  a  short  laL 
The  only  measure  that  I  know  that  is  adequate  to  meet  this  situation  is  the 
establishment  of  a  peace  time  army  which  I  have  described  elsewhere. 

I  will  say  just  a  few  words  in  this  paper  about  the  peace  time  army.  We 
should  have  a  permanent  peace  time  army  of^  say^  25^000  people  and  at  the 
head  of  this  army  there  should  be  a  general  economic  staff.  This  peace  tiae 
army  would  work  systematically  in  the  noncompetitive  field  doing  usefnl 
things  to  satisfy  real  wants.  There  is  no  limit  to  the  things  that  can  be  done 
in  the  noncompetitive  field  in  improving  what  we  may  call  the  "common 
wealthy"  the  wealth  of  us  all :  ref orestation,  maintenance  of  fire  lanes  in  our 
forests^  cleaning  up  the  banks  of  streams  which  supply  us  with  water^  plinl- 
ing  these  banks  with  trees  thereby  making  them  beautiful  parks  of  recreatien 
and  at  the  same  time  producing  valuable  products.  Roadside  beautificatiflB 
would  employ  a  great  many  men  and  at  the  present  time  something  is  being 
done  in  this  direction  to  relieve  unemployment. 

A  great  deal  may  be  done  in  the  way  of  promotion  of  public  health ;  for  ex- 
ample^ we  have  very  few  convalescent  homes.  One  of  the  most  important  thingi 
of  all  is  the  separation  of  grade  crossings  which  would  prevent  the  destruction 
of  life  and  property^  a  destruction  which  is  now  appalling.  The  railways  cafl^ 
in  no  possibility^  do  all  that  needs  to  be  done.  I  would  take  this  separation  of 
grade  crossings  out  of  the  field  of  private  industry  and  make  it  a  public  func- 
tion. And  it  is  not  necessary  to  give  statistics  to  show  that  this  would  take  op 
all  the  capital  and  labor  that  could  possibly  be  devoted  to  this  improvemcil 
and  would  do  so  for  more  than  a  generation. 

The  peace  time  army  would  be  so  organized  that  it  could  be  expanded  indefi- 
nitely. Whenever  a  depression  occurs^  this  would  take  care  of  the  immediate 
situation  and  in  the  meantime  labor  and  capital  would  be  finding  new  occupa- 
tions. The  pay  of  those  in  the  peace  time  army  apart  from  the  standing  armj 
would  be  somewhat  like  that  of  soldiers  during  the  World  War^  with  provi- 
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dons  for  families^  etc.  The  general  staff  of  the  peace  time  army  would  know 
he  qualifications  of  those  in  the  armj  and  be  ready  to  assist  in  the  transfer 
Mck  to  industry  of  the  soldiers  in  the  peace  time  army  as  adjustments  were 
nade  by  labor  and  capital.  Suppose^  for  example^  there  should  be  a  return  of 
>rosperity  and  the  United  States  Steel  Company  should  have  need  of  10^000 
anployees  of  various  sorts ;  they  could  turn  at  once  to  the  general  staff  and 
rorkers  could  be  sent  to  Pittsburgh  or  Chicago  or  wherever  else  they  might 
nt  needed.  This  is  adequate  to  meet  the  situation  and  would  involve  less  ex- 
ytnae  and  distress  than  we  are  now  undergoing  in  keeping  alive  the  unem- 
)loyed.  They  must  be  kept  alive^  anyway,  and  we  would  have  a  regular,  sys- 
lematic  means  of  doing  this  at  a  minimum  expense.  At  the  same  time  along 
rith  the  relief  they  would  be  making  an  economic  return  for  what  they  re- 
seivc. 

If  we  are  wise  in  the  use  of  land  for  forests,  we  must  make  our  plans  for  a 
leriod  of  one  hundred  and  fifty  years.  I  have  called  my  paper  "The  Depres- 
don  and  the  One  Hundred  and  Fifty  Year  Plan."  Is  it  already  clear  why  I 
•y  "The  One  Hundred  and  Fifty  Year  Plan"  ?  And,  indeed,  Mr.  von  Bethman 
FloUweg,  son  of  the  old  chancellor,  told  me  a  few  years  ago  that  on  his  estate 
)f  about  five  thousand  acres  not  far  from  Berlin,  he  had  a  variety  of  oaks  which 
jptcm  for  two  hundred  and  fifty  years;  in  other  words,  a  two  hundred  and 
fifty  year  rotation.  He  harvests  a  crop  of  these  oaks  once  in  two  hundred  and 
fifty  years.  There  are  many  other  cases  where  land  utilization  should  be 
planned  out  for  one  hundred  and  fifty  years  and  even  for  more  than  one  hun- 
dred and  fifty  years.  In  the  case  of  the  urban  uses  of  land,  policies  should  ex- 
tend over  centuries.  It  is  going  to  take  more  than  one  hundred  and  fifty  years 
to  carry  out  the  plans  which  were  made  by  George  Washington  and  his  as- 
sociates for  the  city  of  Washington. 

I  have  called  attention,  to  be  sure  very  briefly^  to  five  things  which  I  have 
cmtlined  in  the  plan  to  deal  with  depressions;  namely,  (1)  to  relative  over- 
inpply  of  land  in  city  and  country;  (2)  to  the  inevitably  resulting  fall  in 
prices;  (3)  to  the  great  losses  of  those  who  have  utilized  the  land  under  con- 
ditions of  oversupply;  (4)  to  the  resulting  diminution  in  purchasing  power  of 
land  utilizers  both  in  the  city  and  in  the  country;  (5)  to  the  quickening  of 
the  process  of  transfers  of  labor  and  capital  from  old  to  new  fields  and  to  do 
so  especially  by  the  creation  of  a  peace  time  army. 

This  plan  could  not  prevent  depressions  on  account  of  the  fact  already  men- 
tioned that  policies  have  necessarily  lagged  behind  our  economic  evolution. 
The  right  uses  of  land  will  do  something  to  lessen  the  number  of  depressions, 
but  especially  will  it  do  a  great  deal  to  lessen  the  severity  of  them  when  they 
do  come.  Moreover,  in  the  peace  time  army  that  I  have  described  provision  is 
made  whereby  it  is  possible  to  carry  on  during  periods  of  depression  until, 
through  various  readjustments,  normal  conditions  once  more  prevail. 

Dr.  Ely's  paper  was  followed  by  discussions  by  John  R.  Riggleman,  Pro- 
fessor Ernest  M.  Fisher,  Dr.  W.  C.  Clark,  and  James  S.  Taylor, 


SESSION  ON  INVESTMENTS  AND  NATIONAL  POLICY 
OF  THE  UNITED  STATES  IN  LATIN  AMERICA 

Papsb  by  Max  Winkler 
CoUege  of  the  City  of  New  York 

Almost  two  generations  ago,  an  Englishman  holding  bonds  of  the  state 

of  Pennsylvania  addressed  a  letter^  to  the  House  of  Congress  at  Waihr 

ington,  part  of  which  reads  as  follows : 

Your  petitioner  lent  to  the  state  of  Pennsylyania  a  sum  of  money  for  the  purpose  of 
some  public  Improyements.  The  amount,  though  small,  is  to  him  important  and  ii  i 
saving  from  a  life  income,  made  with  difBculty  and  privation.  If  their  refusal  to  w 
(from  which  a  very  large  number  of  Enfflish  famoilies  are  suffering)  had  been  the  Tcm 
of  war,  produced  by  the  unjust  aggression  of  powerful  enemies;  if  it  had  arisen  fm 
civil  discord;  if  it  had  proceeded  from  an  improvident  application  of  means  in  the  iift 
years  of  self-government;  if  it  were  the  act  of  a  poor  state  strugg^g  against  the 
barrenness  of  nature,  every  friend  of  America  would  have  been  contented  to  wait  for 
better  times;  but  the  fraud  is  conunitted  in  profound  peace,  by  Pennsylvania,  the  rk^ 
est  state  in  the  Union,  after  the  wise  investment  of  the  borrowed  money  in  roads  and 
canals  of  which  the  repudiators  are  every  day  reaping  the  advantage.  .  .  . 

Needless  to  add  that  in  the  years  which  have  elapsed  since  this  memo- 
rable epistle  was  written,  Pennsylvania  has  paid  her  just  debts,  and 
history  has  willingly  forgiven  the  state's  youthful  sins. 

American  investors  in  the  obligations  of  Pennsylvania  will  hardly  in- 
cline to  recall  the  state's  attitude  toward  her  foreign  creditors  more  thin 
half  a  century  ago.  Why  then  are  American  investors  in  the  obligatioDi 
and  enterprises  of  the  republics  south  of  the  Rio  Grande  constantly  re- 
minded of  the  past  defaults  and  repudiations  by  these  countries,  withoat 
being  told  of  the  circumstances  under  which  foreign  loans  were  contracted, 
which,  in  many  instances,  were  such  as  to  render  default  inevitable? 

Apparently,  the  American  investing  public  is  easily  pleased.  It  is,  as 
a  rule,  treated  to  half  truths  at  best.  It  rarely,  if  ever,  hears  the  altera 
pan.  When  gentlemen  in  the  House  or  the  Senate  rise  in  protest  against 
American  foreign  investments,  they  point  to  the  dangers  incident  upon 
entangling  alliances  with  foreign  nations.  They  refer  us  to  Jefferson,  who 
stated  that  "we  have  a  perfect  horror  at  everything  like  connecting  our- 
selves with  the  politics  of  Europe,"  and  who  summarized  the  essential 
principles  of  our  government,  including  among  them  '^peace,  commerce 
and  honest  friendship  with  all  nations,  entangling  alliances  with  none." 

We  are,  however,  not  reminded  of  the  fact  that,  during  the  War  of  In- 
dependence, our  government  not  only  made  a  military  alliance  with 
France,  but  was  prepared  and  willing  to  enter  into  every  other  European 
connection  which  would  aid  in  the  struggle.  Nor  are  we  reminded  of  the 
views  expressed  by  George  Washington  to  the  effect  that  *Vhen  oar 
institutions  [become]  firmly  consolidated  and  working  with  complete  soc- 

^  AnndU  of  the  American  Academy  of  Political  and  Social  Science,  VoL  CXXXYIH 
(JaJf,  1928),  p.  4. 
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cess,  we  might  safely  and  perhaps  beneficially  take  part  in  the  consulta- 
tions held  by  foreign  states  for  the  advantage  of  the  nations." 

It  appears  that  our  ventures  into  foreign  lands  were  effected  in  ac- 
cordance with  the  advice  handed  down  by  the  Father  of  our  Country.  In 
other  words,  our  mvestments  abroad  did  not  commence  until  our  own  in- 
stitutions had  become  firmly  consolidated  and  were  working  with  com- 
plete success. 

Latin  America  appeared  a  logical  field  for  the  placement  of  American 
capital.  Half  a  century  ago,  our  total  stake  in  the  countries  south  of  the 
Rio  Grande  barely  exceeded  $50,000,000.  At  the  outbreak  of  the  Euro- 
pean war,  our  investments  in  Latin  America  had  reached  $1,800,000,000, 
or  almost  four  times  as  much  as  our  European  investments,  which  were 
estimated  at  $850,000,000.  At  the  beginning  of  the  current  year,  Ameri- 
can investments  in  Latin  America  totaled  $5,705,601,000,  or  slightly  in 
excess  of  our  stake  in  Europe. 

Has  the  United  States  grown  poorer  as  a  result  of  the  placement  of 
rach  relatively  huge  funds  abroad?  Has  America's  standard  of  living 
been  lowered  as  a  result  of  our  having  been  transformed  from  a  debtor 
nation  only  a  decade  and  a  half  ago  to  one  of  the  world's  most  powerful 
creditor  nations?  Is  it  not  within  reason  to  assume  that  the  impressive 
growth  in  our  commerce  with  our  southern  neighbors  is  directly  attribut- 
able to  our  investments  in  those  countries? 

Few  probably  realize  that  for  every  increase  of  $1,000.00  in  our  in- 
vestments in  Latin  America  during  the  past  decade  and  a  half,  our  com- 
merce with  our  neighbors  increased  $140.49 ;  while  our  trade  with  Europe 
during  the  period  1918-80  registered  a  gain  of  only  $72.67  for  every 
$1,000.00  increase  in  America's  investments  in  the  old  continent. 

These  figures  would  seem  to  demonstrate  the  underlying  causes  for 
America's  economic  penetration  of  her  southern  neighbors.  It  is  obvious 
that  we  did  not  make  our  investments  largely  in  order  to  make  it  possible 
for  our  soldiers,  our  bankers  and  oil  barons  to  rule  Latin  America,  as 
stated'  by  a  rather  prominent  American  historian  versed  in  Central  and 
South  American  affairs. 

Although  both  interest  and  expedience  dictate  that  Latin  America 
should  rank  first  as  an  investment  field  for  America's  surplus  funds,  ex- 
treme discrimination  must  be  exercised  in  the  granting  of  credits,  and 
precise  stipulations  made  regarding  the  purpose  to  which  they  shall  be 
put.  Lenders  who  ignore  or  do  not  heed  sufiiciently  these  cardinal  prin- 
ciples, are  conferring  no  benefits  upon  the  borrowers.  On  the  contrary, 
ftey  are  definitely  aggravating  their  difficulties  without  securing  for 
themselves  corresponding  compensation,  except  perhaps  the  transitory 
joy  which  resides  in  monetary  rewards. 

*S.  a  Inman,  Atlantic  Monthly,  July,  1924. 
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Our  experience  as  a  lending  power,  brief  though  it  is,  is  replete  witli 
instances  which  clearly  demonstrate  that  many  a  credit,  granted  rq[iri- 1  ^ 
less  of  the  manner  in  which  the  proceeds  were  expended,  turned  into  adii- 
credit  to  ourselves,  without  in  any  way  benefiting  the  borrower,  exocftfr 
perhaps  some  unscrupulous  public  official. 

To  a  considerable  part  of  Latin  America,  we  were  still  somewhat  erf  t 
myth  as  recently  as  1906,  when  Elihu  Root  told  our  neighbors,  **We  wiifc   - 
for  no  victories  but  those  of  peace;  for  no  territory  except  our  own;  fof  ir 
no  sovereignty  except  the  sovereignty  over  ourselves.**  I: 

During  and  after  the  war,  our  friends  south  of  the  Rio  Grande  di^ 
covered  that  the  Norte  Americano  was  no  longer  a  myth.  He  consamel 
large  quantities  of  coffee  and  sugar  and  bananas ;  of  tin  and  nitrate  and 
manganese.  He  supplied  ingenious  farming  devices  and  cheap  automobilei 
which  did  as  good  service  as  expensive  cars  from  Europe.  But  he  was  not 
popular  because  his  ways  differed  from  all  precedents,  and  he  was  sus- 
pected of  contempt  for  those  whom  he  arrogantly  termed  **Latin  Ameri- 
cans." 

Then  was  bom  a  wonderful  new  era — Aurea  prima  $ata  est  aetoir^ 
an  era  in  which  millions  of  dollars,  tens  and  hundreds  of  millions,  weic 
offered  to  the  governments  and  industries  of  the  southern  republics  by  the 
same  incomprehensible  Norte  Americano^  who,  not  so  many  years  back^ 
would  bicker  over  ninety  days'  credit  on  a  hundred  dollars'  worth  of  b»- 
chandise.  In  typical  American  fashion,  we  aimed  at  achieving  ovemi|^ 
what  it  has  taken  our  European  friends  decades  to  accomplish.  It  seemed 
as  if  we  had  set  as  our  goal  the  creation  of  a  record  as  regards  the  i>* 
vestment  of  capital  in  South  and  Central  America.  The  desirability  of 
such  investments  was  rarely  questioned,  the  principal  object,  on  many 
occasions,  being  the  extent  of  the  underwriters'  profit. 

The  consequences  of  such  policies  did  not  concern  us.  That  they  dU 
not  concern  many  of  the  politicians  in  the  borrowing  countries  should 
occasion  no  surprise.  These  always  regard  their  position  as  ephemenl 
They  live  for  the  day.  Their  philosophy  of  life  is  carpe  diem^  enunciated 
by  Horace  two  thousand  years  ago.  They  can  live  only  by  yielding  to 
the  multiple  undertaking  of  expenditures,  proposed  by  themselves  and 
their  temporary  adherents,  who  violate  with  silent  complicity  the  weak 
sense  of  decency,  and  exchange  favors  by  the  misuse  of  the  public  treat- 
ury.  In  order  to  enjoy  the  present,  they  cheerfully  mortgage  the  fatuity 
and  in  order  to  win  the  favor  of  the  voter,  they  launch  costly  and  oftei 
sterile  public  works,  which  exceed  the  taxable  possibilities  of  the  country* 

Apre$  moi  le  deluge^  said  a  King  of  France  who  saw  a  flood  coming-- 
which,  to  use  the  words  of  Luzzatti,  was  a  necessary  catastrophe  as  as 
atonement  for  all  the  ignominy  which  the  monarchy  had  produced.  Affti 
moi  le  deluge^  said  many  a  South  American  executive,,  and  the  flood  they 
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ked,  occasionally  with  the  aid  of  North  American  bankers,  came 
bankruptcy  and  default.  Realizing  that  their  days  were  numbered, 
IS  almost  invariably  been  the  case  of  Latin  American  despots,  they 
opriated  public  money  without  restraint,  either  of  decency  or  pa- 
ism.  When  subsidies  were  requested,  they  were  readily  made,  and 
I  who  furnished  the  funds  rarely  cared  to  inquire  into  their  use. 
long  as  the  golden  stream  was  flowing  in,  respect  and  gratitude  filled 
earts  of  Argentineans  and  Brazilians,  Chileans  and  Peruyians,  Bo- 
\s  and  Colombians  and  Uruguayans,  for  the  manifestation  of  good 
nd  confidence  on  the  part  of  the  United  States.  Thousands  of  young 
rom  those  countries  came  here  to  learn  our  language  and  commercial 
>ds.  Our  engineers  and  business  experts  journeyed  south  by  invita- 
Presidents  of  the  United  States  exchanged  visits  with  the  presidents 
3se  republics.  Good  relations  and  mutual  confidence  became  firmly 
[ished. 

lerica's  leadership  in  the  field  of  international  finance  was  undis- 
L  Americanization  and  American  methods  were  the  goal  of  every 
n  across  the  Atlantic  and  south  of  the  Rio  Grande.  The  United 
s  abounded  in  experts  in  practically  every  field  of  endeavor  and  was 
I  times  ready  to  *^end"  those  American  wizards  of  economics  and 
:e  to  whomever  was  anxious  to  borrow  them.  Of  course,  each  time  an 
-t  was  dispatched  to  a  foreign  land,  the  American  investing  public 
1  to  be  prepared  for  a  loan  to  that  country.  The  expert's  advice  was 
•iably  followed  or  accompanied  by  the  flotation  of  issues  on  behalf 
e  nations  whom  he  had  been  called  upon  to  advise, 
ch  state  of  blissfulness  obtained  as  long  as  American  bankers  were 
ig  to  underwrite  foreign  issues  or,  rather,  as  long  as  the  American 
ting  public  was  willing  to  absorb  them. 

len,  suddenly  and  without  warning,  the  fountain  of  credit  dried  up. 
Mew  York  foreign  bond  market,  expensively  organized  through  years 
[ucational  campaigns,  collapsed.  Underwriting  houses,  investment 
orations,  and  foreign  bond  brokers,  abandoned  their  bond  depart- 
5,  in  order  to  devote  all  of  their  time  to  a  stock  market  orgy  which 
1  seventeen  months. 

itin  America  was  bewildered  by  this  changed  situation,  which  New 
:  bankers  were  finding  difficult  to  explain.  Relations  were  still  good, 
here  was  an  undercurrent  of  resentment,  particularly  on  the  part  of 
rnments  with  unfinished  roads  and  public  works  for  which  funds  were 
illy  promised,  subject  to  market  conditions.  It  cannot  be  said  that 
?  is  good  understanding  when  one  of  the  parties  does  not  understand, 
lemployment  set  in.  Demand  for  native  products  decreased.  Gov- 
ents  were  found  wanting  because  they  could  no  longer  keep  promises, 
ontent  grew,  and  so  did  the  desire  to  change  conditions  through 
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revolutions — ^a  method  which,  on  the  whole,  had  lain  dormant  for 
It  was  discovered,  however,  that  a  mere  change  in  government  cannot 
ter  appreciably  the  price  of  copper  and  tin,  of  silver  and  nitrate,  of 
and  sugar.  The  governmental  treasuries  were  empty;  trade  was 
reserve  ratios  dwindled ;  and  the  inevitable  happened — suspoision  of  p^ 
ment  on  contractual  obligations. 

The  age-old  theory  was  revised :  South  and  Central  American  coafltii 
have  little,  if  any,  regard  for  the  rights  and  privileges  of  creditors.  Nol 
ing  can  be  further  from  the  truth.  Integrity  and  honesty  are  not  the  N 
property  of  certain  nations.  Our  southern  neighbors  are  inherently  i 
honest  as  our  Anglo-Saxon  cousins,  or  our  Far  Eastern  friends.  H 
fault  is  at  least  as  much  the  lender's  as  it  is  the  borrower's. 

To  begin  with,  we  almost  went  out  of  our  way  to  finance  Latin  Ana 
can  projects.  No  loan  was  turned  down  so  long  as  we  felt  that  itiM 
be  absorbed  by  the  American  investing  public.  It  is  indeed  amaiingtoM 
that,  in  spite  of  the  unparalleled  demand  for  foreign  issues  dnrinf  dl 
period  1924-29,  not  a  single  loan  was  sold  to  the  American  pubBc  m 
behalf  of  a  non-existent  foreign  government.  Any  one  familiar  witk  W 
state  of  our  bond  market  at  that  time  knows  how  easy  it  would  ha^bi* 
to  place  successfully  even  bonds  of  such  category.  ^ 

The  result  was  that  nations  were  permitted  to  accumulate  a  dd)t  *■ 
beyond  their  capacity  to  meet.  Many  of  our  bankers,  rdativdj  ne*  ■ 
the  field,  had  cultivated  a  peculiar  idea  about  Latin  America.  TheyV^ 
inclined  to  look  upon  financial  transactions  with  most  of  our  nei^ib^ 
as  hazardous  and,  consequently,  decided  to  have  the  supposed  risk  oP' 
by  the  onerous  terms  imposed.  In  this  connection,  it  may  be  of  intel^ 
to  quote  from  a  statement  made  by  one  of  South  America's  most  fi 
tinguished  statesmen,  Doctor  Augustin  Edwards  of  Santiago,  anoit  v 
sale  to  an  American  group  of  a  Bolivian  loan,  ^^oans,"  said  DocH 
Edwards,  **are  made  to  countries  in  which  the  financial  and  economic  ofH 
dition  and  the  governments  offer  reasonable  guarantee  of  repaymel 
Capitalists  are  not  obliged  to  extend  credit  to  those  who  do  not  offer  SM 
guarantees.  But,  beyond  this,  it  is  not  safe  to  go."  American  bankers  d 
go  beyond  this  and  it  has  proved  distinctly  unsafe,  not  so  much  for  tho 
as  for  those  of  the  American  investing  public  who  had  been  prevail 
upon  to  purchase  those  bonds. 

The  default  on  the  part  of  South  American  republics,  regardless 
who  may  be  responsible,  has  doubtless  dealt  a  severe  blow  to  the  crec 
standing  of  these  countries  in  the  financial  markets  of  the  world.  Fear 
the  part  of  investors,  due  largely  to  paucity  of  information,  tli 
countries  which  have  not  as  yet  defaulted  might  emulate  their  neighboi 
has  aggravated  an  already  complicated  problem.  It  is  for  these  m 
similar  reasons  that  we  often  encounter  the  most  unusual  spectacle 
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I  Soutii  American  issues,  the  service  on  which  continues  to  be  met, 
t  prices  which  are  not  appreciably  above  the  coupons  which  they 
We  witness  third  lien  bonds  selling  substantially  in  excess  of  first 
ftsues ;  and  bonds  with  higher  interest  rates  selling  considerably  be- 
isues  with  lower  rates,  ceteris  paribus. 

ich  is  the  irretrievable  penalty  a  nation  is  obliged  to  pay  for  the  col- 
I  of  its  credit.  And,  since  credit  is  one  of  the  underlying  factors  in  a 
m's  commerce,  the  trade  of  the  country  in  question  with  its  neighbors 
suffers  considerably. 

Iven  in  1980,  which  was  admittedly  one  of  the  most  trying  years  in  the 
ibmic  history  of  Latin  America,  our  total  commerce  with  our  southern 
^bors  showed  a  gain  over  the  1918  figures  of  more  than  78  per  cent, 
1  compares  with  a  gain  in  our  own  total  trade  over  the  pre-war  figure 
iboot  68.6  per  cent. 

Careful  and  unprejudiced  analysis  of  our  relations  with  our  southern 
f^n  reveals  that  the  United  States  banker  was  not  always  extending 
1  for  purely  selfish  reasons,  or  because  he  was  anxious  to  further  an 
perialistic  scheme  evolved  to  subjugate  all  of  Latin  America. 
Hie  United  States  banker  and  business  man  are  fully  cognizant  of  the 
^ance  which  Latin  America,  with  its  110,000,000  people,  has  for 
r  own  country.  Although,  culturally,  Europe  has  meant  and  might  pos- 
Ij  continue  to  mean  more  to  us,  commercially,  Latin  America  has  as- 
Md  greater  prominence. 

IRthin  the  past  fifty  years,  our  trade  with  Latin  America  has  increased 
M  seven  times ;  whereas  our  trade  with  Europe  has,  in  the  same 
iod,  advanced  less  than  three  and  one-half  times.  Moreover,  our  com- 
ce  with  Latin  America  has  shown  an  even  more  impressive  growth  than 
total  trade  of  the  United  States,  which  increased  slightly  more  than 
imes  during  the  period  1880-1980. 

any  are  the  disappointments  to  which  our  bankers  for,  and  investors 
atin  American  countries  have  been  subjected,  and  even  more  numer- 
ire  the  disappointments  of  American  holders  of  Latin  American 
B.  But  large,  too,  is  the  number  of  mistakes  which  have  characterized 
B  past  our  foreign  loan  policy  in  general,  and  our  Latin  American 
policy  in  particular,  and  for  which  the  irretrievable  penalty  is  now 
exacted  in  the  form  of  defaults  and  suspensions  of  payment, 
vertheless,  the  importance  of  Latin  America  to  the  United  States 
uture  market  for  our  manufactured  goods,  cannot  be  disputed.  Why 
*  not,  therefore,  concentrate  our  efforts  to  the  end  that  our  com- 
i  with  Latin  America,  amounting  to  $1,600,000,000  yearly,  be  at 
maintained,  and  that  it  be  not  lost  to  us  at  a  time  when  we  most 
it? 
ith  approximately  $6,000,000,000  of  American  capital  invested  in 
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Latin  American  securities  and  enterprises,  it  is  no  longer  a  qi 
whether  such  investments  should  or  should  not  have  been  made 
question  is  by  $6,000,000,000  too  late.  We  are  in  Latin  America  1 
extent  and  it  is  incumbent  upon  us,  or  those  of  us  who  are  charge 
the  guidance  of  the  economic  policies  of  the  Atnerican  people,  to  si 
that  adequate  protection  is  given  to  what  has  already  been  staked  ii 


(A«  of  January 

Latin  America^ 
1, 1981) 

Direct 

investments 

Portfolio 
investments* 

Total 
investmc 

Argentina 

$    858,869,000 

61,619,000 

222,498,000 

296,785,000 

128,994,000 

11,777,000 

12,615,000 

126,580,250 

27,904,000 

240,808,850 

$    517,800,800 

61,104,000 

401,424,000 

811,867,000 

184,402,800 

10,726,000 

150,000 

102,881,000 

81,977,300 

$    871,16! 

Bolivia 

122,72: 

BrazU 

628,92! 

Chile 

607,10! 

Colombia 

808,S9( 

Ecuador 

22,50 

Paramiav 

12,76 

Peru 

229,41 

Uruiniay 

109,88 

Venezuela 

240,80 

Total  South  America 

CoataRica 

$1,476,850,900 

$      22,166,000 
69,979,000 
71,485,000 
18,002,000 
29,466,000 
28,584,000 
1,014,444,500 
14,191,000 
725,048,900 
69,822,000 

60,000,000 

$1,671,832,900 

$        9,400,000 

4,775,000 

1,250,000 

1,646,700 

14,580,300 

19,866,000 

206,820,500 

16,015,000 

145,796,800 

19,684,000 

$3,148,68 
$      81,56 

CviiAtemala 

74,75 

Honduras 

72,7a 

Nicaragua 

14,64! 

Salvador 

4S.MI 

Panama. .......    ... 

48,451 

Cuba 

1,220,76 

Haiti 

80,20 

M«!Tico 

870,84< 

Dominican  Republic 

Miacellaneoufl  Latin  Amei^ 
icat 

89,00 
60,0M 

Total 

$2,117,683,400 
$3,594,534,800 

$    439,283,800 
$2,111,116,700 

$2,556, 96< 

Grand  Total 

$5,705,651 

*  Includes  internal  bonds. 

t  Includes  the  Guianas»  Jamaica,  and  other  West  Indies. 

^  The  estimates  of  American  investments  in  Latin  America  have  been  prepi 
the  writer. 

The  reasons  for  the  discrepancy  between  these  figures  and  those  presented 
Department  of  Commerce  are  presented  in  a  special  study  on  ''A  New  Estio 
American  Investments  Abroad'^  prepared  by  the  Department.  These  reasons  i 
among  others,  the  elimination  by  the  Department  of  American  investments  in 
ligations  of  the  Mexican  Government,  its  various  political  subdivisions,  as  we] 
Mexican  railways,  advancing  as  a  reason  for  the  elimination  the  prevailing  low 
tion  of  Mexican  securities  and  the  resultant  difficulty  to  determine  their  true  val 

It  is  obviously  difficult  to  subscribe  unqualifiedly  to  such  argpmients.  After 
investment  of  American  capital  cannot  be  determined  on  the  basis  of  the  liqu 
value  at  the  time  the  computation  is  made,  but  must  be  based  upon  the  actual  i 
invested  in  any  given  situation.  If  market  values  are  chosen,  it  will  become  ne< 
to  revise  American  capital  investments  abroad  every  time  the  quotation  of  the  ^ 
foreign  securities  hela  in  this  country  will  undergo  changes. 
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ca,  and  that  proper  care  is  exercised  in  whatever  investments  we 
lake  in  the  future. 

s  could  best  be  accomplished  through  an  unbiased  and  impartial 
Ty  whose  activities  would  be  directed  by  men  of  experience  in  in- 
ional  affairs  and  of  sufficiently  high  standing  to  command  the  re- 
)f  the  community.  And,  while  it  is  true  that  such  an  agency  might 
ime  to  time  find  itself  opposed  to  interests  anxious  to  finance  Latin 
can  or  foreign  projects  in  general,  largely  because  of  the  profits 


UmiikdScat 


-Latdt  Ambbica  TsLkim  and  Jjsmmrmmim^ 


1880         1018         1880 
(In  miUknis  ol  doDan) 


IncTCMe 
Over  lit         Over 
YmoA  1818 


.S.  o^Kuii 

toEinope 

.%or  total 

to  Latin  America 

%or  total 

.S.iiim(nrts 

ixdii  Europe.  .....••. 

%of  total 

ftom  Latin  America. . . 

i%or  total 

.8.  trade 

ith  Europe 

%ci  total 

ith  Latin  America 

%  of  total 

S.  inveetments  alnroad. 
ents  in  Europe 

%cl  total 

entfl  in  Latin  America. . 

%<rf  total 


877 
888 

88.01 

88 

8.87 

498 

848 

50.80 
188 

81.44 

1,170 
810 

89.83 
818 

18.81 
800 
180 

60.00 
50 

85.00 


8,481 
1,500 
80.88 

861 
14.58 
1,788 

865 
49.75 

481 
87.66 
4,888 
8,865 
56.00 

848 
19.94 
8,685 

850 
18.83 
1,800 
49.58 


8,848 
1,888 
«7.88 

680 
17.69 
8,061 

809 
89.70 

781 
85.51 
6,904 
8,7*7 
89.79 
1,461 
81.16 
17,588 
5,607 
81.98 
5,706 
88.55 


467.65 
887.04 


1,078.41 


580.89 
866.58 


408.87 


490.06 
889.18 


585.91 


8,664.00 
4,578,50 


11,818.00 


54.71 
88.58 

soIto 

76.M 
4.04 

88!87 

68.'48 
16.15 

Tsisi 

687.56 
1,508.00 

sss.'m 


ide  figures  repreaent  annual  average  for  period  preceding  1880. 


ig  from  such  undertakmg,  It  could  to  advantage  adopt  as  its 
the  Latin  words,  Oderini,  dum  mutuant  (let  them  dislike  us,  as 
( they  respect  us). 


Papke  bt  W.  W.  CnmsmiAXB 
Wdlmfftam  and  Compamg,  New  York  CUp 

To  confine  discussion  within  workable  limits,  investments  of  the  Unit 
States  in  Latin  America  will  merdy  be  summarised,  and  policies  of  t 
United  States  and  its  dtisens,  so  far  as  they  impinge  on  those  in?a 
ments,  will  receive  principal  attention.^ 

There  are,  of  course,  no  exact  computations  of  American  investma 
in  Latin  America.  All  so-called  statistics  are  estimates.  ProbaUy  as  i 
curate  a  guess  as  may  be  offered  is  that  slightly  less  than  six  billion  dolhi 
of  American  capital  have  gone  to  Latin  America.  Great  Britain  b 
furnished  approximately  an  equal  amount.  These  two  countries  are  I 
lieved  to  account  for  about  three-fourths  of  total  foreign  capital  in  Lai 
America. 

Lnperialism  for  its  own  sake  and  dollar  diplomacy  in  defense  of  t 
Panama  Canal  have  frequently  been  put  forward  as  motives  for  the  ra| 
growth  of  financial  power  by  the  United  States  in  Latin  America.  Lai 
amounts  of  capital  do  not  go  into  a  given  country  because  a  certain  • 
retary  of  state  has  aspirations  toward  greater  political  influence  in  il 
country  nor  do  American  dollars  concern  themselves  with  strategic  c< 
siderations  involved  in  the  Panama  Canal.  However,  when  treaties  exi 
as  between  the  United  States  and  Cuba,  the  flow  of  capital  is  influeno 
and  more  American  capital  was  undoubtedly  embarked  in  Cuba  than  if 
treaty  relationship  had  been  in  effect. 

American  investments  take  two  principal  forms:  (a)  loans  to  coiti 
provincial,  and  municipal  governments,  which  have  amounted  to  abc 
$2,500,000,000;  and  (b)  direct  investments  in  agricultural,  minii 
manufacturing,  and  commercial  enterprises,  in  which  $8,600,000,000 1 
Latin  American  policies.  In  sequence  after  Mexico  and  Cuba,  came  I 
been  committed. 

By  the  close  of  1929  about  $2,800,000,000  of  American  capital  li 

been  sent  to  South  America  and  $8,800,000,000  to  Mexico,  Cent 

America,  and  the  West  Indies.  In  order  of  importance,  it  is  found  tl 

approximately  $1,600,000,000  had  been  invested  in  Mexico,  with 

equivalent  amount  in  Cuba.  Therefore  these  two  countries  had  absorl 

more  than  half  of  our  total  Latin  American  investments.  This  in  lai 

part  explains  the  prominence  of  these  countries  in  connection  with  c 

gentina,  Brazil,  Chile,  Colombia,  Venezuela,  Peru,  and  Bolivia,  in  tl 

order,  as  important  locations  of  American  investments.  Conunitments 

these  countries  range  from  $600,000,000  to  $186,000,000.  A  point  tl 

*Few  generalisations  are  applicable  to  all  sections  of  the  United  States.  Tliii 
even  more  true  of  Latin  America,  for  the  diversity  of  race,  geography,  soda!  orgi 
lation,  and  economic  circumstances  is  so  striking  that  differences  are  freqnei 
more  important  than  similarities.  Yet  the  term  **Latin  America"  wiU  have  to 
utUiMedt  while  recognising  that  it  has  inherent  defects. 
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should  be  noted  is  that  American  financial  interests  in  the  Caribbean  are 
of  minor  importance,  except  in  the  case  of  Mexico  and  Cuba. 

Classification  of  direct  investments,  as  contrasted  with  loans  to  govem- 
Bcnts,  shows  that  mining  and  smelting  take  first  place  with  nominal  value 
of  more  than  $700,000,000 ;  second  comes  sugar  with  some  $660,000,000 ; 
transportation  and  communications  involve  almost  $600,000,000;  and 
petroleum  producing  and  refining  follow  with  more  than  $500,000,000. 
Direct  investments  have  been  made  by  approximately  1,200  American  or- 
ginizations. 

These  direct  investments  are  distributed  geographically  as  follows : 

Cuba  and  the  West  Indies $1,064,000,000 

Mexico  and  Central  America 917,000,000 

South  America 1,548,000,000 

Cuba  leads  with  $919,000,000,  followed  by  Mexico  with  $688,000,000. 
What  the  value  of  the  six  billion  dollar  American  investment  in  Latin 
Anerica  may  be  at  the  present  time  cannot  be  determined  mathematically, 
but  bonds  of  most  central  governments,  provinces,  and  municipalities  are 
low  selling  on  a  basis  of  actual  or  probable  default;  sugar,  mining,  and 
cil  companies  are  operating  at  a  deficit  or  at  unsatisfactory  margins  of 
profit,  with  corresponding  prices  for  their  securities;  losses  of  both 
eipital  and  income  in  connection  with  the  National  Railways  of  Mexico 
and  the  Mexican  activities  of  the  Southern  Pacific  Railway  Company  re- 
quire no  elaboration.  Certainly  American  investments  in  Latin  America 
could  not  be  sold  for  thirty-three  cents  on  each  dollar ;  probably  twenty- 
ife  cents  is  an  adequate  estimate. 

From  the  point  of  view  of  investment  technique,  moreover,  our  finan- 
\  Oil  commitments  in  Latin  America  represent  obtuseness  rather  than 
ittateness.  Loans  to  governments,  which  should  carry  a  high  degree  of 
lafety,  have  involved  almost  as  much  loss  to  the  investor  as  commercial 
eooimitments  and  afford  no  opportunity  for  business  profits.  Although 
Aort  memories  are  characteristic  of  the  financial  community,  sales  of 
Latin  American  securities  in  the  United  States  will  probably  remain 
K^igible  until  business  revival  again  causes  pressure  on  the  outlet  for 
eipital  funds.  This  is  well  illustrated  by  the  fact  that  during  1981  to  date 
Latin  American  loans  fioated  in  the  United  States  amounted  to  only 
(2,000,000,  as  compared  with  $410,000,000  in  1980. 

Perhaps  the  clearest  concept  of  what  has  recently  occurred  in  Latin 
America  may  be  had  from  a  comparison  with  events  in  the  United  States 
Around  1887.  At  that  time  great  enthusiasm  was  aroused  for  the  building 
of  highways,  canals,  and  railroads,  and  for  the  establishment  of  banks 
Hul  commercial  enterprises.  Imagination  far  outstripped  organization. 
:  Improvements  which  would  have  been  valuable  if  economically  constructed 
^ere  not  correlated  with  financiai  capacity  of  the  population  nor  wi\ii  ^e 
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business  structure  availaUe  for  their  operation.  Hence  capital,  idiid 
was  embarked  as  freely  for  those  times  as  has  recently  been  the  casewid 
American  capital  seeking  foreign  investments,  was  in  large  meaaore  lost 

While  Latin  America  is  comparatiyely  undeveloped,  it  does  not  foDoi 
that  practically  unlimited  amounts  of  capital  can  be  absorbed  within  i 
short  time  and  yield  satisfactory  interest.  Even  the  principal  may  k 
jeopardized.  This  point  of  view  is  emphasized  by  recalling  that  Lata 
America  can  hardly  be  considered  as  an  area  of  frontier  developmcB^ 
as  was  the  case  in  the  United  States  between  the  War  of  1812  and  ik 
Civil  War.  Many  of  the  settlements  of  Latin  America  antedate  those  a 
the  United  States.  If  the  aggregate  of  conditions  warranted  econonii 
growth  comparable  to  that  in  the  United  States,  such  growth  would  nsl 
have  been  largely  absent  until  the  United  States  happened  to  have  sorpta 
capital  and  foreign  investments  became  fashionable. 

If  the  natural  resources  of  Latin  America  possessed  the  conunercis 
value  which  loan  prospectuses  were  accustomed  to  portray,  they  wodb 
have  been  at  least  partially  developed  by  private  capital,  either  local  a 
foreign,  and  loans  to  governments  for  their  utilization  would  have  bea 
unnecessary.  Suspicion  rather  than  confidence  should  have  been  areata 
because  governments  were  attempting  to  borrow  for  projects  whid 
private  capital  had  found  unattractive.  Admitting  that  postponenua 
of  many  projects  would  have  occurred  if  the  government  had  not  intfl 
fered,  events  have  demonstrated  that  such  projects  were  premature  in  111 
sense  that  they  could  not  support  the  capital  charges  for  their  devdo| 
ment. 

Why  did  American  underwriting  houses  bring  out  hundreds  of  millkM 
of  dollars  of  Latin  American  securities  which  are  now  in  distress;  wh^ 
did  the  American  public  buy  these  securities ;  why  did  Latin  Ameriesi 
governments  overborrow;  why  did  American  business  men  make  dine 
investments  in  Latin  America  upon  which  enormous  losses  have  been  ii 
curred?  No  simple  formula  can  be  suggested  in  answer  to  such  queria 
These  phenomena  were  part  of  the  war  and  post-war  hysteria  which  Mf 
peared  in  almost  every  direction  and  should  therefore  be  considered  fnM 
the  chastened  point  of  view  of  profiting  from  painful  experience  rathfl 
than  from  that  of  attempting  to  discover  scapegoats. 

In  their  importunate  zeal  to  purchase  bonds  of  all  categories  of  Lata 
American  political  divisions,  American  financial  houses  were  by  no  meiri 
guiltless.  Many  of  them  were  represented  by  incompetent  agents,  witk 
little  experience  in  financial  matters  of  any  kind  and  with  casual  knoft^ 
edge  or  none  at  all  of  Latin  American  conditions.  These  agents  were  x0. 
fitted  to  act  in  a  responsible  fiduciary  capacity  for  determining  <U 
channels  into  which  American  savings  should  flow.  ' 

A  few  of  the  most  obvious  shortcomings  of  underwriting  houses  iril 
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mentioned.  In  some  instances  a  true  picture  of  the  budgets  of  the  bor- 
wing  countries  was  obscured  in  bankers'  prospectuses.  This  was  made 
issible  by  misleading  accounting  methods  which  were  in  use  by  several 
itin  American  governments,  and  which  were  often  well  known  to  the 
inkers  concerned  with  the  loans  but  not  explained  to  bond  buyers.  Ex- 
nples  of  incorrect  accounting  include  extraordinary  and  special  budg- 
s,  frequently  containing  items  which  should  appear  in  the  ordinary 
idget  and  thus  indicating  a  spurious  balance  in  the  regular  budget,  pe- 
ods  of  liquidation  and  various  other  devices  by  which  the  true  finan- 
al  position  of  the  government  was  not  revealed.  Loans  were  also  made 
»  countries  in  which  the  currency  was  either  precarious  or  worse.  As 
1  illustration,  a  study  of  the  currency  record  of  Brazil  for  a  century  is 
formative.  From  a  parity  which  may  be  designated  as  100  in  1821, 
urity  had  been  changed  four  times  by  1981  and  now  stands  at  12  per 
mt  of  the  original  figure,  with  actual  exchange  some  47  per  cent  below 
nninal  value.  Probably  no  loan  is  justified  to  a  government  which  has 
Ben  unable  to  maintain  its  currency  within  reasonable  limits  of  stability. 

In  certain  cases  the  debt  record  of  political  entities  whose  bonds  were 
>  be  distributed  has  not  been  correctly  stated;  in  others,  population, 
stnral  resources,  or  economic  conditions  have  been  distorted ;  in  others, 
Mms  have  been  announced  as  being  for  productive  purposes  and  the  pro- 
wds  promptly  squandered  in  armaments  or  otherwise  frittered  away ;  in 
thers,  secret  commissions  to  political  favorites  have  been  allowed,  exces- 
[fe  sums  have  been  retained  by  bankers  as  interest  or  sinking  fund  re- 
erves,  proper  interest  has  not  been  allowed  on  deposits  for  interest  or 
inking  fund,  or  onerous  conditions  in  connection  with  retiring  the  debt 
ftTe  been  imposed. 

Competition  among  American  bankers  for  Latin  American  loans,  many 
f  which  were  thoroughly  unsound  and  should  have  attracted  no  experi- 
nced  banker,  was  so  keen  that  instances  arose  where  twelve  or  fifteen  in- 
titations  would  be  squabbling  for  the  same  issue,  with  generously  paid 
igents,  on  virtually  unlimited  expense  accounts,  vying  with  each  other 
B  the  obsequiousness  of  their  fawning  upon  Latin  American  dignitaries 
dio  were  supposed,  often  incorrectly,  to  be  able  to  influence  the  course 
f  loan  negotiations.  When  an  underwriting  house  succeeded  in  obtaining 
given  piece  of  business,  it  had  to  fix  the  spread  between  the  price  paid 
)  the  borrower  and  that  at  which  the  bonds  were  offered  to  the  public 
» as  to  cover  costs  of  various  loans  which  had  been  sought  but  not  ob- 
lined.  Hence  both  the  Latin  American  borrower  and  the  American  bond 
irchaser  were  made  to  contribute  liberally  to  a  wasteful  travesty  from 
lich  neither  could  gain  any  possible  benefit.  Successful  competition  for 
ans  finally  resulted  in  the  dangerous  practice  of  purchasing  issues  at 
gher  prices  than  were  justified  by  the  credit  of  the  borrower  and  in 
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compromising  those  safeguards  which  should  have  been  provided  for  the 
lenders.  In  short,  this  competition  resulted  in  progressively  lets  attractbc 
and  less  safe  securities  being  offered  to  American  investors. 

Economists  probably  agree  that  investment  bonds  should  not  be 
treated  as  an  ordinary  article  of  merchandise,  like  automobiles  and  chev- 
ing  gum,  and  should  not  be  sold  by  competitive  advertising  and  personal 
solicitation.  Bonds  should  be  considered  as  a  receptacle  for  trust  fundii 
whether  the  individual  is  acting  as  trustee  for  his  own  savings  or  whetber 
this  function  is  being  performed  by  a  fiduciary.  Various  artifices  en* 
ployed  for  distributing  merchandise  are  out  of  place  when  applied  to  it- 
vestment  securities  and  should  be  discontinued. 

Although  this  appears  to  be  a  formidable  indictment  against  Americai 
bankers  and  their  methods — and  in  candor  it  must  be  admitted  tlial 
abuses  were  widespread — the  plane  of  integrity  upon  which  Americtt 
financial  commitments  in  Latin  America  were  made  since  the  war  was 
undoubtedly  higher  than  had  been  the  case  in  previous  periods  wha 
Latin  American  financing  was  prevalent.  In  the  earlier  periods  Britidi 
and  French  interests  had  been  dominant,  and  although  the  record  of  our 
own  bankers  is  sufficiently  unsatisfactory,  it  is  not  so  unsavory  as  thtt 
of  their  European  predecessors. 

One  of  the  recognized  prerogatives  of  the  so-called  man  in  the  street 
is  to  make  mistakes  and  then  attempt  to  shift  the  blame  to  others.  N« 
more  fertile  and  well-cultivated  field  for  mistakes  exists  than  in  how  to 
handle  money.  It  is  not  mere  cynicism  to  suggest  that  if  the  public  had 
not  purchased  inadequately  secured  Latin  American  bonds,  bad  as  thej 
have  proved  to  be,  it  would  have  bought  something  worse.  In  spite  of 
persuasive  protestations  by  bond  salesmen  that  obscure  cities  and  prov- 
inces and  central  governments  with  long  records  of  default  constituted 
excellent  credit  risks,  sober  analysis  would  have  demolished  these  blandisk- 
ments,  just  as  in  the  case  of  stocks  and  real  estate  which  also  sold  at 
exaggerated  levels.  Perhaps  the  ordinary  bond  buyer,  possessing  no  greil 
financial  technique,  should  not  be  blamed  for  his  gullibility,  greed,  or 
other  attribute  which  resulted  in  inducing  him  to  purchase  Latin  Ameri- 
can bonds  when  it  is  recalled  that  our  foremost  bankers  recently  fell  iott 
an  analogous  error,  and  for  the  same  reasons,  when  they  extended  excef* 
sive  short-term  credits  to  Europe.  Nevertheless,  we  may  pause  to  monxi 
the  fact  that  bond  buyers  who  consulted  their  banks  and  acted  in  ae* 
cordance  with  the  advice  of  banks  have  fared  about  as  badly  as  those  irin 
did  not  take  such  precautions.  Even  country  banks  were  large  bajcn 
of  Latin  American  bonds  on  the  recommendation  of  their  city  cone- 
spondents,  and  generous  holdings  of  such  bonds  constitute  one  of  till 
points  of  weakness  of  our  banking  situation. 

Persons  who  take  American  banks  to  task  for  their  Latin  America 
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nd  fiasco  should  in  fairness  include  those  who  purchased  the  bonds.  A 
yer  as  weQ  as  seller  was  required  to  complete  each  bond  transaction, 
d  failure  on  the  part  of  investors  to  exercise  ordinary  self-control  and 
od  judgment  cannot  be  condoned  any  more  than  can  those  shortcomings 
bankers  which  have  already  been  enumerated. 

Great  difficulty  would  be  encountered  in  discovering  important 
lounts  of  foreign  bonds  which  have  been  purchased  by  investors  because 
altruistic  feeling  toward  the  borrowing  country,  desire  to  promote 
ide,  or  ambition  to  obtain  political  advantage  in  such  country.  Each  of 
ise  motives  possesses  recognized  force,  but  their  effect  on  the  ordinary 
oerican  citizen  is  probably  inconclusive  in  influencing  the  purchase  of 
specific  foreign  bond.  Unless  the  buyer  is  convinced  that  such  bond  af- 
rds  security  of  capital  and  attractiveness  of  yield  equivalent  to  or  bet- 
r  than  other  competitive  offers,  no  sale  will  be  effected. 
Perhaps  ignorance  that  more  favorable  financial  opportunities  may  be 
md  in  other  directions  has/resulted  in  the  purchase  of  bonds  of  a  given 
ontry  by  nationals  of  that  country  who  live  in  the  United  States.  But 
is  is  beyond  the  scope  of  ordinary  finance. 

In  the  absence  of  war,  flood,  hurricane,  or  some  other  compelling  force 
an  unusual  character,  there  is  no  way  to  coerce  a  political  entity  into 
rrowing  money.  Borrowing  is  an  act  of  free  will,  and  Latin  American 
vemments  which  now  whine  about  being  cajoled  into  overborrowing 
ike  about  as  convincing  an  argument  as  did  Adam  when  he  explained 
at  he  was  seduced  by  Eve.  Even  this  does  not  tell  the  whole  story.  Latin 
nerican  officials  swarmed  to  the  financial  district  of  New  York.  They 
eded  no  urging.  There  was  little  overpersuasion ;  in  fact  they  had  to  be 
aght  off.  To  be  sure,  these  same  Latin  American  officials  now  assiune  an 
jured  air  and  intimate  that  their  innocence  was  betrayed  by  sophisti- 
ted  bankers.  Inasmuch  as  Latin  America  got  the  money  and  apparently 
considerable  part  will  not  be  repaid,  an  equal  case  might  be  made  that 
nerican  bankers  and  their  clients  were  the  victims  of  Latin  American 
btlety. 

Another  curious  attitude  on  the  part  of  a  few  Latin  Americans  is  an 
'  of  injury  and  reproach  that  American  bondholders  are  so  materialis- 
and  avaricious  as  to  wish  to  be  repaid  those  sums  which  they  lent  in 
t>d  faith.  Instead  of  gratitude  that  substantial  improvements  which 
?y  now  enjoy  were  made  possible  by  savings  accumulated  in  the  United 
ates  and  lent  to  them,  they  berate  us  on  the  one  hand  for  loading  them 
wn  with  debt  and  on  the  other  for  refusing  to  extend  further  credits.  So 
ain  the  maxim  is  demonstrated  that  the  creditor  is  popular  when  he 
ds  and  unpopular  when  he  collects.  In  the  present  case,  however,  even 
en  the  loans  were  made  we  did  not  create  much  good  will  among  those 
o  were  receiving  capital  which  their  credit  did  not  justify. 
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Customs  revenues  play  a  far  more  important  part  in  the  fiscal  scbeDK 
of  Latin  America  than  in  that  of  the  United  States,  and  in  general  tbii 
overemphasis  of  customs  constitutes  a  fundamental  weakness  in  finamriil 
structure.  Foreign  loans  have  a  prompt  and  pervasive  influence  on  eui- 
toms  receipts,  as  such  loans  are  almost  certain  to  result  in  stinnilatioB  d 
iinports.  Finance  ministers  in  Latin  America  are  notoriously  optiniis&, 
and  little  provocation  is  required  to  convince  them  that  any  improvement 
in  customs  revenues,  no  matter  how  abnormal  in  character,  merely  repre- 
sents merited  and  permanent  increase  in  revenues.  Hence  budgetary  sad 
loan  policies  are  proportionately  adjusted  upward.  Cessation  of  louu  ii 
rapidly  reflected  in  shrinking  customs  revenues,  with  the  frequent  accom 
paniment  of  budgetary  deficits  and  defaults  on  foreign  loans. 

In  the  light  of  our  present  unhappy  condition  there  is  no  escape  frai 
the  conclusion  that  both  the  bankers  who  brought  out  Latin  Americsi 
bonds,  the  investors,  speculators  rather,  who  bought  those  bonds  and  tb 
governments  which  contracted  the  loans  were  all  at  fault.  There  was  mon 
bad  judgment  than  bad  faith.  Assessment  of  blame  is  only  useful  in  avoid 
ing  mistakes  for  the  future.  A  few  precepts  which  clearly  emerge  are  tha 
bankers  should  not  sell  bonds  without  reference  to  quality,  merely  be 
cause  uninformed  purchasers  can  be  found,  that  investors  should  no 
disregard  the  teachings  of  past  financial  experience  in  regard  to  unuia 
ally  liberal  yields  on  capital  or  else  be  prepared  to  take  their  losses  with 
out  whimpering,  and  that  overborrowing  may  be  as  disastrous  to  th 
borrower  as  to  the  lender.  Credit  is  a  sufficiently  useful  instrumentafit 
that  it  should  not 'be  mistreated,  either  by  borrowers,  investors,  or  banl 
ers. 

Much  discussion  has  arisen  as  to  whether  American  bankers  shonl 
insist  that  loans  to  Latin  America  should  be  used  only  for  product!? 
purposes.  Aside  from  the  impossibility  of  reaching  any  general  agrei 
ment  on  the  definition  of  'productive,"  it  does  not  follow  that  so-caDe 
constructive  loans  are  always  safe  loans.  For  example,  construction  of 
highway  would  probably  be  considered  a  productive  purpose,  but  if  th 
enterprise  has  inadequate  economic  justification,  either  direct  or  indirect 
the  wealth  and  income  of  a  government  which  might  float  a  loan  to  buil 
such  road  would  be  diminished  rather  than  increased. 

Attempts  to  require  borrowed  capital  to  be  used  exclusivdy  for  pro 
ductive  purposes  can  also  be  rendered  futile  by  any  government  whid 
wishes  to  waste  public  funds.  Projects  are  selected  which  will  meet  so 
called  productive  requirements  of  foreign  bankers,  and  these  are  finanoa 
from  the  proceeds  of  loans,  whereas  they  frequently  should  be  included  ii 
the  ordinary  budget.  Meanwhile,  budgetary  funds  are  diverted  to  tho«i 
extravagant  purposes  which  represent  the  real  objective  of  borrowing. 

American  lenders  should  look  to  security  for  their  funds  and  miniim« 
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considerations.  Neither  from  the  points  of  view  of  finance  nor  of 
Eitional  comity  should  American  bankers  or  investors  permit  a  loan 
ge  on  what  becomes  of  the  proceeds,  provided  budget,  currency, 
ecord,  political  organization,  and  other  factors  are  satisfactory, 
^rent  course  represents  offensive  meddling  in  affairs  not  our  busi- 
nrhile  productive  use  of  loan  funds  is  desirable,  if  the  borrower's 
is  so  tenuous  that  it  is  necessary  to  impute  "productive  purpose"  to 
in  order  to  make  it  saleable,  that  loan  is  lacking  in  important  f  ac- 
F  security. 

»ther  defect  in  our  loan  policy  toward  Latin  American  governments 
en  to  provide  funds  for  numerous  purposes  which  could  best  be  left 
ividual  initiative.  Extravagance  in  construction,  location  of  public 
so  as  to  benefit  particular  private  properties,  uneconomic  projects 
expense  of  the  public  treasury,  and  similar  abuses  have  flourished 
in  America.  Even  admitting  that  the  development  of  certain  areas 
cific  natural  resources  might  have  been  delayed,  there  is  little  doubt 
hose  projects  which  had  to  depend  on  local  capital  are  better 
id  and  more  economically  constructed  and  avoid  the  serious  burden 
ing  to  meet  foreign  payments  of  interest  and  principal.  One  of  the 
lies  of  heavy  borrowing  abroad  is  that  the  domestic  economy  may 
o  be  organized  to  the  disadvantage  of  national  interests  in  order 
ain  foreign  exchange  for  meeting  debt  service.  Presumably  economic 
bt  has  passed  beyond  the  more  crude  forms  of  mercantilism  and  no 

believes  that  a  country  must  export  in  order  to  be  prosperous, 
is  no  doubt,  however,  that  foreign  loans  necessitate  the  exportation 
ds  or  services  although  capital,  labor,  and  enterprise  might  be  more 
ibly  devoted  to  the  home  market.  This  constitutes  one  of  the  most 
ing  economic  reasons  for  questioning  the  desirability  of  foreign 
as  such. 

eral  Latin  American  republics  which  have  defaulted  on  their  for- 
)ans  have  had  serious  currency  or  exchange  problems.  Default  in 
;as€8  has  been  about  as  much  due  to  difficulty  in  obtaining  exchange 
insufficient  governmental  revenues.  Hence  loans  should  be  refused 
se  countries  which  have  shown  inability  to  handle  their  currencies 
erly  fashion  and  to  those  whose  economic  structure  is  such  as  to 

doubt  concerning  the  availability  of  ample  foreign  exchange  to 
oan  requirements. 

eign  loans  to  backward  countries  are  often  open  to  question,  even 
irposes  which  might  be  agreed  upon  as  productive.  When  capital 
?en  borrowed,  interest  begins  to  accrue  and  there  is  pressure  for 
expenditure  of  loan  proceeds.  This  either  results  in  the  adoption  of 
:ure  plans  or  extravagant  expenditure  by  reason  of  haste.  Under 
ost  favorable  circumstances  losses  due  to  interest  accruals  on  \mr 
ded  loan  funds  are  considerable. 
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Foreign  loans  to  cover  budgetary  deficits  are  so  palpably  injodicio 
that  they  may  be  disregarded.  Service  on  loans  for  more  legitimate  pt 
poses  has  the  disadvantage  of  being  a  fixed  charge,  rather  than  one  whi 
expands  with  prosperity  and  contracts  in  times  of  adversity.  Accoi 
inglj)  the  relative  burden  increases  at  the  very  time  when  tax-payi 
ability  is  least.  No  difference  in  principle  exists  between  a  foreign  debt 
a  state  and  the  funded  debt  of  a  corporation.  Each  denotes  departt 
from  the  ideal  in  capital  structure. 

This  reasoning  would  seem  to  impose  rigid  restriction  on  borrowing 
Latin  American  governments.  Payment  for  public  improvements  out 
revenue  is  as  sound  a  principle  for  a  state  as  limiting  expenditures  to 
come  is  for  an  individual.  There  is  the  additional  advantage  that  duri 
times  of  prosperity  government  revenues  tend  to  increase,  and  un( 
careful  management  a  considerable  proportion  of  the  increase  can 
devoted  to  capital  expenditures.  When  revenues  shrink  during  depres8i< 
these  capital  expenditures  can  be  curtailed  or  eliminated  with  definite 
lief  to  the  budget  and  to  the  taxpayer.  A  further  refinement  of  this  p 
cedure  is  to  retain  part  of  excess  receipts  in  prosperous  times  and  ere 
a  fund  which  will  be  available  for  expenditures  during  periods  of  depi 
sion.  But  the  important  point  is  that  fixed  charges  within  the  budget  si 
be  retained  at  a  minimum,  and  this  is  the  antithesis  of  encouraging 
policy  of  creating  foreign  debt,  which  not  only  incurs  a  fixed  charge  1 
presumably  a  prior  charge. 

Examination  of  the  concept  that  debt  charges  have  first  claim  on  g 
emmental  income,  even  on  customs  receipts,  shows  that  such  concq> 
fallacious.  Loan  contracts  for  many  foreign  issues  recite  that  debt  sc 
ice  constitutes  a  first  charge  on  all  or  a  specified  portion  of  the  reven 
of  the  state.  Even  with  the  drastic  reduction  in  revenues  of  the  sevc 
Latin  American  political  entities,  there  is  no  case  in  which  revenues  do 
exceed  debt  charges.  This  fact  has  not  prevented  default.  Sdf-presei 
tion  is  as  much  a  law  of  governments  as  of  individuals.  Without  mi 
tenance  of  stable  government,  revenues  cannot  be  collected,  and  the  c 
ditions  in  which  individuals  can  carry  on  economic  activity,  which  fo: 
the  basis  of  tax-paying  ability,  might  well  disappear.  It  is  of  little  a^ 
therefore,  that  under  favorable  or  even  normal  circumstances  the  ser 
of  a  given  loan  may  be  covered  three  or  more  times  by  revenues  pled 
to  such  loan,  unless  an  adequate  sum  over  and  above  debt  charges  is  av 
able  for  maintaining  the  government  as  a  going  concern  during  period 
unfavorable  income.  For  there  is  nothing  more  certain  than  that  the  g 
emment  will  retain  at  least  as  much  of  its  revenues  as  may  be  necess 
for  minimum  operating  expenses,  no  matter  what  may  be  the  tenoi 
loan  contracts.  Armed  intervention  or  other  form  of  pressure  can 
alter  this  situation,  as  an  orderly  economic  and  political  organizatio 
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scessary  for  the  creation  of  those  revenues  out  of  which  debt  service  can 
lone  be  met. 

Hypothecation  of  revenues  in  connection  with  foreign  loans  affords 
eedless  protection  during  periods  of  prosperity  and  is  no  complete  de- 
snse  in  case  of  adversity.  The  practice  is  also  obnoxious  to  national 
ride.  Little  advantage  except  in  working  out  priorities  and  ratios  of 
ettlement  in  case  of  default  on  loans  can  be  claimed  for  revenue  pledges. 
iOans  which  have  to  be  buttressed  with  pledges  of  revenue  have  too  many 
isadvantages  and  weaknesses  to  be  regarded  as  attractive. 

Hence  a  new  principle  for  evaluating  proposed  foreign  loans  may  be 
onnulated.  Instead  of  computing  the  number  of  times  by  which  total 
e?enues  cover  debt  charges,  calculation  should  be  attempted  of  minimum 
mDs  which  are  necessary  to  maintain  the  government  as  a  going  concern, 
rith  correlation  of  this  amount  with  the  lowest  revenues  which  are  likely 
0  be  collected  in  a  year  of  depression.  If  such  revenues  are  greater  than 
fimimum  requirements  for  operating  the  government,  the  difference  can 
afely  be  applied  to  service  of  foreign  loans.  There  is  hardly  need  for 
xnnmenting  on  how  widely  this  procedure  differs  from  the  method  for 
letermining  safety  applied  to  most  Latin  American  bonds  marketed  in 
he  United  States. 

Many  government  bonds  have  recently  gone  into  default  or  are  in 
langer  of  default  because  of  shrinking  revenues  or  exchange  difficulties. 
Rhen  loans  have  been  outstanding  for  several  years,  amortization  pay- 
Qoents  constitute  an  important  proportion  of  total  debt  service  and  in 
dme  exceed  interest  requirements.  This  affords  a  possibility  of  establish- 
ing effective  safeguards  for  the  loan.  Loan  contracts  should  require  that 
then  government  receipts  are  In  excess  of  specific  sums  agreed  upon  as 
Donnal,  certain  percentages  shall  be  devoted  to  supplementary  amortiza- 
tion of  debt  and  that  amortization  may  be  reduced  or  suspended  accord- 
ing to  a  scedule  if  revenues  fall  below  normal.  Numerous  defaults  could 
have  been  avoided  by  adoption  of  this  device.  Another  method  of  apply- 
ing this  principle  would  be  that  in  prosperous  times  the  government  would 
be  required  to  deposit  definite  percentages  of  revenues  in  excess  of  nor- 
mal with  the  fiscal  agent,  these  simis  to  constitute  a  reserve  for  continu- 
^ce  of  amortization  during  years  of  adversity.  In  short,  a  prosperity  in- 
dex should  be  applied  to  repayment  of  loans,  rather  than  the  present 
practice  of  compelling  borrowing  governments  to  pay  equal  sums  during 
!ood  years  and  bad,  such  sums  representing  declining  requirements  for 
Uterest  and  increasing  amounts  for  amortization. 

Within  the  scope  of  the  thesis  that  no  foreign  loan  or  investment  is 
ustified  unless  the  capital  is  safe  and  reasonable  interest  will  be  earned 
nd  paid,  advantage  to  the  United  States  from  foreign  long-term  financ- 
Qg  is  most  definitely  obtained  through  the  effect  on  our  foreign  com- 
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merce.  Not  only  do  loans  and  investments  usually  call  for  consideraUe 
expenditures  within  the  lending  country  for  capital  purposes,  with  ccn^ 
responding  profit  to  those  American  industries  which  supply  the  capital 
goods,  but  there  is  continuing  demand  for  repairs  and  replacementi^ 
technical  advice,  and  various  banking  transactions  which  grow  out  of  tk 
original  operation.  But  these  advantages  are  not  sufficient  to  compenssli 
for  losses  of  capital  or  interest  on  loans  which  are  improperly  seconl 
In  short,  they  do  not  justify  bad  loans. 

Out  of  the  stress  of  the  last  two  years  one  rather  clear  criterion  for 
loans  has  become  apparent.  Unless  the  borrower  obtains  definite  adnn-  j 
tage,  no  sound  basis  exists  for  the  transaction.  It  is  not  enough  that  ii  1 
American  bank  needs  securities  for  its  salesmen  to  merchandise,  tlisi  -: 
American  investors  are  in  the  mood  to  buy  almost  anything  called  a  bos4 
or  that  a  Latin  American  government  has  the  desire,  although  not  neeei- 
sarily  the  need,  to  borrow.  Unless  foreign  capital  strengthens  the  eoo- 
nomic  and  financial  fabric  of  the  borrowing  country,  the  loan  in  questka 
will  ultimately  contribute  to  the  kind  of  chaos  which  is  now  so  vexatiov 
from  both  the  political  and  financial  points  of  view.  Because  so  masj 
loans  have  created  liabilities  in  excess  of  assets  on  the  national  balaaee 
sheet  of  the  borrowing  government,  resentment  against  the  United  Statai 
is  widespread  and  determination  to  keep  the  loans  from  going  into  defatdi 
has  been  seriously  weakened. 

From  the  foregoing  paragraphs  it  should  be  clear  that  the  presest 
writer  places  paramount  importance  upon  safety  for  loans.  Detrimeot 
both  to  borrowers  and  lenders  from  excessive  or  poorly  safeguarded  loaai 
has  been  so  disastrous  that  there  should  be  no  compromise  with  safety* 
A  proposed  loan  in  regard  to  which  there  is  valid  question  about  pay- 
ment of  principal  or  interest  is  a  bad  loan  and  should  not  be  floated. 
Loans  which  at  issue  appear  well  secured  frequently  get  into  difficulty. 
Absolutely  safe  loans  do  not  exist,  and  this  is  additional  reason  for  not 
assuming  avoidable  risks. 

No  better  examples  of  the  advantage  of  keeping  or  getting  out  of  6M 
can  be  suggested  than  Venezuela  and  Haiti.  In  the  case  of  Venezuela,  no 
foreign  debt  exists,  and  the  internal  debt  is  nominal.  This  country  bsi 
escaped  political  disturbances  of  a  serious  character  and  has  suffered 
little  budgetary  embarrassment. 

Few  countries  are  more  formidably  handicapped  by  tradition  and 
physical  disadvantages  than  Haiti,  yet  a  vigorous  policy  of  paying  ddyti 
during  favorable  times  and  refraining  from  borrowing  merely  became 
loans  could  be  obtained  has  left  the  finances  of  that  country  in  excellent 
shape.  Quotations  of  Haitian  bonds  are  above  those  of  almost  every 
other  Latin  American  country,  the  budget  is  virtually  balanced,  and 
Haiti  still  possesses  relatively  large  unobligated  cash  balances  in  the 
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treasury.  Countries  of  far  greater  potentialities,  such  as  Brazil,  Chile, 
Peru,  and  Bolivia,  have  suffered  political  or  financial  demoralization,  or 
both,  largely  because  of  excessive  borrowing. 

If  loans  to  Latin  American  governments  are  likdy  to  be  narrowly  re- 
stricted, provided  both  borrowers  and  lenders  pursue  principles  of  pru- 
dent finance,  does  a  field  exist  for  American  investments  in  Latin  America 
which  will  be  mutually  advantageous  to  the  investor  and  to  the  country 
in  which  the  conmiitment  may  be  made?  In  spite  of  unhappy  experience 
with  sugar  plantations  in  Cuba  and  oQ  properties  in  Mexico,  the  agricul- 
tural and  mineral  resources  of  Latin  America,  together  with  many  latent 
possibilities  for  the  development  of  communications,  manufacturing  es- 
tiUishments,  and  conmiercial  enterprises,  offer  fair  promise  for  Ameri- 
can capital.  Recent  revolutions  should  not  obscure  the  fact  that  sig- 
nificant progress  has  been  made  in  maintaining  political  stability;  strik- 
ing advance  in  the  standard  of  living  suggests  that  the  population  of 
Latin  America  has  to  some  degree  the  will  and  the  means  of  attaining 
more  physical  and  cultural  enjoyments;  ixmnigration  and  conmiunica- 
tions  are  gradually  removing  Latin  America  from  among  the  so-called 
'lackward  countries." 

Latin  America  has  two  major  handicaps.  Both  of  them  help  to  ex- 
plain why  American  loans  and  investments  have  tended  to  be  disappoint- 
ing. With  the  exception  of  coffee  and  bananas,  the  world  could  approxi- 
mately maintain  its  present  standard  of  living  without  Latin  American 
products.  For  a  short  time  there  might  be  some  scarcity  of  sugar,  but 
this  problem  could  easily  be  solved;  Africa,  Canada,  and  the  United 
Statra  can  furnish  all  requirements  of  copper ;  the  Malay  States  can  pro- 
duce ample  tin ;  nitrate  can  now  be  obtained  by  chemical  processes ;  pe- 
troleum is  in  sufficient  supply  from  the  United  States,  Europe,  and  Asia ; 
wheat  is  abundant  without  Argentina;  meat  animals,  hides,  wool,  and 
cotton  can  easily  be  procured  elsewhere.  Few  outstanding  natural  ad- 
Tantages  exist  for  Latin  America  either  in  types  of  commodities  or  in 
prices  at  which  they  can  be  placed  upon  world  markets.  Even  the  poten- 
tial wealth  of  Latin  America,  so  far  as  it  has  economic  significance,  has 
been  grossly  exaggerated. 

Second,  the  Latin  American  population  has  not  been  characterized 
by  resourcefulness,  energy,  efficiency,  or  thrift.  Hence  those  natural  re- 
wurces  which  exist  are  not  utilized  effectively.  A  common  error  is  for 
projects  to  be  formulated  by  foreigners  on  the  basis  of  generous  natural 
resources  or  low  wage  rates  in  Latin  America.  Experience  frequently 
demonstrates  that  total  unit  costs  are  not  particularly  low  and  often  do 
not  compare  favorably  with  costs  of  competing  countries,  although  those 
countries  may  have  inferior  natural  advantages. 
Under  these  circumstances  development  of  Latin  American  resources 
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by  local  capital  and  enterprise  will  undoubtedly  be  slow,  and  many  disap- 
pointments will  accompany  foreign  efforts.  In  view  of  the  deficiency  of 
energy  and  skill  which  the  Latin  American  population  displays  toward 
making  the  most  out  of  its  own  potentialities,  an  admirable  opportunity 
is  afforded  for  immigration.  Considerable  progress  in  this  direction  hai 
already  occurred,  particularly  in  southern  Brazil,  Uruguay,  and  Argen- 
tina, where  German  and  Italian  immigrants  have  made  about  as  creditaUe 
a  record  as  have  German  and  Scandinavian  settlers  in  comparable  areii 
of  the  United  States. 

Instead  of  a  storehouse  of  actual  wealth,  Latin  America  should  be 
considered  no  more  than  a  reservoir  of  economic  potentialities,  with  theie 
at  present  largely  beyond  the  purview  of  world  requirements.  Profitable 
development  on  a  large  scale  will  occur  only  when  prices  of  the  variooi 
commodities  which  Latin  America  produces  rise  until  the  comparati^dj 
high  costs  of  that  region  can  be  met  or  until  immigration  and  foreigB 
capital  reduce  costs  to  current  competitive  conditions. 

Although  producers  of  raw  materials  have  been  more  seriously  af- 
fected by  recent  declines  in  commodity  prices  than  have  manufacturiig 
and  distributing  enterprises,  there  is  some  basis  for  believing  that  the 
next  phase  of  world  economy  will  be  definitely  favorable  to  countries  spe- 
cializing in  raw  materials.  Preference  to  live  in  cities  has  been  one  of  the 
outstanding  characteristics  of  the  twentieth  century,  and  this  has  gradu- 
ally caused  overemphasis  of  manufacturing  and  commerce  until  com- 
petition in  these  branches  of  activity  is  probably  as  serious  as  among 
producers  of  raw  materials.  Greater  progress  in  technical  improvementi 
have  been  made  in  industry  than  in  agriculture,  with  further  accentuation 
of  industrial  competition.  Not  only  are  the  foodstuffs,  minerals,  and  for- 
est products  of  Latin  America  likely  to  enjoy  more  favorable  competitive 
conditions  as  compared  with  leading  manufacturing  countries,  but  noth- 
ing prevents  important  progress  from  being  made  in  the  devdopment 
of  manufactures  in  several  Latin  American  republics. 

As  a  net  debtor,  Latin  America  has  been  handicapped  by  the  recent 
world  trend  toward  increased  tariffs.  American  creditors  have  also  been 
injured.  Nevertheless,  while  emphasizing  our  own  tariff  sins,  which  are 
great,  we  should  not  ignore  those  of  many  Latin  American  countriei 
which  are  equally  flagrant.  A  surprisingly  large  percentage  of  Latin 
American  exports  to  the  United  States  enter  duty  free,  and  the  average 
duty  levied  on  all  Latin  American  commodities  entering  the  United  Statei 
is  much  lower  than  that  imposed  by  the  several  Latin  American  countries 
on  products  originating  in  the  United  States.  Although  our  tariff  policy 
is  certainly  open  to  criticism,  the  countries  of  Latin  America  are  not  in 
position  to  cast  the  first  stone.  That  our  tariffs  are  much  less  at  fault 
than  declining  commodity  prices  in  causing  economic  distress  in  Latin 
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America  is  amply  proved  by  the  fact  that  the  yolume  of  imports  has  fallen 
piite  modestly,  sharp  decline  being  limited  to  value. 

Such  striking  resemblance  exists  between  the  economic  history  of  the 
United  States  in  the  nineteenth  century  and  that  which  has  characterized 
the  elai>sed  portion  of  the  twentieth  century  for  Latin  America  that  con- 
tinuation of  this  resemblance  is  not  unlikely  during  future  decades.  Al- 
ready Latin  America  possesses  two  of  the  four  largest  cities  in  the  west- 
ern hemisphere.  Capital  and  management  for  industrial  and  commercial 
enterprises  have  been  obtained  from  abroad  much  as  occurred  in  the  early 
jears  of  our  own  country. 

Another  striking  analogy  exists.  European  capital  which  came  to  the 
United  States  tended  to  take  the  form  of  bond  inyestments,  whereas  sub- 
lequent  events  have  shown  that  bonds  had  little  greater  safety  than  own- 
erdiip  of  carefully  selected  natural  resources  and  that  mere  ownership  of 
bonds  has  prevented  the  lenders  from  sharing  in  the  phenomenal  develop- 
ment of  those  resources.  Somewhat  similar  mistakes  have  been  made  by 
American  capital  in  Latin  America.  Preference  for  loans  to  governments 
doring  recent  years,  as  compared  with  direct  investments,  has  already 
been  mentioned,  and  even  when  conunitments  were  to  be  made  in  Latin 
American  natural  resources  or  commercial  enterprises,  little  capital  was 
attracted  except  by  participation  in  bond  offerings. 

Lack  of  reliable  and  comprehensive  information  and  fear  of  placing 
capital  within  the  jurisdiction  of  Latin  American  courts  have  undoubt- 
edly been  responsible  for  this  attitude.  Utopian  labor  laws  have  also  had 
a  restraining  influence.  However,  if  the  bond  of  a  company  doing  business 
in  Latin  America  affords  proper  security,  it  is  obvious  that  such  bond 
most  be  protected  by  good  junior  securities,  and  the  latter  offer  possi- 
bilities of  capital  expansion  as  well  as  safety  of  principal.  Soundly  con- 
ceived projects  in  rapidly  developing  areas  and  ownership  of  natural  re- 
sources within  such  areas  have  often  proved  their  financial  attractiveness. 
Yet  our  investors  have  been  inclined  to  avoid  ownership  in  favor  of  prom- 
ites  to  pay. 

Adequate  machinery  for  assembling  and  evaluating  information  on 
^hich  Latin  American  investments  may  be  made  does  not  now  exist.  Cer- 
tainly underwriting  houses  have  been  unsound  guides.  Departments  of 
our  government  cannot  appropriately  make  recommendations  in  regard 
to  the  business  merits  of  particular  enterprises  or  the  stability  of  specific 
governments.  No  comprehensive  and  reliable  information  is  available  in 
regard  to  funds  already  committed  in  Latin  America,  although  this  is 
far  simpler  than  appraising  the  merits  of  new  propositions.  Various  pro- 
posals for  the  formation  of  organizations  comparable  to  the  British 
Council  of  Foreign  Bondholders  have  been  made,  but  the  insuperable 
difficulty  has  thus  far  been  that  no  way  has  been  found  to  finance  an 
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organization  whose  opinions  could  be  regarded  as  disinterested.  Banlren 
have  exhibited  certain  willingness  to  establish  a  protective  organisatioD, 
but  the  experience  of  the  public  with  banks  which  have  underwritten  Latin 
American  bonds  has  been  such  that  a  protective  organization  financed 
by  banks  would  inspire  little  confidence.  Actual  holders  of  Latin  Ameri- 
can securities  are  so  scattered  and  have  such  small  individual  interests 
that  there  is  almost  no  possibility  of  obtaining  from  thon  sufficient  funds 
to  support  a  competent  organization  operated  for  their  benefit. 

Recognizing  that  competition  for  loans  among  American  underwriting 
houses  has  been  largely  responsible  for  whittling  down  those  safeguards 
which  in  their  mutual  interest  the  bond  buyer  and  the  borrowing  govern- 
ment should  require,  certain  persons  are  now  considering  whether  an 
organization  should  be  created  to  pass  upon  the  merits  of  proposed  nev 
issues  rather  than  to  salvage  issues  which  have  gotten  into  trouble.  This 
proposal  is  outlined  for  discussion,  rather  than  recommended.  Sudi  an 
organization  would  correspond  to  those  for  the  assay  of  ores,  the  testing 
of  materials,  or  any  one  of  numerous  enterprises  by  which  prospective 
purchasers  can  obtain  authoritative  technical  opinions  on  the  quality  of 
merchandise  offered  for  sale.  Such  an  organization  could  not  be  tob- 
servient  to  governments  nor  to  bankers  seeking  loans  nor  to  investors  who 
are  looking  for  market  tips.  Possibly  a  practicable  method  of  financing 
such  a  clinic  of  preventive  finance  would  be  to  make  a  small  charge,  say, 
.25  per  cent,  on  the  proposed  issue,  payable  whether  the  loan  is  approved 
or  rejected. 

If  such  a  technical  bureau  should  become  well  established,  a  govern- 
ment or  banking  house  would  find  it  difficult  to  sell  an  issue  of  bonds 
which  did  not  embody  the  qualifications  required  for  obtaining  the  ap- 
proval of  the  bureau.  Or,  stated  in  another  way,  the  price  at  which  an 
unapproved  loan  could  be  sold  would  be  so  much  more  disadvantageous 
to  the  borrower  and  the  cost  of  distribution  would  be  so  much  greater  to 
the  banking  sjrndicate  that  sale  would  be  unassured  if  not  impossible. 
Should  such  an  organization  exist,  no  investor  would  have  great  cause 
for  complaint  if  he  should  get  into  trouble  with  bonds  which  had  not  been 
submitted  for  approval  or  had  been  sold  without  being  able  to  obtain 
approval.  On  the  constructive  side,  such  a  bureau  of  inquiry,  if  com- 
petently organized  and  honestly  conducted,  should  soon  be  able  to  com- 
mand such  confidence  that  its  hallmark  on  a  bond  would  mean  much  to 
the  borrower  in  the  way  of  reduced  interest  charges,  and  submission  to 
the  bureau  would  therefore  be  insisted  upon  by  the  borrower. 

Modern  thought  is  distinctly  in  the  direction  of  prevention  rather  than 
cure.  After  an  ill-conceived  loan  has  been  issued,  very  little  can  be  done 
to  prevent  evil  consequences  both  to  debtor  and  creditor.  It  is  clearly  in 
the  direction  of  preventing  such  loans  that  ingenuity  can  best  be  em- 
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loyed,  although  the  organization  suggested  in  the  preceding  paragraphs 
hould  also  be  useful  in  default  and  refunding  negotiations. 

If  bankers  are  subject  to  deserved  criticism  for  selling  improperly  se- 
cured Latin  American  issues,  if  bond  buyers  cannot  evade  the  responsibil- 
ity of  allowing  their  judgment  of  safety  to  be  warped  by  the  temptation 
of  high  yields,  and  if  Latin  American  governments  have  to  assume  merited 
censure  for  betraying  positions  of  trust  by  plunging  into  reckless  bor- 
rowing, has  our  government  contributed  to  the  general  disaster  which  has 
now  befallen  American  investments  in  Latin  America? 

In  the  early  years  of  the  twentieth  century  our  government  invited  cer- 
tain bankers  and  business  men  to  intervene  in  specific  Latin  American 
situations.  Such  policy  cannot  be  defended,  and  it  has  long  since  been 
discontinued  by  the  government.  There  is  a  more  subtle  type  of  govern- 
mental intervention  which  is  equally  undesirable.  It  takes  the  form  of 
propagating  the  doctrine  that  our  foreign  trade,  notably  exports,  should 
be  extended  aggressively  and  that  foreign  investments  constitute  the  most 
certain  means  of  stimulating  trade.  This  doctrine  is  preached  to  the 
fanner,  to  the  manufacturer,  and  to  the  banker.  Consuls  and  commercial 
attaches  through  activities  in  the  field  and  reports  to  the  home  govern- 
ment try  to  promote  trade  and  investments,  whereas  in  many  cases  warn- 
ings of  danger  involved  in  proposed  loans  or  commercial  transactions 
would  be  more  appropriate.  Economic  analysis  can  reveal  no  more  reason 
why  a  government  should  employ  taxpayers'  money  in  attempting  to  sell 
automobiles  in  Argentina  than  in  New  York  City.  Foreign  trade  and  in- 
vestments should  not  be  encouraged ;  neither  should  they  be  discouraged. 
They  should  develop  along  lines  of  orderly  procedure,  with  no  occasion 
for  special  governmental  solicitude. 

A  second  activity  or  attitude  of  the  government  which  may  well  be 
called  into  question  involves  the  complex  problem  of  protection.  This 
question  is  divided  into  protection  of  the  general  national  interest  and 
protection  of  individuals  who  live  in  the  Latin  American  republics  or  ac- 
quire some  kind  of  financial  stake  in  these  countries,  whether  by  loans  to 
governments  or  by  direct  investments.  In  an  effort  to  safeguard  the  pub- 
lic interest,  the  Department  of  State  adopted  the  policy  of  requestin^r 
that  all  proposals  for  loans  to  governmental  entities  should  be  submitted 
for  the  purpose  of  determining  whether  such  loans  would  be  in  contraven- 
tion of  national  policy.  This  procedure  has  been  in  effect  since  1922,  and 
certain  loans,  notably  the  coffee  valorization  loan  to  Brazil,  have  been 
abandoned  for  original  issue  in  the  United  States  because  of  objection  by 
the  Department  of  State.  While  American  bankers  desisted  from  bring- 
ing out  this  loan  in  deference  to  objections  by  the  Department  of  State, 
the  loan  was  issued  in  London,  and  a  substantial  portion  of  the  sterling 
bonds  was  distributed  by  American  bankers  in  the  United  Slates. 
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Although  the  Department  of  State  specifically  dindaims  letpoiiaibilitj 
for  passing  upon  the  business  merits  of  proposed  loans,  it  is  beyond  qnei- 
tion  that  bond  salesmen  have  on  numerous  occasions  emphasised  the  faet 
that  their  wares  have  passed  the  scrutiny  of  United  States  oflBdak 
Stated  in  other  terms,  there  is  little  doubt  that  considerable  amounts  of 
otherwise  unsaleable  Latin  American  bonds  have  found  a  market  in  tUi 
country  because  of  the  rather  innocuous  visa  to  the  effect  that  ''the  Be 
partment  of  State  perceives  no  objection"  to  the  proposed  issue. 

As  there  is  no  legislation  which  requires  underwriting  houses  to  in- 
form the  Department  of  State  in  advance  of  proposed  loans,  and  as  no 
sanctions  exist  for  preventing  the  flotation  of  loans  which  mi^t  be  of- 
fensive to  the  Department,  the  existing  practice  of  passing  upon  lotai 
from  the  point  of  view  of  national  policy  should  be  abandoned  or  shooU 
be  placed  upon  a  legal  basis.  Abandonment  seems  clearly  preferaUt 
While  responsible  underwriting  houses  might  defer  to  the  wishes  of  tk 
Department  of  State,  it  is  also  probable  that  such  houses  would  not  uA 
to  underwrite  issues  which  are  likely  to  meet  disapproval.  Less  scrupokoi 
houses  would  either  refrain  from  informing  the  Department  in  advance 
of  proposed  Issues  or  would  fail  to  respect  objections  which  mi^t  be 
made. 

Scrutiny  of  proposed  foreign  loans  from  the  point  of  view  of  natioBil 
policy  not  only  affords  little  protection  to  our  interests,  but  the  Depart- 
ment places  Itself  in  the  equivocal  position  of  assuming  certain  indirect 
moral  responsibility  by  not  disapproving  loans  which  are  economicaBj 
unsound,  though  not  politically  objectionable.  Disapproving  the  lott 
policies  of  certain  Latin  American  republics  while  sanctioning  those  of 
others  may  also  prove  a  source  of  embarrassment.  Under  the  terms  of 
various  treaties,  approval  by  the  United  States  government  is  reqnired 
before  certain  Latin  American  governments  can  Increase  public  debt.  But 
more  reason  exists  for  diminishing  present  responsibilities,  where  this  cu 
be  done  without  disregarding  definitely  assumed  commitments,  than  for 
accepting  new  obligations  of  a  vague  and  offensive  character.  In  like  mts- 
ner,  American  banks  should  evaluate  the  advantages  and  di£Bculties  wiiidi 
have  accrued  under  loan  contracts  with  Latin  American  governments  in* 
volving  budgetary,  currency,  and  other  stipulations  before  entering  into 
new  agreements  of  these  kinds. 

For  the  United  States,  these  treaty  obligations,  Involving  certain  finan- 
cial features,  impose  some  disagreeable  duties  without  corresponding  s<l- 
vantage.  They  represent  charity  and  can  only  be  defended  as  our  contri- 
bution to  the  advancement  of  backward  countries.  It  has  recently  been 
popular  for  Americans  to  condemn  these  treaty  relationships,  on  th^ 
ground  that  sovereignty  of  the  states  involved  had  been  invaded.  In  most 
cases,  this  attitude  of  our  own  population  results  from  lack  of  first-hand 
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owledge.  Citizens  of  a  demoralized  Latin  American  republic  who  have 
31  exploited  by  their  own  politicians  do  not  resent  assistance  from  the 
lited  States  in  terminating  abuses,  when  this  takes  the  form  of  techni- 
1  commissions,  such  as  those  headed  by  Professor  Kemmerer,  but  ex- 
ditions  of  marines  are  not  always  popular.  Thought  of  these  citizens  is 
x>n  public  funds  which  are  no  longer  stolen,  upon  roads,  hospitals,  and 
hools  which  are  provided,  and  not  upon  philosophical  questions  of 
ivereignty.  Yet  the  politicians,  most  of  whom  are  lawyers  of  a  sort, 
row  eloquent  in  depicting  the  anguish  of  soul  with  which  the  people  in- 
shred  have  seen  their  alleged  independence  impaired.  Such  politicians  are 
t  least  correct  in  recognizing  that  their  own  former  activities  have  fallen 
D  evil  days.  They  are  no  longer  able  to  regard  the  public  treasury  as  a 
appy  hunting  ground.  Under  American  control  the  government  pays  its 
ebts  and  exercises  probity  in  its  financial  policy,  all  of  which  makes  the 
diticians  think  back  with  regret  upon  the  termination  of  their  own 
%imes.  Yet  the  population  as  a  whole  takes  this  change  complacently, 
ften  gratefully. 

Intervention  in  behalf  of  American  nationals  who  have  failed  to  receive 
iroper  protection  of  person  or  property  in  foreign  countries  involves 
^  and  political  problems  of  the  utmost  complexity.  International  law 
eems  to  sanction  intervention  only  when  the  national  of  one  country  has 
onducted  his  activities  in  strict  accordance  with  law,  has  been  injured 
1  his  person  or  property,  has  exhausted  legal  remedies  available  locally, 
nd  when  there  has  been  palpable  denial  of  justice.  All  of  these  factors  af- 
t>rd  so  much  scope  for  differences  of  opinion  regarding  fact  or  law  that 
hrergence  of  conclusion  is  not  only  probable  but  almost  inevitable  as  to 
iiether  a  given  case  justifies  intervention. 

Few  if  any  instances  can  be  cited  of  intervention  by  the  United  States 
pvemment  except  upon  invitation  of  the  government  concerned  or  after 
prolonged  provocation  and  when  a  large  number  of  those  most  intimately 
tqnainted  with  the  entire  facts  surrounding  the  specific  case  have  con- 
idered  that  failure  to  intervene  would  represent  infringement  of  the 
ights  of  American  citizens  to  reasonable  protection  by  their  government, 
^th  little  question  there  have  been  more  instances  of  refusal  of  the 
Jnited  States  government  to  intervene,  even  in  meritorious  cases,  than 
)f  hasty  or  unwarranted  support  of  fictitious  complaints  of  loss  or  dam- 
age by  American  citizens. 

Much  has  been  made  of  the  fact  that  the  United  States  shows  no  in- 
^nation  to  intervene  in  the  case  of  strong  powers  but  adopts  this  pro- 
cedure only  against  the  weaker  republics.  Criticism  of  this  character  fails 
^  take  into  account  that  flagrant  denial  of  justice  does  not  occur  in 
stable  and  responsible  states.  In  countries  where  laws  afford  proper  pro- 
^tion  to  foreigners  and  in  which  courts  have  established  the  repwlaWoTi 


170  American  Economic  Asiociaiion 

for  honest  enforcement  of  laws,  slight  reason  for  intervention  can  arise. 
Actual  experience  bears  out  these  a  priori  expectations.  Definite  proof  of 
rectitude  on  the  part  of  American  citizens  claiming  protection  and  of 
shortcoming  on  the  part  of  the  Latin  American  government  concemd 
has  constituted  and  should  constitute  the  only  basis  for  actual  intem»- 
tion  by  the  United  States. 

Recently  a  novel  policy  has  been  proclaimed  by  the  Secretary  of  State. 
It  is  that  protection  of  American  lives  cannot  extend  to  foreign  countriei  | 
as  a  whole  but  only  to  certain  zones  along  the  seacoast.  This  inept  pro- 
nouncement implies  that  an  American  doing  business  in  Havana  wooU 
be  accorded  the  support  of  his  government  to  which  he  is  legally  entitM 
but  that  one  acting  in  precisely  similar  fashion  in  Bolivia  would  have  M 
assurance  of  assistance  if  his  rights  should  be  invaded.  Mere  recital  df 
this  doctrine  indicates  the  added  difficulties  which  it  will  create  for  citi> 
zens  of  the  United  States  attempting  to  live  or  do  business  in  Latin 
America.  Such  a  statement  of  policy  by  the  British,  French,  Germaiu 
Italian,  or  Japanese  government  is  inconceivable,  and  our  own  govern- 
ment should  promptly  recognize  that  duty  to  its  citizens  is  not  a  matter 
of  geography. 

Criticism  has  frequently  been  leveled  at  the  Department  of  State  for 
alleged  lack  of  continuity  of  policy  in  dealing  with  Latin  America.  "WMe 
certain  principles  have  to  underlie  intelligent  and  effective  conduct  of 
foreign  relations,  practical  application  of  these  principles  is  always  a 
matter  of  judgment.  Difference  of  opinion  often  exists  as  to  whether  a 
given  principle  is  involved,  let  alone  how  it  should  be  made  effective.  In 
short,  the  Department  of  State  should  be  commended  rather  than  cen- 
sured for  considering  each  case  as  it  arises  on  its  individual  merits.  To 
fit  principles  into  a  given  set  of  facts  is  preferable  to  disregarding  facts  in 
order  to  maintain  the  theoretical  integrity  of  a  body  of  doctrine.  Almost 
any  policy  which  would  have  been  applicable  to  conditions  in  Latin 
America  fifty  years  ago  would  be  out  of  place  today.  All  that  can  be  rea- 
sonably required  of  the  foreign  office  is  that  it  be  accurately  and  promptly 
informed  of  developments  in  Latin  America  and  that  action  be  suited  to 
such  developments  as  occur. 

Methods  of  settling  controversies  between  governments  present  undulj 
complicated  questions  for  discussion  at  this  time.  Whether  adherence  to 
the  World  Court,  unilateral  or  multilateral  conciliation,  arbitration,  or 
armed  intervention  constitute  appropriate  procedure  are  matters  of  wide 
difference  of  opinion.  Historically,  there  is  no  recent  case  of  intervention 
in  Latin  America  by  the  United  States  except  for  adequate  cause.  Direct 
action  has  frequently  been  as  much  for  the  protection  of  other  foreign 
interests  as  for  those  of  the  United  States,  and  was  predicated  upon  the 
inconsistency  of  objecting  to  measures  which  might  be  taken  by  other 
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ireign  powers  for  protectiiig  the  interests  of  their  nationals,  while  our 
}vemment  refused  to  assume  this  responsibility. 
To  safeguard  American  interests  abroad,  notably  in  troubled  areas,  is 
dpably  a  more  di£Scult  task  than  to  provide  an  orderly  domestic  ad- 
inistration.  Tendencies  toward  irresponsibility  on  the  part  of  certain 
9vemments  cannot  afford  sufficient  excuse  for  the  United  States  govern- 
lent  to  evade  its  obligations.  Bryan's  doctrine  that  Americans  should 
eep  their  lives  and  property  away  from  dangerous  places  is  hardly  con- 
mant  with  modem  concepts  of  international  comity.  While  the  United 
tates  government  should  participate  in  every  promising  proposal  for 
eaceful  settlement  of  disputes,  and  while  positive  action  toward  govem- 
lents  which  do  not  meet  their  obligations  should  never  be  hasty  nor 
rithout  adequate  cause,  there  should  be  no  hesitation  about  preferring 
Dtervention  to  abandonment  of  legitimate  American  rights  and  inter- 
sts. 

Recent  policy  of  the  Department  of  State  has  not  inspired  American 
Nismess  men  with  great  confidence  so  far  as  assurance  of  proper  support 
)f  commercial  and  financial  interests  abroad  is  concerned.  Temporary 
favor  of  a  foreign  government  or  people  which  is  obtained  by  sacrificing 
4e  property  rights  of  our  own  citizens  has  been  too  dearly  bought.  Per- 
nanent  respect,  which  is  the  only  solid  basis  for  fruitful  international 
XHjperation,  cannot  be  established  if  foreign  governments  are  with  im- 
)unity  permitted  to  infringe  American  rights. 

One  of  the  reasons  why  American  loans  and  investments  have  gotten 
nto  difficulty  in  Latin  America  is  that  some  of  the  less  responsible  gov- 
rnments  have  apparently  made  a  point  of  seeing  how  far  they  could  go 
D  harassing  American  business  and  financial  interests  and  still  avoid  in- 
€rvention.  As  the  precise  point  at  which  direct  action  will  be  adopted  by 
he  United  States  cannot  be  known  in  advance,  the  stage  is  well  set  for 
he  pleasant  pastime  of  teasing  the  eagle.  These  governments  well  realize 
he  extent  of  American  and  world  opinion  against  intervention  under  any 
Jrcumstances  and  take  advantage  of  this  restraining  infiuence  on  Ameri- 
!an  policy. 

Accordingly,  armed  intervention  and  punitive  expeditions  should  be- 
some  matters  of  international  concern,  so  that  a  single  country  will  no 
longer  need  to  assume  opprobrium  and  be  subject  to  implications  of  im- 
proper motive  for  doing  the  unpleasant  police  duty  of  compelling  ir- 
responsible or  malicious  governments  to  preserve  that  degree  of  orderli- 
ness and  justice  which  progressive  society  now  demands.  Joint  action  by 
creditor  governments,  possibly  through  the  Financial  Committee  of  the 
League  of  Nations,  might  have  avoided  defaults  by  certain  Latin  Ameri- 
can political  entities  or  might  prevent  defaults  which  now  seem  to  be  in- 
nritable. 
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To  summarize,  American  capital  was  loaned  to  Latin  American  gor- 
emments  in  excessive  amount ;  competition  among  underwriting  houses 
of  this  country  and  as  between  American  and  foreign  banking  groups  wai 
largely  at  fault;  many  enterprises  which  have  been  sponsored  by  Latin 
American  governments  and  financed  by  foreign  loans  should  have  been 
left  to  local  enterprise ;  loans  which  require  pledging  of  revenues  or  for- 
eign administrative  intervention  for  making  them  saleable  are  of  ques- 
tionable desirability;  an  organization  for  dealing  with  defaults  and  for 
preventing  the  flotation  of  unsound  loans  in  the  future  is  serioiuly 
needed;  such  organization  should  not  be  a  governmental  bureau,  nor 
should  it  be  under  the  control  of  underwriting  houses ;  loans  can  only  be 
justified  when  there  is  definite  advantage  for  the  borrower  and  security 
for  the  lender ;  lenders  should  not  undertake  to  determine  whether  loss 
proceeds  will  be  expended  productively,  but  should  insist  on  ample  se- 
curity ;  American  interests  will  best  be  served  by  commitments  in  natursl 
resources  and  business  enterprises  in  Latin  America  rather  than  by  losos 
to  governments ;  the  Department  of  State  should  not  undertake  to  pasi 
upon  foreign  loans ;  protection  of  legitimate  American  interests  shoaU 
be  unquestioned  and  should  not  be  confined  to  the  seacoast ;  governments! 
policy  should  be  fiexible  and  in  harmony  with  changing  conditions;  inter- 
vention is  distasteful  but  should  be  employed  rather  than  permit  Ameri- 
can rights  to  be  invaded;  intervention  might  well  be  international  m 
character  and  should  be  invoked  for  preventive  as  well  as  punitive  pur- 
poses ;  intervention  need  not  be  confined  to  military  activities,  but  may 
consist  of  authoritative  financial  advice  to  countries  which  are  indined 
to  forget  that  the  best  way  to  prevent  wars  and  effectively  utilize  natural 
resources  is  to  deal  fairly  with  the  persons,  property,  rights,  and  interests 
of  others.  The  United  States  is  so  deeply  committed  by  reason  of  its 
foreign  investments  that  it  cannot  avoid  heavy  responsibility  for  eliminat- 
ing those  abuses  and  mistakes  in  policy  which  have  led  to  the  existing 
economic  and  financial  disorder  so  vexing  both  to  Latin  America  and  oar- 
selves. 


DISCUSSION 

Victor  S.  Clark. — ^What  I  shall  have  to  say  about  the  papers  of  Dr. 
omberland  and  Dr.  Wixikler  will  not  underline  substantial  differences  of 
)inion  with  either  of  these  speakers. 

Dr.  Winkler's  classification  of  our  financial  undertakings  in  Latin  America 
[to  portfolio  investments — ^that  is^  loans  to  foreign  governments — and  direct 
ivestments  might  profitably  be  amplified  so  as  to  divide  the  latter  into  two 
nmps^  those  contingent  upon  public  franchises  and  concessions^  and  those 
stirely  upon  a  private  basis.  The  first  of  these  two  groups  may  be  affected 
iih  a  political  interest^  and  I  should  fancy  that  the  security  of  such  invest- 
lents  mighty  in  certain  contingencies^  be  influenced  by  political  uncertainties 
I  definitely  as  the  safety  of  foreign  government  bonds.  Both  Dr.  Cumberland 
od  Dr.  Winkler  point  out  that  direct  investments  exceed  more  than  four-fold 
ortfolio  investments  in  the  Caribbean  countries^  including  Mexico  and  Cen- 
ral  America^  whereas  portfolio  investments  greatly  exceed  direct  investments 
mth  of  that  area.  If  we  include  within  the  Caribbean  region  Venezuela^  which 
88  no  foreign  debt^  but  where  nearly  a  quarter  of  a  billion  dollars  of  Ameri- 
an  capital  has  been  placed  in  private  enterprises^  this  difference  is  still  more 
fcrildng. 

Another  fact  to  be  emphasised  in  Dr.  Winkler's  figures  is  that  since  1918 
nr  investments  in  Europe  have  increased  nearly  four  times  as  rapidly  as  our 
DTestments  in  Latin  America.  Whatever  criticism  may  be  made  of  the  artifi- 
islly  promoted  movement  of  American  capital  to  our  southern  neighbors 
ronld  seem^  therefore^  to  apply  with  equal  force  to  the  methods  by  which  cer- 
ain  trans- Atlantic  securities  were  placed  in  the  American  market. 

Dr.  Cumberland's  recommendations  are  so  well  advised  that  they  scarcely 
leed  discussion.  I  think  most  of  us  will  agree  that  the  Department  of  State 
night  not  to  pass  on  foreign  loans  even  for  the  purpose  of  easing  its  own  diplo^ 
D8tic  burdens.  That  practice  proves  in  experience  to  carry  with  it  an  inescap- 
ible  obligation  of  tutorship^  which  is  onerous  to  our  government  and  misleading 
0  investors.  A  strict  application  of  the  caveat  emptor  doctrine  to  dealings  in 
Qtemational  securities  will  probably  do  more  than  the  blessing  of  a  political 
[odfather  to  promote  the  soundness  of  such  obligations.  Any  official  intimation 
hat  the  United  States  will  intervene  to  protect  the  legitimate  interests  of  its 
itizens  only  within  the  coastal  areas  of  foreign  countries  can  hardly  be  con- 
trued  as  a  general  policy.  Dr.  Cumberland's  recommendation  that  where  in- 
ervention  is  unavoidable  it  should  be  international  in  character^  and  should  be 
QToked  for  preventive  as  well  as  punitive  purposes,  would  presumably  be 
imited,  at  least  in  the  Caribbean  area,  to  nonmilitary  measures. 

We  all  share,  I  am  sure.  Dr.  Cumberland's  desire  to  see  an  independent, 
lOQ-governmental  fact-finding  agency  established  to  inform  prospective  in- 
'estors  of  the  true  conditions  under  which  Latin  American  securities  are  is- 
^ed.  The  difficulties  that  such  an  agency  would  encounter  in  analyzing  the 
government  revenues  and  expenditures  of  certain  of  our  neighboring  states 
^ould  be  very  great,  and  perhaps  insurmountable.  A  recent  personal  experi- 
^ce  in  one  of  our  own  dependencies  has  impressed  me  with  the  \a\>7TVn^i\uxi<^ 
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character  of  the  treasury  and  audit  accounts  that  form  the  raw  materials  for 
such  research.  Yet  financial  houses  in  this  country  have  in  some  instjincfm  csr- 
ried  out  such  investigations  with  a  considerable  degree  of  success. 

Coming  now  to  the  question  of  direct  investment  in  non-public^  private  m- 
terprises — for  there  is  not  time  to  broach  the  franchise  question — ^it  seems  li 
me  that  we  need^  particularly  for  the  Caribbean  area^  an  authoritative  stuiy 
of  the  relative  social  and  economic  advantages  for  the  native  population  of  tti 
plantation  and  the  peasant  system.  This  is  not  primarily  an  investment  prob- 
lem; but  it  touches  fundamentals  upon  which  the  long-time  safety  and  re- 
munerativeness  of  certain  kinds  of  capital  placements  rest.  My  provisloDal 
opinion  is  that  the  plantation  organisation  is  inevitable  in  the  more  importsat 
branches  of  staple  tropical  agriculture.  The  employees  of  most  Amerlfsi 
plantation  corporations  appear^  as  a  rule^  to  be  better  off  materially  than  tis  - 
neighboring  peasantry.  On  the  other  hand^  labor  importation  by  great  corponr  I 
tions^  such  as  has  occurred  in  Cuba,  is  of  doubtful  advantage  to  the  comiliy  \ 
where  it  occurs.  It  encourages  an  overezpansion  of  certain  industries,  aiil 
lowers  the  civic  standards  of  the  resident  population.  But  even  where  labor 
importation  does  not  occur,  a  plantation  organization  of  agriculture  is  likdj 
to  cause  technological  unemployment.  These  conditions  may  produce  an  m- 
balanced  national  economy,  social  unrest,  and  political  instability,  detrimentd 
to  alien  investment  interests. 

Last  of  all.  Dr.  Cumberland  and  Dr.  Winkler  have  written  their  papers  li 
the  sombre  atmosphere  of  our  chief  financial  center,  in  the  shortest  and  daik- 
est  days  of  an  exceptionally  gloomy  year.  I  am  not  so  sure  that  the  attitude  of 
those  who  may  discuss  this  question  at  some  future  meeting  of  our  two  as- 
sociations will  find  such  a  wide  margin  between  the  promises  of  1929  and  tbe 
actualities  of  the  time  in  which  they  speak.  And  as  that  margin  narrows,  the 
spirit  of  censure  may  somewhat  abate. 

Walter  H.  C.  Laves. — The  papers  of  Dr.  Cumberland  and  Dr,  Wmkkr 
emphasize  three  major  problems  in  the  field  of  foreign  investing.  The  fifst 
problem  arises  from  overborrowing  by  backward  countries  and  involves  set- 
ting up  a  regulatory  agency  which  will,  on  the  one  hand,  determine  how  mod 
can  safely  be  borrowed  by  a  given  prospective  debtor,  and  which  will,  on  the 
other  hand,  give  to  prospective  investors  the  complete  facts  about  the  ^*^«w*^ 
status  of  the  debtor  country.  As  both  of  the  previous  speakers  have  suggested^ 
backward  countries  have  been  encouraged  to  borrow  beyond  their  resource^ 
and  bankers  have  been  overzealous  and  not  altogether  scrupulous  in  selUm 
certain  foreign  government  bonds  to  unsuspecting  investors. 

The  second  problem  centers  about  the  scrutiny  of  foreign  loans  by  the  De- 
partment of  State,  and  raises  questions  of  policy  in  view  of  the  inevitable  ef- 
fect which  such  scrutiny  has  upon  the  investing  public.  In  particular,  this 
raises  the  question  of  the  moral  responsibility  of  the  Department  in  the  event 
of  default  by  a  government  to  the  issuance  of  whose  bonds  on  the  AmericiB 
market  it  did  not  raise  objection. 

The  third  problem  is  that  of  the  protection  of  the  investments  of  its  citiieiii 
by  the  United  States  government. 

Dr.  Cumberland  suggests  that  the  first  of  the  three  problems  might  be  pa^ 
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ially  solved  through  a  commissioii  of  nonpartisaxi  experts  who  would  pass 
upon  a  proposed  loan  and  whose  approval  of  it  would  enhance  the  market 
ralue  of  the  bonds^  while  its  disapproval  might  preclude  satisfactory  sales. 
As  I  understand  the  proposal^  this  body  would  not  in  any  way  attempt  a  solu- 
tion of  the  second  and  third  problems ^  except  in  so  far  as  the  exercise  of  greater 
care  in  the  flotation  of  loans  would  reduce  the  necessity  of  government  scrutiny 
and  protection. 

I  would  like  to  suggest  that  the  three  problems  are  ao  closely  related  that 
some  one  authority  should  attempt  a  solution  of  all^  and  that  since  they  are  of 
more  than  national  concern^  this  authority  should  be  intemationaL  To  grant  to 
a  eommission  representing  American  holders  of  foreign  government  bonds  the 
fimctions  suggested  by  Dr.  Cumberland  would^  perhaps^  protect  the  interests 
oi  the  American  bondholders.  But  it  would  not  protect  the  interests  of  the 
debtor  government.  It  would  not  serve  as  a  body  which  could  map  out  a  long- 
ftinie  program  of  financing  for  weak  debtor  countries^  since  creditors  in  other 
countries  might  float  loans^  even  when  they  were  advised  against  by  the  Ameri- 
eun  commission.  Its  existence  would  not  place  a  curb  upon  the  policies  of  gov- 
ernment scrutiny  of  bonds  or  of  government  intervention  for  the  protection  of 
foreign  investments;  in  fact  the  existence  of  this  commission  might  actually 
increase  government  action  in  both  respects^  in  view  of  the  concentration  of 
interests.  Finally^  since  this  body  would  represent  only  the  creditors^  it  would 
bave  little  concern  for  the  international  effects  of  proposed  loans. 

What  we  need^  rather  than  such  a  partisan  commission^  is  one  which  com- 
Innes  three  interests:  firsts  that  of  the  investor;  second,  that  of  the  debtor 
coimtry ;  and  third,  that  of  the  international  society  as  a  whole. 

It  is  suggested,  therefore,  that  an  international  body  similar  to  the  Financial 
Committee  of  the  League  of  Nations  might  be  set  up  to  perform  the  functions 
which  Dr.  Cumberland's  commission  would  have,  with  the  added  power  of  out- 
lining and  administering  any  controls  which  may  become  necessary  in  the 
orent  of  threatened  or  actual  default.  Because  of  the  international  character  of 
the  body,  and  because  it  alone  would  have  the  power  of  passing  upon  loans  and 
the  right  of  intervention  in  the  event  of  default,  long-time  plans  for  financial 
leconstruction  could  be  effectively  carried  out,  and  government  interference 
vith  foreign  investing  would  become  unnecessary.  Moreover,  this  international 
body  could  withstand  pressure  for  the  approval  of  loans  better  than  national 
governments,  which  today  sometimes  dare  not  disapprove  economically  un- 
soond  loans  because  of  the  political  implications  for  their  international  rela- 
tions. 

While  it  is  true  that  such  international  control  might  cause  some  ill-will  and 
while  certain  countries  which  are  overcharged  with  a  sense  of  their  greatness 
Would  resent  the  proposal  that  they  submit  their  exchequer  to  the  scrutiny  of 
Such  an  authority,  I  believe  that  this  would  be  merely  a  matter  of  transition, 
^d  that  a  few  additional  financial  analyses  such  as  the  League  of  Nations 
t'inancial  Committee  made  for  Austria  would  soon  instill  confidence  in  the 
ibility  and  impartiality  of  the  international  body. 

In  conclusion,  I  would  say  that  I  should  prefer  not  to  invest  anybody  with 
:he  authority  I  am  proposing  to  give  to  this  international  commission.  But  the 
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alternative^  which  ia  the  policy  we  have  been  pnnnfaig  dazing  tibe  laft  bnf 
dred  years  and  which  has  been  so  admirably  reviewed  by  both  speakoii 
pears  most  unsatisfactory  and  in  need  of  complete  revision. 

John  Richard  Mbz. — ^To  the  economist^  the  large-scale  foreign  \a^^ 
ments  of  modem  times  present  a  novel  probleuL  The  flow  of  capital  bom  • 
nation  to  the  other  is  as  much  the  result  of  a  country's  obligation  to  I 
its  accounts^  as  it  is  the  effect  of  a  deliberate  policy  of  borrowing  and  1 
America's  credit  balance  of  international  payments  dates  from  the  Wo^ 
War;  it  has  been  accentuated  by  the  tariff  laws  of  1922  and  1980  restrietd 
the  importation  of  goods.  The  outflow  from  the  United  States  of  investme^ 
amounting  to  over  fifteen  billion  dollars,  one-third  of  which  went  into  hmm 
America,  should  therefore  hardly  be  termed  "excessive"  or  "unwise/'  in  fsB 
it  is  the  inevitable  corollary  to  America's  position  as  a  creditor  nation.  I^3 
neither  "dollar  diplomacy"  nor  deliberate  "imperialistic  encroachment"  if  J 
Central  or  South  American  countries  that  has  caused  these  huge  capital 
ports,  but  rather  the  inexorable  operation  of  natural  economic  forces.  The    ^ 
cess  capital  accumulated  in  the  United  States  from  European  countrieSs.^ 
payment  of  exports  during  and  since  the  World  War,  has  been  the  dEs 
impetus  to  this  outflow  of  international  investments.  In  permitting  the 
velopment  of  an  international  financial  system  which  results  in  the  anilat^^ 
transfer  of  such  large  sums  of  capital  from  one  country  to  another,  w^ 
out  adequate  facilitation  of  the  balancing  of  payments,  we  should  noV* 
surprised  when  we  ultimately  arrive  at  an  impasse,  and  an  overexpansioK:^ 
foreign  investments.  Once  a  heavy  international  indebtedness  has  been 
ated,  high  protective  duties  erected  against  the  principal  products  of  f- 
debtor  countries  will  naturally  render  the  repayment  of  principal  and  inte= 
more  difficult  and  tend  to  throw  the  machinery  of  international  payn^ 
permanently  out  of  gear.  Under  such  conditions,  no  military  "protection" 
any  other  outside  agency  will,  in  my  opinion,  be  able  to  insure  safety, 
ultimate  repayment,  of  these  foreign  investments. 

Cuba  offers  a  striking  illustration  of  the  effects  of  the  United  States  ti 
legislation  upon  American  capital  invested  in  the  island.  At  the  turn  of 
twentieth  century,  the  United  States  had  invested  in  Cuba  about  $50,000 
In  1928  the  American  holdings  in  Cuba  were  estimated  at  thirty  times 
amount  ($1,505,000,000).  But  even  this  stupendous  sum  represents  onlj 
half  of  America's  total  investments  in  the  Caribbean  region  alone.  The  g 
part  of  this  capital — about  $800,000,000 — ^was  invested  in  the  sugar  ini 
the  rest  in  mining,  public  utilities,  etc. ;  moreover,  Cuba's  entire  publl 
is  held  in  the  United  States,  so  that  about  15  per  cent  of  Cuba's  wealth 
resented  by  American  investments.  The  advent  of  so  much  foreign  capi 
Cuba  has  given  great  impetus  to  the  economic  progress  of  the  island 
questionably  led  to  a  higher  standard  of  living  of  the  Cuban  people.  O 
offers  an  excellent  corroboration  of  the  beneficial,  rather  than  detrimc 
fects  produced  by  foreign  capital  (just  as,  incidentally,  the  Unite 
was  largely  developed  in  the  early  days  with  the  help  of  capital  imp 
there  has  been  any  interference  with  Cuba's  sovereignty  or  polit: 
pendence,  this  was  not  contingent  upon  these  investments.  Nor  were 
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Economic  Iiardflhips  8a£Fered  by  Cuba  in  the  more  recent  past  caused  bj  foreign 
^pital.  They  were  primarily  due  to  the  tariff  on  sugar^  Cuba's  principal 
'^^Qct  The  sugar  duties  were  largely  responsible  for  the  reduction  in  the 
^^  decade  of  Cuba's  exports  to  the  United  States  to  one-third  (from 
^7^>000,000  in  1922  to  $120^000/>00  in  1980).  American  exports  to  Cuba 
^^'bcoUrly  of  automobiles !)  have  similarly  dropped^  as  for  example  from 
^fiOOfioO  in  1926  to  $98,500,000  in  1980;  i.e.,  to  less  than  one-half  in 
^  years.  The  inhabitants  of  the  island  of  Cuba  now  find  themselves  in 
S^P  of  a  serious  economic  depression  which  has  led  to  a  tense  political 
^tion^  and  even  to  food  riots.  American  investments  in  Cuba  have  greatly 
"'eciated  in  the  past  year  or  two,  as  a  direct  and  indirect  result  of  these 
f«  C^^om  $1,500,000,000  to  about  $900,000/>00,  or  by  two-fifths).  Ad- 
^''^  tliat  a  considerable  value  of  capital  may  have  been  added  by  the 
'".^!*^  sugar  tariff  to  the  domestic  production  or  to  that  of  Porto  Rico, 
^^>  ^ad  the  Philippines,  it  is  questionable  whether  this  increase  in  capi- 
^"^  will  suffice  to  compensate  for  the  losses  incurred  in  Cuba  (not  to 
'  ^'  the  higher  sugar  price  to  be  paid  by  American  consumers,  nor  of  the 
»  s^Qered  by  the  industries  and  workers  formerly  engaged  in  the  manu- 
"*  ^*  United  States  exports  to  Cuba).  An  adequate  protection  of  foreign 
•™^^ts  should  therefore  be  based  on  sound  international  commercial  poli- 
•*  ^^^«t  as  much  as  on  military  force  or  government  control. 
^T*  Cumberland  insists  that  protection  of  legitimate  American  interests 
^^  ^^  unquestioned.  If  by  this  he  means  military  protection,  he  might  well 
•"^^^  whether  the  public  investing  its  savings  in  domestic  enterprises 
0*^  ^ot  be  similarly  safeguarded  by  military  force  against  all  risk.  It  is 
kA  ^  see  why  the  domestic  investor  should  assume  greater  risk.  Moreover, 
I  the  economic  process  by  which  the  modem  world  lives,  military  force  is 
tsi^y  ^  effective  instrument  to  insure  permanent  productivity  of  financial 
*>lnlity,  as  clearly  demonstrated  by  past  experiences.  The  reasons  for  this 
iie  brilliantly  set  forth  in  Norman  ^gell's  Great  Illusion,  The  failure  of 
^•totries  like  Russia,  Grermany,  or  France,  for  example,  to  meet  their  inter- 
^'onal  obligations  could  hardly  be  remedied  by  the  dispatching  of  soldiers 
^  marines.  In  1928  the  French  invaded  the  German  Ruhr  district,  but  they 
liled  completely  to  produce  any  tangible  financial  results. 
Intervention  in  the  affairs  of  a  foreign  country,  when  it  becomes  necessary, 
Ight  in  modem  times  preferably  be  undertaken  through  joint  international 
tber  than  national  action.  In  recent  years,  new  methods  have  been  devel- 
ed  in  the  handling  of  international  problems.  The  technique  of  international 
ancial  co-operation  hiM  been  successfully  applied  by  the  League  of  Na- 
ns in  Austria,  Hungary,  Bulgaria,  and  Greece.  To  be  sure,  at  the  present 
icture,  the  League  of  Nations  or  the  World  Court  could  hardly  be  consid- 
d  to  be  acceptable  agencies  for  the  protection  of  America's  interests  in  the 
ribbean,  but  the  Pan-American  Union,  or  still  better,  a  group  of  leading 
tin  American  countries,  might  well  be  asked  to  undertake  such  joint  inter- 
iition  in  the  future,  when  necessary. 

With  the  restoration  of  an  improved  Haiti  to  self-government  in  the  past 
ir,  with  the  gradual  withdrawal  of  the  marines  from  Nicaragua,  with  the 


178  American  Economie  Ai9oeiatian 

new  XMlides  inaugnrated  bj  President  Hoorer^  public  opinkm  at 
abroad  has  come  to  realise  that  the  United  States  does  not  covet  the  < 
bean  or  Central  America  as  a  permanent  field  for  political  expansion  ( 
perialistic  conquest.  "We  have  no  desire  for  territorial  expansion^  fo 
nomic  or  other  domination  of  other  peoples/*  President  Hoover  prods 
Boston  on  October  15^  1928.  Our  democratic  system  he  declared  to 
very  negation  of  imperialism." 

The  United  States^  without  being  unmindful  of  its  trust  and  interests 
Caribbean^  without  abandoning  the  Monroe  Doctrine  or  the  necessity 
curity^  has^  after  many  trials  and  tribulations^  and  after  many  chs 
policy^  gradually  come  to  recognize  that  her  own  interests  as  well  as  i 
other  nations  will  best  be  served  by  the  fullest  possible  economic  ( 
the  Caribbean^  with  political  independence  of  that  region  preserved 
spected^  as  far  as  is  compatible  with  international  obligations^  on  the  1 
friendly  co-operation  and  helpful  advice  in  the  development  of  reson 
the  maintenance  of  high  standards  of  government  and  public 
advent  of  American  capital  and  enterprise  in  the  regions  south  of  ■_ 

Grande  has  already  led  to  a  rapid  growth  and  great  economic  progresiB 

economic  prosperity  and  the  true  interests  of  the  American  investor  a^s— *« 
fully  preserved  in  Latin  America^  and  particularly  in  the  "Mtditenmjx^mi 
the  Western  Hemisphere,"  if  these  populations  are  to  enjoy  a  steadily  i^rzn 
ing  standard  of  living,  and  to  be  liberated  from  ignorance,  illiteracy,  m^tnd 
ease,  the  peaceful  development  of  their  resources,  with  the  continiK^snf 
sistance  offered  by  the  United  States,  will  be  of  paramount  importanoi^s.  ] 
Monroe  Doctrine,  in  this  century,  may  well  be  effectively  maintained  as^si| 
plemented  by  new  forms  of  international  co-operation  and  mutual  ec(P^>Qm 
assistance,  in  keeping  with  the  new  demands  of  international  interdepen^OQi 
and  the  declared  policies  of  the  renunciation  of  war  as  an  instrument  0' I 
tional  policy.  On  the  other  hand  of  course  the  new  art  of  investing  a  tmi 
surplus  wealth  requires  skill  and  eternal  vigilance,  for  what  profiteth  it  *  > 
tion  to  gain  all  the  world's  gold,  and  to  lose  its  foreign  investments? 
Polonius'  advice,  "Neither  a  borrower  nor  a  lender  be ;  for  loan  oft  loicf  I 
itself  and  friend,"  cannot  be  applied  in  our  modem  economic  world  willi  I 
international  ramifications  and  evergrowing  international  interdependenee.  ] 

Benjamin  H.  Williams. — The  paper  of  Dr.  Cumberland  was  senttai 
in  advance  of  the  meeting,  and  I  consider  it  to  be  a  real  contribution  i 
out  of  his  rich  experience  with  Latin  American  finance.  If,  being  a  ] 
scientist,  I  shall  confine  myself  to  the  latter  part  of  his  paper  which  deals  i 
intervention  and  if  I  shall  dissent  somewhat  from  his  conclusions,  I  trust  I 
my  attitude  will  not  be  interpreted  as  a  failure  to  appreciate  his 
treatment  of  the  economic  aspect  of  the  question  which  constitutes  the  | 
part  of  his  paper. 

In  all  of  the  great  creditor  countries  there  exists  a  sentiment  among  t 
citizens  who  invest  in  weaker  and  somewhat  unstable  countries  that 
vention  is  an  appropriate  procedure  for  the  protection  of  property.  In  i 
groups  a  mystical  faith  is  sometimes  held  in  the  almost  infallible  justice  t 
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aterFentioiis^  a  belief  which  arises  from  the  legal  concepts^  the  dominat- 
z  Jturej  and  the  assurance  of  the  creditor  people.  Bat  is  the  creditor  na- 
K Sways  right?  Remember  our  defaulted  state  debts  and  the  exalted 
rcsusness  with  which  some  senators  have  fought  to  keep  these  unpaid 
-fcions  bejond  the  possibility  of  arbitration.  Remember  also  some  of  our 
^:3iportant  interventions  as,  for  example,  that  in  Panama  in  1908  in  which 
SB>  son  for  intrusion  seems  to  have  been  the  failure  of  the  Colombian  Senate 
^^  to  lease  us  the  canal  sone  promptly  for  our  price  of  $10,000,000.  The 
^:mai of  $2BflOOfiOO  later  was  an  acknowledgment  of  error  both  as  to  the 
c:3  of  procedure  and  as  to  the  amount  of  the  price.  By  the  very  nature  of 
c^ implicated  questions  they  cannot  always  be  settled  justly  on  the  uni- 
I^  action  of  one  party  and  that  action  taken  under  the  emotions  which 
X=3Any  a  resort  to  arms.  We  may  at  least  expect  a  distribution  of  errors 
^  Mng  to  the  theory  of  probability. 

^^^3S8wer  to  the  charge  that  the  United  States  intervenes  against  the  weak 
^^^  against  the  strong,  we  are  told  that  the  reason  is  legal.  The  weak  na- 
P^^irnish  American  property  with  less  protection  than  do  the  strong  and 
governments,  and,  therefore,  our  interventions  are  naturally  against  the 
TThls  does  not  seem  to  be  an  entirely  adequate  explanation.  By  the  very 
^  of  the  armed  intervention  process,  it  cannot  be  carried  out  profitably 
^^^  strong  governments.  That  would  mean  serious  war  and  the  ultimate 
^^^oold  be  possibly  a  thousand  times  as  much  as  the  value  of  the  property 

^^^ia,  some  years  ago,  nationalized  the  property  of  a  number  of  American 
^^ations,  repudiated  large  amounts  of  bonds  held  by  American  citizens, 
'^^nceled  a  debt  of  more  than  $190,000,000  owed  to  the  United  States  gov- 
^^nt  No  Latin  American  country  has  ever  acted  in  this  summary  and 
^ing  fashion  toward  American  property.  If  intervention  is  based  on  great 
^^  and  legal  principles,  if  it  works  against  the  strong  as  well  as  against 
'  ^eak,  if  it  is  not  a  matter  of  geography,  the  United  States  should  take 
'Ps  to  recover  this  property.  Calvin  Coolidge,  who  set  a  high  standard  in  pro- 
^onist  doctrine,  said  that  the  person  and  property  of  the  citizen  are  part 
^  tile  general  domain  of  the  nation,  even  when  abroad.  These  are  strong 
^'dfl.  If  they  are  true  we  should  send  an  expedition  to  Russia.  Perhaps  we 
^d  induce  the  founder  of  the  doctrine,  Mr.  Coolidge,  to  lay  down  his  pen 
^;  as  Napoleon  once  did,  lead  a  march  upon  Moscow.  But,  so  far  as  can  be 
Irned,  no  serious  suggestion  to  do  this  has  thus  far  been  made.  May  I  repeat, 
'  tbe  very  nature  of  armed  intervention  it  cannot  be  used  with  profit  against 
"ong  countries. 

It  has  been  stated  that  the  treaties  for  financial  control  in  Latin  America 
pose  disagreeable  duties  upon  our  government.  "They  represent  charity  and 
1  only  be  defended  as  our  contribution  to  the  advancement  of  backward 
mtries,"  To  my  mind  the  "white-man's-burden"  theory  of  our  treaty  con- 
Is  is  not  entirely  enlightening.  The  fact  is  that  our  controls  in  Cuba,  the 
minican  Republic,  Nicaragua,  and  Haiti  were  all  undertaken  clearly  on  the 
ory  that  they  in  some  way  helped  the  United  States,  whether  by  l\ie  E«^le^ 
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gaarding  of  the  enlarged  Monroe  Doctrine  or  by  the  estaUishmeot  of  i 
credit  and  the  maintenance  of  a  higher  level  of  prices  of  aeeiirities  hel 
American  investors. 

When  the  subject  of  the  collection  of  customs  by  the  United  States  in  1 
was  being  considered  between  the  two  governments  in  1914^  the  Haitian  d 
ter  of  foreign  affairs  was  interpellated  in  the  Haitian  Senate  regardini 
negotiations.  Daring  the  questioning  a  Haitian  senator  took  the  floor  and 
the  draft  of  the  convention  being  considered  between  the  two  govemn 
The  enraged  Senate  then  arose  as  one  man  and  leaped  at  the  unhappy  d 
ter  who  left  the  chamber  at  top  speed.  An  armed  intervention,  which  w 
result  in  the  killing  of  more  than  two  thousand  Haitians,  was  necessar 
fore  the  customs  control  policy  could  be  forced  through.  After  our  inte 
tion,  the  United  States  created  a  friendly  president,  but  on  the  qaestii 
customs  control  he  turned  out  to  be  too  slow  for  us.  The  occupation  autho 
threatened  that  if  he  did  not  sign  the  treaty  a  military  government  woo 
set  up  until  "honest  elections*'  could  be  held.  Financial  assistance  ti 
Haitian  government  and  the  payment  of  back  salaries  to  senators  was  i 
ised  when  the  treaty  should  be  approved.  Finally,  Admiral  Caperton,  c 
structions  from  Washington,  told  the  Haitian  cabinet  that  he  was  glad  t 
that  all  classes  demanded  the  ratification  of  the  treaty  and  that  it  won 
ratified,  but  that,  if  it  were  not  ratified,  the  United  States  would  proceed  I 
immediate  pacification  of  the  country  by  military  force. 

Many  good  things  have  been  done  in  connection  with  the  Haitian  oo 
tion.  No  one  can  dispute  it.  But  I  will  leave  it  to  you  to  judge  if  it  is  w. 
force  philanthropy  upon  a  people  over  the  dead  bodies  of  several  thoi 
natives,  particularly  when  there  is  such  a  wonderful  opportunity  for  alti 
here  at  home.  And,  in  fact,  charity  has  played  a  very  small  part.  With  n 
to  the  motives  in  these  situations,  we  may  say  that  liiere  has  abided  a  sn 
Monroe  Doctrine,  dollar  diplomacy,  and  charity,  these  three,  but  the 
of  these  has  been  charity. 

In  conclusion,  we  should  sweep  out  of  our  minds  any  mystical  notions  j 
the  inherent  righteousness  of  armed  interventions  or  about  the  philantl 
cal  reasons  for  them.  These  matters  are  practical  matters  and  should  be  ji 
by  their  results  to  the  people  of  the  United  States  on  a  long-time  basis  in 
nection  with  our  general  foreign  policy.  The  United  States  turned  its 
upon  the  use  of  force  when  in  the  Pact  of  Paris  it  renounced  war  as  an  iz 
ment  of  national  policy.  Undoubtedly  in  the  relations  of  the  United  Stal 
the  world  at  large  a  policy  of  peace  is  most  economic  This  nation  has  a  1 
financial  stake  in  world  peace  than  has  any  other  country.  It  may  be  tl 
some  cases  of  intervention  against  a  weaker  country  the  use  of  fore 
judged  by  immediate  results,  is  still  profitable.  Will  not  such  an  intervei 
however,  greatly  impair  the  influence  of  the  United  States  in  other  and 
merdally  far  more  important  sections  of  the  world?  If  we  continue  to 
troops  into  Central  America  how  can  we  consistently  remonstrate  with  J 
for  doing  the  same  thing  in  Manchuria.  It  would  seem  to  be  wiser  fof 
country,  guided  by  its  own  best  interests,  to  seek  the  methods  of  peacefi 
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mational  actkm  in  the  adjustment  of  disputes  on  a  co-operative  basis  with 
itin  America. 

Lawrsnci  Dsnnis. — ^F»nn  the  papers  just  read  I  have  learned  that  the 
st-war  investments  of  the  United  States  in  Latin  America  have  been  unwise 
d  that  the  bankers^  investors^  and  borrowers  are  responsible  for  the  unfor- 
Bate  mistakes  made.  I  had  always  suspected  as  much.  In  these  papers  two 
oups  of  problems  seem  to  require  separate  analysis;  namely^  capital  ez- 
irtSy  as  credit  and  trade  phenomena^  and  the  merchandising  of  securities 
a  banking  function.  With  regard  to  national  policy^  both  speakers  seem 
feel  "that  there  should  be  no  hesitation  about  preferring  intervention  to 
andonment  of  legitimate  rights  and  interests."  All  I  have  to  say  about  this 
^y  orthodox  feeling  is  that  it  has  animated  every  nation  going  to  war  h\ 
idon  times. 

Now  with  regard  to  capital  exports^  it  would  have  greatly  simplified  mat- 
Efl  had  the  sx>eakers  stated  clearly  at  the  outset  that  they  considered  bapital 
ports  from  the  United  States  to  Latin  America  necessary  since  the  war  and 
d  they  marshalled  their  reasons  for  such  a  belief.  Then  they  might  have 
own  us  just  how  bankers^  investors,  and  borrowers,  in  the  given  situation 
d  state  of  human  nature,  could  have  made  the  capital  exports  the  speakers 
emed  necessary  without  producing  the  evils  described. 
Let  me  run  over  the  capital  exports  problem  of  Latin  America  at  the  close 
the  war  as  it  appears  to  me  and  as  it  has  not  been  outlined  in  the  papers 
si  read.  The  war  left  the  Latin  American  countries  gorged  with  gold  and 
Id  credits  as  a  result  of  selling  at  inflated  gold  prices,  exports  produced  at 
Its  which  had  not  risen  correspondingly.  A  prompt  restoration  of  the  gold 
mdard  was  indicated.  For  this  step,  no  countries  were  ever  in  a  stronger 
dtion.  Considerable  gold  exports  might  have  followed,  due  to  the  neces- 
7  of  paying  investment  income  to  Europeans  and  because  of  a  desire  for 
me  indulgence  in  foreign  imports  foregone  during  the  war.  Gold  exports 
mid  have  imposed  a  deflation  of  internal  bank  credit  and  tended  to  equalise 
e  international  distribution  of  gold.  Commercial  inventories  would  have  been 
Inced  at  marked  down  prices.  Bankruptcies,  as  in  the  United  States  in  the 
flation  of  commodity  prices  of  1920,  would  have  been  numerous — ^more 
anerous  than  they  were  in  South  America  during  the  same  period.  Internal 
ices  would  have  adjusted  themselves  rapidly  to  the  declining  price  levels  of 
e  gold  standard  countries.  Exchange  stability  would  have  been  maintained, 
iectic  real  estate  booms  would  have  been  aborted.  Public  and  private  ex- 
ioditures  would  have  been  more  modest.  At  the  same  time  there  would  have 
m  ample  gold  to  sustain  new  internal  credit  expansion  for  the  financing 
all  appropriate  construction,  including  government  public  works.  Expan- 
id  of  the  plants  for  producing  raw  materials  could  not,  however,  have  been 
inced  and  in  this  fact  resides  the  major  argument  in  favor  of  such  a  gold 
1  credit  policy  immediately  after  the  war. 

rhe  course  of  hypothetical  events  just  outlined,  however,  would  have  re- 
red  a  fairly  prompt  resumption  by  European  investors  of  their  pre-war 
ictiae  of  reinvesting  most  of  their  capital  income  from  this  quarter.  Two 
tacles  prevented  a  return  to  pre-war  normality;  namely,  the  post-war  debt 
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policy  of  Washington  and  the  aBpirations  of  Wall  Street  to  TepUce 
Street  as  an  international  long-term  capital  market.  In  parentheses,  ^^B  i 
here  remark,  but  not  attempt  to  prove  in  my  ten  minutes,  that  oor  stal  a 
and  bankers  have  not  only  smashed  Lombard  Street,  but  also  broken  v^Hsp 
ever  the  old  capital  exports  game,  and,  possibly,  before  it  is  all  over,  tm  g 
many  more  economic  institutions.  To  continue  with  the  story,  it  may 
that  the  South  American  governments  sterilised  their  gold  in  their 
banks  or  currency  institutions  and  progressively  from  1980  to  1989 
internal  bank  credit.  Consequently,  the  Chilean  Government  had  to  k^n 
American  dollars,  for  the  purpose  of  building  schools,  balancing 
buying  British  gunboats,  or  paying  salaries  to  postmen,  as  you  may 
explain  it — ^all  in  order  that  there  might  be  made  available  in  England 
dollars  to  enable  Englishmen  to  discharge  war  debts  to  America  and  mdm}\ 
pay  for  a  surplus  of  American  imports.  American  loans  have  thus  kept  so 
pended  the  gold  standard  in  South  America. 

Foreign  investments  feed  dollars  into  an  international  pool  which  mm  all 
replenished  by  payments  for  our  imports.  From  this  pool  are  eztraeted  dd 
lars  to  pay  for  American  exports  and  to  cancel  debts  to  Americano.  A$ 
am  neither  a  Calvinist  nor  an  economist,  I  have  never  grasped  the  importtto 
that  is  conunonly  supposed  to  attach  to  the  exact  spot  at  which  doUmrs  «> 
poured  into  this  reservoir. 

The  triangular  movement  of  American  investment  funds,  through  I^ 
America  and  Europe  back  to  New  York,  balanced  the  international  paynxi^ 
of  Europe  and  unbalanced  the  production  of  South  America  as  well  **  "■ 
international  trade  of  the  world.  South  Americans  are  the  victims  of  an  <■* 
healthy  internal  credit  structure,  of  an  impossible  integration  of  the  Inteaad. 
factors  of  production,  and  of  price  declines  caused  by  overproduction  of  ^'^ 
principal  exports.  The  world  at  large  suffers  the  consequences  of  s  P*^ 
longed  and  wholesale  falsification  of  commodity  prices  and  credit  fml^"^ 
Price  declines  due  to  credit  financed  overproduction  have  crippled  tbe  V^ 
chasing  power  of  South  Americans  for  the  manufactures  of  Europe  ^'■ 
America.  It  should  be  recalled  that  our  post-war  imports  from  Soutii  AiD^'^j 
have  constantly  exceeded  by  about  20  per  cent  our  exports  to  that  teff^ 
I  find,  in  the  papers  just  read,  no  adequate  interpretation  of  the  factd^^j 
have  briefly  outlined.  j  J 

I  have  two  challenges  for  the  speakers  and  economists  in  generaL  Fi^^^jj 
challenge  them  to  show  how  in  the  present  integration  of  world  economy  s  i^ 
isf  actory  state  of  trade  can  be  maintained  on  the  basis  of  an  exchange  of  Sff^ 
American  raw  materials  for  canceled  coupons  of  South  American  bondi  ^ 
by  American  or  European  investors.  Second,  I  challenge  them  to  show  M 
the  practice  of  relending  interest  to  avoid  the  exchange  of  goods  for  pt^ 
can  be  prolonged  over  any  considerable  period  of  time  without  recorfCM 
collapses  of  credit  and  wholesale  cancellations  of  debt  such  as  we  now  bi^ 
in  progress.  I  wonder  whether  economists  nowadays  ever  read  Robert  Bi^ 
ilton's  reply  to  Dr.  Price  on  the  play  of  compound  interest?  I  further^ 
press  the  hope  that  I  may  live  long  enough  to  hear  one  American  ecanotf^ 
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adequately  capital  exports  in  tenns  of  their  effects  on  the  price  level 
!;erms  of  the  effects  of  falling  prices  on  monej  debts. 
Qg  about  eighty  out  of  the  hundred  and  twenty  years  from  Napoleon 
vtt  prices  have  had  a  secular  trend  downwards.  From  Versailles  to 
from  Waterloo  to  the  gold  rushes,  prices  have  had  this  trend.  I  come 
^ay  from  New  York  to  learn  that  borrowers,  during  a  period  of  falling 
lity  prices,  have  been  unwise  and  unfortunate.  But  this  is  not  news, 
d  have  been  news  had  the  speakers  explained  how  an  average  long- 
)rrower  can  help  being  unwise  and  unfortunate  during  a  period  of 
prices.  It  would  also  have  been  news  had  the  speakers  shown  how 
;ed  uses  of  credit  for  specialized  production  such  as  six  billions  of 
exports  to  Latin  America  in  a  decade,  can  ever  fail  to  culminate  in 
iphic  price  declines. 

)uld  have  been  enlightening  to  have  been  told  either  how  we  can,  in 
lem  world,  get  on  with  capital  exports  or  proceed  without  them.  It 
seling  that  capital  exports  are  anachronisms  in  the  present  world,  now 
:re  are  no  more  frontier  countries,  now  that  the  industrial  revolution 
now  that  laissez  faire  is  dead,  and  now  that  free  trade  is  as  extinct  as 
ly  Roman  Empire.  In  a  world  of  closed  economies,  nations  in  all  stages 
omic  development  must  pay  as  they  grow. 

as  for  the  merchandizing  aspect  of  security  financing.  Dr.  Cumber- 
ilks  about  the  bankers  having  been  "represented  by  incompetent 
"  I  contend  that  the  agents  who  negotiated  the  bad  loans  were  highly 
ent  because  they  got  what  their  principals  sent  them  after.  I  was  in 
\merica  for  over  a  year  in  1928  and  1929.  I  was  not  competent  be- 
negotiated  no  loans.  I  told  my  employers  from  the  start  that  all  their 
American  loans  had  to  go  into  default  within  five  years  and  proved  this 
in  to  my  own,  though  not  to  their,  satisfaction, 
ird  the  president  of  the  reserve  bank  of  a  South  American  country,  on 
in  the  city  of  New  York,  tell  a  group  of  bankers  that  the  contem- 
loans  to  his  country  should  be  cut  in  half  and  that,  even  so,  they  would 
ssive.  Needless  to  say,  his  opinions  carried  no  more  conviction  than 
1.  I  traveled  all  over  Peru,  Bolivia,  Chile,  and  both  the  Argentine  and 
y.  Everywhere  I  found  everyone  with  whom  I  talked  on  the  sub- 
10  was  not  a  blind  partisan  of  the  government  amazed  and  indig- 
the  excesses  of  the  American  bankers  and  the  grafting  politicians  with 
hey  were  co-operating.  Decent  South  Americans  were,  naturally,  as 
ive  as  decent  New  Yorkers  against  local  grafters. 
Cumberland's  use  of  the  term  "fiduciary"  in  connection  with  the  sale 
itments  is  based  neither  on  law  nor  on  reality.  Bankers  are  merchants 
it  and  securities  who  sell  on  a  caveat  emptor  basis.  The  bankers  de- 
their  customers  with  half  truths,  prepared  in  New  York  by  our  ablest 
)  and  economists  who  cabled  the  agents  of  the  bankers  in  South  Amer- 
just  the  data  required  by  these  social  scientists  for  the  purpose  of 
ig  the  American  public  within  the  law.  The  bankers  rigged  the  market 
0  the  offering  of  South  American  bonds.  The  expenses  and  losses  of 
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these  market  operations  were  taken  out  of  the  money  contrilrated  hj  the  ?fe- 
tims  of  such  interferences  with  a  free  market.  In  England  snch  operatioai 
are  legal  frauds.^  In  America  snch  operations  are  not  at  present  legal  £raiid% 
though  they  might  be  deemed  by  some  courts  as  equitable  frauds  if  a  case  were 
properly  presented. 

With  regard  to  Dr.  Cumberland's  suggestion  of  a  private  finance  clinic  to 
pass  on  security  issues^  I  advance  the  following  objections: 

First,  there  can  be  no  criteria  of  scientific  validity  for  the  appraisal  of 
securities,  other  than  standards  eliminating  deceit  and  fraud.  Practising  tte 
art  of  investment  is  a  venture  in  profit-seeking.  Dr.  Cumberland  says^  "Ainerf- 
can  lenders  should  look  to  security  for  their  funds  and  disregard  other  eoi*; 
siderations."  But  how  can  they  disregard  the  promised  interest  rate?  Aai 
what,  pray,  is  "security  for  their  funds"?  As  I  am  not  an  economist,  I  doMk-i 
know.  What  significance  have  the  criteria  for  evaluating  credit  factors  iM^ 
tioned  by  Dr.  Cumberland  if  one  cannot  predict  the  future  behavior  of  pfioerf 

Second,  there  is  no  science  of  predicting  the  economic  future.  TherefoM^  t 
maintain  neither  gypsies  nor  economists  should  be  allowed  to  sell 
about  the  future,  as  Dr.  Cumberland's  advisory  board  would  do. 

Third,  it  is  the  function  of  government  to  protect  investors  against 
and  fraud  whether  by  lies  or  half-truths.  It  is  the  function  of  capitalists  to  ds 
their  own  guessing  about  the  future. 

Society  must  be  governed  by  laws  adapted  to  its  mechanisms  and  nol  If 
unrealistic  wishes  belonging  to  a  world  of  dreams. 

^  Scott  y.  Brown,  2.Q.B.  1892-724.  For  further  cases  see  Liv€rmor0  v.  BmhmiB^i 
Hun  (N.Y.)  85;  Que^n  y.  AspkwaU,  L.R.  8QBD  48  (1876);  Bampsim  v.  SlUtm,  U 
Mass  146  (1869) ;  People  y.  FerrU  (unreported) ;  People  v.  FederaUd  Radio  Onyw 
244  N.Y.  88  (1926). 


SESSION  ON  RECENT  CHANGES  IN  BANKING 

CENT  CHANGES  IN  THE  CHARACTER  OF  BANK  LIABILI- 
TIES  AND  THE  PROBLEM  OF  BANK  RESERVES 

By  James  Washington  Bell 
Northwestern  Unhertity 

rhe  most  apparent  recent  changes  in  banking,  certainly  those  upper- 
st  in  the  minds  of  the  banking  public  and  of  the  newspaper  readers,  are 
ik  failures  and  bank  mergers.  During  the  past  decade  (1921-81)  a  to- 
of  over  7,000  banks  were  reported  as  having  been  closed,  either  tem- 
rarily  or  permanently,  on  account  of  financial  difficulties.  Some  800  to 
)  of  these  have  since  reopened,  leaving  more  than  6,000  net  failures^ 
h  deposits  of  over  two  billion  dollars.  Bank  mergers  are  a  part  of  the 
itralization  movement  of  industry  which  has  been  taking  place  in  this 
mtry  since  the  beginning  of  the  present  century,  though  the  pace  has 
!n  quickened  since  the  War  (1919).  Prior  to  the  crisis  of  1929  the 
Lsons  for  mergers,  except  for  smaller  banks  in  frozen  condition,  were 
gdy  associated  with  forces  prompting  consolidation  of  banks  for  the 
rpose  of  carrying  on  broader  and  larger  banking  service.  During  the 
8t  two  years,  however,  the  bulk  of  bank  mergers,  in  metropolitan  dis- 
cts  as  well  as  elsewhere,  have  probably  been  prompted  by  distress  con* 
:ions,  due  first  to  internal  and  later  to  external  conditions.  As  President 
>OTer  pointed  out  in  his  Message  to  Congress,  December  8,  ^^a  large 
rt  of  these  failures  has  been  caused  by  withdrawals  for  hoarding,  as 
itinguished  from  the  failures  early  in  the  depression,  where  weaknesses 
e  to  mismanagement  were  the  larger  cause  of  failure.'' 
Current  failures  and  mergers  or  consolidations  are,  therefore,  based 
ion  common  causes.  The  immediate  cause  is  a  lack  of  liquidity.  The 
nk  is  unable  to  meet  its  liabilities  either  because  it  has  tied  up  its  re- 
irces  in  nonliqmd  form,  or  because  miscalculations  have  been  made 
th  regard  to  cash  and  credit  demands.  The  result  has  been  the  suspen- 
)n  of  pajrments,  or  the  seeking  of  help  from  institutions  which  have 
lintained  a  stronger,  i.e.,  more  liquid,  position.  The  situation,  when  too 
d  to  solve  by  independent  action,  has  often  led  to  a  change  of  manage- 
^nt  and  organization. 

The  dual  problem  of  failures  and  mergers  may  thus  be  approached 
3in  two  angles :  mistakes  in  management  either  in  the  amount  and  char- 
ter of  obligations  or  liabilities  assumed,  or  in  the  method  of  employing 
e  resources  so  obtained. 

Much  has  been  written  about  the  bank's  assets.  The  commonplace 
swer  to  the  question  of  why  so  many  banks  have  failed  lately  is  the 
rinkage  in  the  value  of  earning  assets  and  their  frozen  condition,  due 
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chiefly  to  loans  and  investments  of  the  security  and  real  estate  varieties 
But  it  seems  to  me  that  a  subject  which  has  not  been  given  its  due  atten- 
tion is  the  analysis  of  the  character  of  the  bank's  liabilities  in  relation  to 
reserves,  Le.,  primary  reserves  and  other  assets  which  perform  or  Km 
the  reserve  function. 

The  great  bulk  of  the  conunercial  bank's  obligations  are  the  deposit 
liabilities,  and  it  is  the  character  of  these  which  largely  determine  (or  ^ 
should  determine)  the  utilization  or  employment  of  the  bank's  resoorai. 
If  these  were  better  understood  it  would  be  easier  to  make  sound  judg- 
ments in  the  matter  of  providing  reserves  and  building  up  the  bank's  port- 
folio. The  problem  of  conversion  of  funds  used  to  be  simple  when  the  clls^ 
acter  of  liabiUties  was  uniform  and  homogeneous,  but  today  it  has  becone 
more  complex  and  hence  warrants  more  scientific  treatment.  It  is  the  piu^ 
pose  of  this  paper  to  review  the  more  important  and  significant  changei 
which  have  taken  place  with  regard  to  the  bearing  which  deposit  liabilitki 
and  reserves  may  have  on  the  problems  of  bank  failures  and  mergers,  tad 
on  sounder  bank  practice.  A  further  purpose  is  to  examine  some  recent 
proposals  for  bank  reform,  and  in  particular,  provisions  of  an  official  re- 
port^, which  if  adopted  would  provide  an  automatic  check  on  overexpan- 
sion  of  individual  bank  credit,  or  at  least  provide  a  curb  such  as  does  not 
seem  to  be  present  under  existing  reserve  requirements. 

History  of  deposit  liabilities  and  reserve  requirements.  Until  about 
the  middle  of  the  last  century  the  most  important  form  of  bank  credit 
or  debt  (used  in  the  sense  of  depositors'  or  borrowers'  credit  at  banks,  i.e.| 
bank  liability)  was  the  bank  note.  Indeed,  the  note  issue  function  was  the 
characteristic  function  used  to  identify  the  banking  business.  With  the 
development  and  growth  of  the  use  of  checks,  however,  current  or  caik 
deposit  accounts  became  more  important,  and  reserve  provisions,  whick 
had  formerly  applied  to  notes  and  deposits  alike,  came  to  be  considered  t 
problem  in  the  case  of  deposits  alone ;  that  is,  in  so  far  as  the  ordinaiy 
commercial  bank  is  concerned.  In  our  country  this  separation  of  treat- 
ment occurred  in  1887  when  the  amendment  to  the  National  Banking  Aet 
made  specific  provision  for  a  6  per  cent  redemption  fund  to  keep  tke 
bond-secured  national  bank  notes  at  parity,  and  applied  the  so-calleJ 
"reserve  provisions"  to  deposits. 

Furthermore,  deposits  under  the  National  Banking  system  were  con- 
sidered as  all  of  one  category  (gross  deposits)  and  only  a  very  rougk 
classification  of  banks  was  provided,  based  on  their  location  in  financiil 
centers  and  elsewhere,  to  allow  for  the  difference  in  the  character  of  theie 
liabilities  and  the  relative  need  of  their  redemption  or  withdrawaL 

Under  the  provisions  of  the  Federal  Reserve  Act  the  same  classificatifl* 

*  R0vort  of  ths  CommitUe  on  Member  Bank  Reserves  of  the  Federal  Beserve  8f. 
tern,  NoYcmber,  1931. 
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ities  was  retained,  but  a  distinction  was  made  between  demand  and 
:  deposits,  and  different  reserve  ratios  were  applied  to  each.  Percen- 
ta  were  reduced,  and  by  the  Act  of  1917  legal  reserves  were  mobilized 
centralized  in  the  Federal  Reserve  banks,  and  the  present  familiar 
rve  figures  were  adopted. 

'heoreiical  analygis  of  reserve  requirements  and  the  question  of  bank 
iditff.  Due  to  the  fact  that  disagreement  still  exists  with  regard  to 
itions  on  why  reserves  need  to  be  kept  by  commercial  banks,  how  much 
in  what  form,  it  seems  necessary  to  preface  the  examination  of  the 
ration  of  our  present  reserve  requirements  and  proposed  changes  with 
-ief  theoretical  discussion  of  these  matters. 

(anks  must  keep  two  types  of  reserves :  vault  cash  and  balances  with 
respondents  to  meet  ordinary  cash  demands,  and  cash  or  credit  for 
maintenance  or  guarantee  of  confidence  in  the  bank's  credit.  It  is  not 
Biys  possible  to  separate  reserves  into  these  two  categories,  but  custom 
aw  has  established  a  more  or  less  fixed  ratio  of  reserves  in  relation  to 
osits,  which  has  in  practice  come  to  be  interpreted  as  adequate  in 
ntaining  the  depositors'  **morale"  or  confidence  in  the  solvent  condi- 
1  of  the  bank.  With  regard  to  working  reserve,  banks  keep  little  more 
n  is  actually  required  in  the  course  of  their  current  operations,  rely- 
on  other  institutions  for  help  in  time  of  credit  strain  and  emergency. 
;t  is  not  surprising  that  banks  should  nearly  always  lend  ^^up  to  the 
;,"  since  "excessive"  reserves  impair  profits  and  hence  the  stockholders' 
Brest,  and  deficient  reserves  violate  legal  requirements  and  impair 
>ple's  confidence  in  the  solvency  of  the  bank's  credit,  and  may  cause  a 
1  on  the  bank. 

rhe  practice  of  each  individual  bank  lending  to  the  limit  permitted  by 
reserve  requirements  has  worked  successfully  during  periods  of  sound 
siness  conditions,  but  in  times  of  stress,  when  all  banks  found  themselves 
the  same  extended  position,  cash  resources  were  not  available  to  meet 
e  critical  demands  since  the  legal  requirements  could  not  be  impaired, 
le  only  recourse  which  banks  had  under  the  circumstances  was  to  sus- 
nd  payments.  The  necessity  of  an  institution  not  founded  on  a  profit- 
iking  objective,  but  for  the  purpose  of  conserving  resources  to  be  made 
ailable  in  such  cases,  really  accounts  for  the  establishment  of  the  Fed- 
al  Reserve  banks.  Under  this  system  legal  reserve  requirements  took  on 
new  function ;  they  became  a  contribution  to  the  resources  of  the  Fed- 
al  Reserve  banks,  and  the  balances  kept  at  these  institutions  became  the 
rice  which  member  banks  had  to  pay  for  a  steady  and  dependable  market 
)r  their  eligible  paper.  Eligible  paper  thus  became  as  good  as  gold,  and 
*  "secondary  reserve"  made  primary  reserves  usable.  The  reduction  in 
he  reserve  requirements  was  warranted  by  the  fact  that  mob\liza\.\OTi  ol 


188  American  Economic  Auocuitian 

reserves  made  them  usable  and  much  more  effective  than  when  these  were 
scattered  and  subject  to  multiple  control. 

Theoretical  analysu  of  deposit  UabHiiies.  Deposit  liabilities  deter- 
mine the  degree  of  liquidity  which  the  bank  assets  must  have  for  the  bank 
to  remain  solvent,  and  also  determine  the  degree  to  which  credit  may,  with 
safety,  be  expanded.  Solvency  may  be  maintained  in  either  of  two  wajs: 
by  regulating  reserves  and  other  assets  with  regard  to  the  amount  and 
character  of  deposits,  or  by  the  bank  assuming  deposit  liabilities  corre- 
sponding to  its  ability  to  meiet  such  claims.  In  practice  these  cannot  be 
considered  separately  since  they  are  two  aspects  of  the  same  proUem, 
but  for  purposes  of  analysis  they  may  be  considered  as  alternative  metli- 
ods.  If  the  banker  could  know  accurately  when  actual  cash  demands  would 
be  made  and  in  what  amounts,  one  of  his  greatest  risks  or  uncertaintkf 
could  be  eliminated.  So  far  as  some  of  his  liabilities  are  concerned  (e.g.y 
capital  funds,  reserves  for  dividends,  taxes,  etc.,  and  borrowings),  be 
knows  his  commitments,  but  with  regard  to  others  (e.g.,  deposits),  be 
must  depend  upon  practical  experience,  rule  of  thumb  methods  (e.g.,  20 
per  cent  deposit  balance  requirements),  or  upon  more  refined  analysiSf 
to  learn  of  the  likely  or  probable  demands  of  his  customers.  This  phaie 
of  the  problem  has  been  given  less  attention  than  have  bank  assets  and 
further  treatment  of  deposits,  therefore,  seems  warranted. 

Concretely  the  question  of  liquidity  may  be  stated  as  follows.  What 
does  the  banker  know  about  his  status  before  he  begins  operations  at  the 
beginning  of  the  business  day?  Which  of  the  following  items  can  be  ex- 
actly forecast  with  regard  to  changes  if  no  new  business  is  undertaken: 

Cash   No  Capital  and  surplus,  etc Yes 

Loans   No  Acceptance  liabilities Tei 

Investments Yes  Deposits No 

Customers'  acceptance  liabilities .  Yes  Bills  payable Yes 

He  knows  the  amount  of  capital  funds  in  the  business  and  his  liabilities  on 
acceptance  accounts  and  his  borrowings,  and  he  knows  his  investments  is 
bills  and  securities,  etc.  He  knows  on  the  basis  of  previous  operations  what 
loans  are  due  today,  but  since  they  may  be  prepaid  or  renewed  this  itca 
is  subject  to  change,  and  with  it  the  items  "cash"  and  "deposits."  Neither 
does  he  know  whether  deposit  liabilities  will  be  drawn  down  or  built  upi 
nor  whether  cash  will  be  increased  or  withdrawn  as  a  result  of  prcviooi 
loan  operation,  cash  lodgments,  or  of  other  forces.  If,  however,  he  can 
by  analysis  determine  the  character  of  deposits  so  as  to  be  able  to  fore- 
cast the  probable  need  for  cash,  this  relationship  will  be  established,  and 
he  can  solve  his  loan  and  investment  problems  much  more  accurately. 

While  developed  for  different  purposes  the  following  dassificationi 
may  serve  to  throw  light  on  the  character  of  the  chief  class  of  bank  ob- 
ligations. 
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These  dassifications  will  be  treated  seriatim : 

I.  This  general  economic  classification  has  no  particular  bearing  on 
our  problem  since  special  and  safety  deposits  do  not  involve  the  question 
of  reserve  and  has  been  included  merely  for  purposes  of  comprehensive- 
ness. Our  interest  lies  solely  in  general  deposits. 

n.  The  separation  of  deposits  into  demand  and  time  was  initiated  in 
tiie  Federal  Reserve  Act,  and  though  the  distinction  is  based  upon  logi- 
cal differences  in  the  activity  of  the  two  types  of  deposits  and  the  cor- 
responding need  of  reserves,  it  has  become  much  blurred  in  practice  due 
to  the  character  of  time  deposits. 

For  example,  a  further  analysis  of  time  deposits  discloses  three  sub- 
divisions,  viz. :  the  more  or  less  permanent  accumulation  of  personal  re- 

ClABSIFICATION  OF  BaNK  DEPOSITS  AcCORDINa  TO  TtPES 
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Berves,  or  savings  deposits  par  excellence ;  sums  temporarily  accumulated 
by  customers  pending  future  permanent  investment ;  and  idle  business 
funds  not  currently  needed  in  the  business  of  the  owners. 
The  significance  of  this  subclassification  is  that  it  shows  the  unlike 
^  character  of  the  component  parts  of  this  single  category,  and  hence  the 
economic  difficulty  of  legal  definition  of  time  deposits  for  purposes  of 
reserve  requirements.  In  periods  of  stable  business  conditions  these  ac- 
counts are  less  active  than  demand  deposits,  hence  a  lower  reserve  pro- 
portion is  justified,  but  during  periods  of  transition  they  tend  to  shift 
Qiarkedly  in  their  activity  and  character  and  the  classification  becomes 
inaccurate. 

In  times  of  depression  savings  are  drawn  upon  to  mitigate  personal 
hardships  arising  from  decreased  incomes,  and  for  self-protection  in  case 
of  bank  "runs" ;  temporary  accumulations  may  be  partly  drawn  upon, 
bnt  these  may  also  be  increased  pending  clearer  indications  of  the  form 
^nd  direction  which  investments  should  take ;  and  idle  balances  also  tend 
to  grow  since  business  operations  are  curtailed.  If  business  recovery  is 
presaged  by  relative  attractiveness  of  long-term  investments,  temporary 
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savings  are  drawn  down,  and  as  business  picks  up,  demands  for 
modation  cause  bank  credit  expansion,  chiefly  in  the  form  of  dcsnand  de- 
posits, and  may  result  in  a  transfer  of  idle  business  funds  to  demand  de- 
posits. 

III.  The  analysis  of  primary  and  derivative  deposits,  as  made  by  C 
A.  Phillips,  is  based  upon  the  difference  of  purpose  in  establishing  depodt 
credit,  but  is  significant  in  that  it  throws  light  upon  the  stability  or  ae-  1 
tivity  of  the  accounts.  The  assumption  made  is  that  primary  deposits 
are  lodgments  of  cash  or  their  equivalent,  either  as  savings  or  as  serm 
accounts,  whereas,  derivative  deposits,  as  their  name  suggests,  are  de- 
rived from  credit  operations.  The  classification  roughly  paralldi  tbe 
time  and  demand  classification,  and  the  same  qualifications  must  b^  Oide 
with  respect  to  the  heterogeneous  character  of  primary  deposits  and  of 
their  alleged  stability. 

IV.  J,  M.  Ke3mes  has  analyzed  bank  deposits  under  the  suggestife 
three-fold  division  of  savings,  income,  and  business  deposits.  In  this  classi- 
fication, savings  and  income  parallel  primary  deposits  (column  III),  but 
include  part  of  both  time  and  demand  deposits  (column  11),  whereas  bun- 
ness  deposits  are  chiefly  derivative  and  demand.  This  classification  has  ibi 
merit  of  characterizing  the  chief  types  of  commercial  banking  business; 
viz.,  service  accounts  and  business  or  commercial  credit  accounts. 

The  individual  income  and  savings  accounts  typify  the  first  kind  of 
banking  function.  Regular  deposits  and  withdrawals  are  made  wbea 
salaries  or  wages  are  paid  (or  when  goods  are  sold),  and  are  checked  ont 
to  meet  current  expenses,  any  excess  remaining  being  placed  in  savings 
accounts  until  the  accumulation  is  sufficient  to  invest.  Such  business  is 
regular  in  times  of  business  stability  and  need  cause  the  bank  no  great 
difficulties  or  danger ;  there  is  actually  little  need  for  reserve,  since  de- 
posits and  withdrawals  practically  compensate  each  other.  Only  in  times 
of  uncertainty  does  the  bank  need  extra  large  reserves. 

Business  or  commercial  accounts  involve  the  creation  of  bank  cre£t 
They  result  from  borrowings  by  corporate  and  other  enterprises  wYndk 
are  negotiated  through  an  exchange  of  business  paper  for  bank  credit 
(Vide  Phillips'  derivative  deposits.)  The  bank's  reserve  problem  is  largdy 
concerned  with  these,  since  business  accounts  are  fluctuating  and  actiret 
highly  sensitive  to  slight  changes  in  business  conditions  and  in  puUie 
confldence.  Borrowings  are  used  to  finance  both  expansion  of  operations 
when  prospects  appear  to  be  favorable  and  for  the  purpose  of  preventing 
loss  or  protecting  business  solvency  in  times  of  distress.  Cash  reserves  are 
needed  to  meet  increased  hand-to-hand  demands  when  business  is  activei 
and  may  be  needed  also  to  satisfy  propensities  for  hoarding  when  cons' 
dence  in  credit  becomes  impaired.  It  is  against  such  contingencies  that 
banks  must  provide  reserves,  and  if  credit  has  become  inflated  its  reserve 
position  may  be  sorely  tested. 
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'\ 
(Jnfortunately  bank  statistics  are  not  adequate  in  giving  expression  to 
the  quantitative  relations  involved  either  in  Keynes'  or  Phillips'  group- 
ings. 

V.  The  reports  of  the  comptroller  of  the  currency  call  for  a  division 
of  gross  deposits  into  individual,  which  includes  corporate,  government 
or  public,  and  bank.  This  classification  has  practical  uses  since  business, 
btnk,  or  public  demands  may  show  individual  and  peculiar  variations.'  It 
would  be  more  valuable,  however,  if  personal  and  corporation  deposits 
were  separated,  and  if  all  individual  deposits  could  be  divided  into  classi- 
leations  indicating  the  use  or  purpose  of  the  accounts. 

VI  and  Vn.  With  regard  to  the  individual  bank's  own  analysis,  de- 
posit liabilities  based  on  the  size  of  accounts,  and  on  industrial,  occupa- 
tional, or  geographical  grouping  is  particularly  valuable  in  determining 
factors  of  profit  and  safety.  A  few  large  accounts  acting  in  concert  might 
jeopardize  the  bank's  liquid  condition.  At  the  other  extreme,  a  great  bulk 
of  small  accounts  may  be  diversified  and  safe  so  far  as  withdrawals  are 
concerned,  but  may  be  profitless,  or  even  involve  the  bank  in  loss,  unless 
•enrice  charges  are  made.  With  regard  to  diversification  of  accounts  on 
Ae  basis  of  businesses  served,  it  is  as  dangerous  for  the  bank  to  confine 
iti  service  to  one  industry  as  for  a  farmer  to  venture  all  his  resources  on 
one  crop. 

The  general  purpose  of  such  quantitative  and  qualitative  analyses  of 
the  deposit  liabilities  described  is  to  separate  into  groups  those  types  of 
liabilities  which  have  like  characteristics.  Points  of  chief  interest  to 
bankers  are :  classification  of  accounts  of  depositors  or  customers  likely 
to  be  variable,  uncertain,  and  active ;  sufficiently  diversified  accounts 
to  permit  one  class  of  uncertainties  to  offset  or  counterbalance  uncer- 
tainties in  other  classes  (see  colunms  Y  and  VI) ;  and  the  size  of  the 
accounts,  especially  If  large  demand  accounts  happen  to  represent  fiuc- 
toating  industries  (column  VH).  Legal  classifications  (columns  II  and 
T)  do  not  show  the  banker  what  he  needs  to  know.  Other  classifications, 
nch  as  are  suggested  by  Phillips,  Keynes,  and  the  bank  account  analyses, 
promise  results  as  a  basis  for  formulating  sound  loan  and  investment 
policies. 

A  general  qualification  should  be  made  with  respect  to  the  above  clas- 
sfications.  No  arbitrary  line  can  be  drawn  between  the  stable  and  un- 
liable accounts,  nor  even  perhaps  between  active  and  inactive  accounts. 
Such  a  line  becomes  blurred  In  practice  even  when  carefully  defined  by 
law  (e.g.,  time  and  demand  deposits)  or  when  developed  through  custom 
(e.g.,  savings  and  commercial  accounts).  In  other  words,  the  application 
of  such  an  analysis  and  classification  Is  definite  only  during  stable  condi- 
tions. In  times  of  emergency  a  reclassification  becomes  necessary  since, 
'or  example,  those  accounts  considered  most  stable  (proceeds  of  which 

'A  ooaliUtiye  and  quantitative  analjrsis  of  deposit  liabilities  mig^t  have  forestalled 
^  embarrmssment  faced  by  the  Foreman-State  Bsuak  of  Chicago  in  June,  1981. 
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have  been  invested  in  slow  assets)  may  be  the  first  ones  to  be  withdrawn. 
It  is  not  always  the  accounts  that  are  usually  regular  which  can  be 
counted  upon  to  continue  this  regularity. 

While  such  an  analysis  as  this  may  not  always  prove  adequate  as  a 
basis  for  the  conversion  of  bank  resources,  because  emergencies  do  arise, 
it  may  nevertheless  be  maintained  that  it  serves  as  a  more  adequate  guide 
to  loan  and  investment  policies  than  no  analysis  at  all,  and,  if  universaDy 
adopted,  it  might  have  exercised  some  influence  in  forestalling  banking 
crises,  or  at  least  have  mitigated  their  consequences. 

Secondary  reserves.  The  thought  developed  in  the  preceding  section 
is  that  the  reserve  needed  by  a  bank  is  a  function  of  the  variability  in  the 
volume  and  activity  of  its  liabilities,  and  of  the  general  liquidity  of  its 
assets.  Since  stockholders'  claims  are  fixed,  so  long  as  the  bank  is  a  going 
concern,  no  liquid  assets  need  be  kept  against  this  class  of  liability,  but 
deposit  liabilities  are  heterogeneous  in  character  and  often  variable  in 
amount  and  activity.  Therefore,  against  these  the  bank  must  hold  ap- 
propriate assets  so  as  to  be  able  to  meet  demands  when  they  are  due.  It 
is  maintained  that  cash  is  merely  the  most  liquid  asset  which  the  bank 
possesses  and  that  the  whole  hierarchy  of  assets  may  be  arranged  in  the 
order  of  their  liquidity.  Cash  is,  however,  the  only  asset  which  under  aD 
conditions  satisfies  customers'  claims.  Bank  balances  are  held  elsewhere 
to  provide  funds  where  needed,  and  to  satisfy  legal  reserve  requiremeiti. 
Together  with  vault  cash,  these  constitute  the  bank's  working  reserftf 
and  under  ordinary  circumstances  they  should  suffice  to  take  care  of  al 
cash  demands. 

In  times  of  extraordinary  demands,  however,  with  reserves  ^^fixed"  by 
law  and  custom,  the  burden  of  bank  liquidity  is  shifted  from  primary  re- 
serves to  other  assets  which  can  be  quickly  converted  into  cash,  and  it  ii 
here  that  we  find  the  most  important  clues  of  the  bank's  ability  to  meet 
requirements  of  contingent  demands.  Indeed,  if  adequate  facilities  exist 
for  liquidating  these  so-called  "secondary  reserves,"  the  need  for  primaij 
reserves  varies  inversely  with  the  strength  of  these  accounts,  i.e.,  witk 
large  secondary  reserves,  primary  reserves  may  safely  be  reduced,  but  ift 
latter  need  be  strong  indeed  with  few  or  no  secondary  reserves. 

This  point  may  be  illustrated  by  the  table  on  the  following  page  wbiA 
shows  the  older  practice  of  how  banks  varied  their  reserves  during  p^ 
riods  of  good  business  and  bad,  and  how  the  adjustment  must  be  made 
today  in  order  to  maintain  liquidity. 

With  regard  to  the  forms  of  bank  earning  assets,  there  are,  rougfalj 
speaking,  three  categories  from  which  to  choose :  open  market  loans  (bilbf 
commercial  paper,  and  call  loans),  investments  (government  and  other)* 
and  advances  to  customers.  Since,  as  a  rule,  there  is  involved  in  these  «& 
inverse  relationship  between  profit  and  liquidity,  bankers  are  faced  tritli 
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AoJUflTiiKNT  OP  Bank  RasouBcxB  to  Maintain  Liqxtid  Condition 


Credit  Conditions' 
Good       Bad 

Vtriable  wiefve  ratio. 

10           15 

where  bank  is  dependent 

upon  its  own  operations 

Fixed  legal  and  actual  reserves 

10           10 

40           60 
60           40 

Eanimg^aflseU: 
occondary  reserves •■>■■•• 

where  special  facilities  ex- 
ist for  ready  liquidation  of 

Investments  and  slow  loans 

secondaiy  reserve 

a  constant  necessity  of  weighing  one  factor  against  another,  and  the  pro- 
portions l)etween  these  three  categories  undergo  wide  fluctuations  as  the 
factors  of  liquidity  and  profit  become  dominant  or  recessive  in  their  rela- 
tive influence. 

Factobs  Involvkd  in  Choick  or  Bank  Eabninq  Asbsts 


Business  Conditions 

Danger 

Safety 

Spfculatkm 
Securities  sold  at  loss 

Sound  business 
Securities  mariceUble 
Loans  self-liquidating 

Ojpcn  market  loans 

1 
3 

Order  of  ProfitebiUty 

hiTestments 

2 

Advances  to  customers 

1 

Within  recent  years  standards  of  bank  practice  have  been  developed 
around  that  part  of  the  bank's  earning  assets  designated  as  ^^secondary 
reserves."  It  is  stated  that  a  bank  is  as  liquid  as  are  its  secondary  reserves, 
and  efforts  are  made  to  define  these  qualitatively  and  quantitatively. 
Qualitatively  they  consist  of  any  asset  which  can  in  practice  be  readily 
(immediately)  converted  into  cash  without  substantial  loss  through 
dirinkage.  Falling  in  this  class  are  (as  usually  enumerated)  eligible 
paper,  prime  commercial  paper,  short-term  government  securities,  bonds, 
]u>tes,  and  certificates,  and  AAA  listed  securities.  Quantitatively, 
amounts  are  related  to  deposits  even  to  the  extent  of  determining  separate 
ratios  for  each  major  class ;  for  instance,  if  legal  primary  reserves  against 
demand  and  time  deposits  are  10  per  cent  and  8  per  cent,  secondary  re- 
serves should  be,  say,  25  per  cent  and  15  per  cent. 

A  conventionalized  set-up  such  as  the  one  on  the  next  page  may  serve 
to  illustrate  the  relationship  of  assets  to  liabilities. 

A  word  of  caution  is  required  with  regard  to  the  use  of  these  formulae. 
In  the  first  place,  the  line  of  demarcation  between  secondary  reserve  and 
other  assets  is  arbitrary  and  relative,  and  though  a  well-managed  bank 
•hould  separate  these  accounts,  even  though  the  two  may  overlap  eoxv- 
siderably,  it  should  he  realized  that  assets  which  may  be  considered \\c\v3\dL 
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Fixed — Building,  etc. 

Federal  Reserve  bank  stock 

Loans  and  other  inyestments 

Secondary  reserve 

Cash  reserve  (including  float) 

Liabiiities: 

Deposits — ^Demand 

Time 

Capital  stock,  surplus,  and  undivided  profits 


6* 

%    JEaming 
18* 
100% 

15      Equity 
100% 


*  Little  or  no  earnings. 

at  one  time  may  be  slow  or  frozen  under  changed  conditions.  The  adjust- 
ment of  internal  bank  policies  to  cyclical,  irregular,  or  sporadic  fluctui- 
tions,  or  even  secular  changes,  is  not  sufficiently  understood  to  warrant 
more  than  arbitrary  standards.  It  is  gratuitous  to  state  that  consem- 
tive  practice  would  exclude  all  assets  not  thoroughly  gilt-edge,  even  io 
times  of  crisis,  since  it  is  at  these  times  when  liquidation  is  required. 

In  the  second  place,  the  adjustment  of  assets  is  an  individual  bank 
problem  into  which  many  variables  enter,  e.g.,  the  location  of  the  bask) 
the  composition  and  character  of  its  liabilities,  capital  funds,  local  de- 
mands for  credit,  familiarity,  and  traditional  practice  with  regard  to 
specialized  loans  and  investments. 

Operation  of  reserve  reqtUremenis^  19HrSl,  In  the  light  of  the  abow 
theoretical  analysis  we  may  proceed  with  the  examination  of  the  open- 
tion  of  reserve  requirements  during  the  period  1914-81. 

The  following  table  presents,  in  summary  form,  the  legal  require- 

Changes  in  Legal  Reberye  RsQiJiREifKNTB 


National  Banks  prior 
to  Federal  Reserve  Act 


1014- 
17* 


Fede  al  Reserve  Member 
Ranks  1917 


Classification 
of  Banks 


Total 
reserve 
required 
vs.  total 
net  deps. 


At 

home 


At  home 

or  on 

deposit 

elsewhere 


Reserves  against 


Net 
deposits 


Time 


At 
h<nne 


Fedoil 

ReierTt 

Btnk 


Central  Reserve  city 

Reserve  city 

Country 


aU 


aU 
sD 
sD 


*  Transition  period  when  reduction  in  ratios  was  gradually  effected  and  locatiaQ  of  reitfv* 
changed. 

Calculation  of  net  deposits  subject  to  reserve  has  varied  from  time  to  time.  At  pms^ 
thev  include  total  demand  deposits  of  individuals,  corporations*  etc,  plus  the  eKoesi^  i  a^ 
of  demand  deposits  due  other  banks  over  items  in  process  of  collection  and  funds  on  d^oi 
with  other  banks.  United  States  government  deposits  have  been  enmpted  from  iiJiUfH» 
quirements  since  1017. 

Vault  cash  eligible  for  reserve  exdiided  natiooal  bank  notei^  federal  merva  notes  m 
/edera/ jvMrve  bau  notes  prior  to  Ittri.  fliMi  1117  BD  VMili  oash  I 
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tients  for  national  banks  before  the  Federal  Reserve  Act  and  for  member 
>anks  thereafter  (as  ultimately  determined  by  1917). 

Operating  effects  of  changes  in  reserve  requirements.  The  effects  of 
legal  changes  in  reserve  requirements  since  1914  have  been:  to  reduce 
effective  reserves ;  to  mobilize  and  concentrate  legal  reserves  in  the  re- 
serve banks;  and  to  effect  a  distinction  between  time  and  demand  de- 
posits. 

Table  I 

Statibtics  op  All  Mbibeb  Banks,  1914-Sl,  in  Rboabd  to  Reskhvss* 

Defosits,  and  Eabnino  Assets  as  op  December  81* 

(Ezpresnd  in  dollars— 00,000,000  omitted) 


1014 

1017 

1020 

1028 

1020 

1030 

1081 

/.  Reserves 

1.  At  FJl.  banks  Gegal) 

.2 

.0 

1.1 

1.4 
2.1 

1.7 

.6 

1.5 

2.4 

.5 

2.1 

2.8 

.5 

2.1 

2.4 
.5 

2.4 

(9/») 
2.8 

1  Vanh T. .' 

.5 

8.  Due  from  other  banks 

1.0 

4.  Total  working  reserve  fmids 

2.0 

5.5 

4.7 

llDemmis 
*r  Total. 

8.8 
5.1 
1.2 
.07 
1.8 

7.4 
.1 

18.6 
11.1 

8.1 
.6 

8.6 

15.6 
.7 

24.2 
14.6 

6.1 
.8 

8.0 

21.5 
8.0 

80.0 
21.1 
18.4 

.2 
4.2 

88.8 
1.1 

88.0 

20.4 

18.2 

.1 

4.1 

88.0 
.8 

87.1 

18.7 

18.5 

.2 

4.5 

82.5 
.8 

88.4 

6.  I>fmand 

17.5t 
12.0t 

7.  Time 

0.  Ehie  to  banks. 

«_ 

10.  Total  net  deponU  subject  to  re- 
serve requirements 

30. 5t 

11.  Bills  payable  and  rediscounts 

.4 

///.  Earning  As$eU 
14.  Total 

8.5 
6.4 
2.0 
.7 
1.8 

16.0 

12.8 

4.5 

1.7 

2.8 

25.5 

10.5 

5.0 

2.6 

8.8 

85.8 

25.1 

10.5 

4.8 

6.2 

10.1 

85.0 

26.1 

0.7 

8.8 

5.0 

7.6 

10.5 

84.8 

28.8 

10.9 

4.1 

6.8 

7.0 

0.7 

88.0 

1.^.  T-4>ans** 

20.0 

14.  Total  investments 

12.1 

15.  U.  S.  securities 

5,5 

16.  Other  securities 

17.  Eligible  asseU  (earlier  figures  not 
nviii^KV).. 

6.6 
7.0 

18.  ToUl  loans'  secured  by  stocks  and 
bonds 

8.0 

*M3.  Loans  (analysis  of  detaU) 

(a)  To  banks: 

(0.( 
.58 

21.46 

7.84 

8.12 

10.00 

8.15 

.21 

.80 

2.55 

)00,000 
.71 

28.10 

8.48 

8.10 

11.55 

2.24 

.20 

.20 

1.66 

omittec 

.68 

.81 

.81 

21.00 

7.04 

8.18 

0.88 

2.28 

.87 

.86 

1.40 

I) 

.50 

secured  by  stocks  and  bonds, 
otherwise  secured  and  unsecu 

.81 

red 

.28 

(b)  To  customers: 

18.71 

secured  by  stocks  and  bonds, 
secured  by  real  estate 

6.84 

8.14 

otherwise  secured  and  unsecu 

ml 

8.72 

(c)  Open  market  loans: 

1.56 

'bills 

.88 

commercial  paper 

.29 

street  loans 

.02 

*  the  above  data  are  taken  from  the  Annual  Report  of  the  Federal  Reserve  Board  for  1930, 
pp.  M-05,  except  for  1081,  which  were  taken  from  Federal  Reserve  Bulletins  for  November, 
p.  611,  and  December,  pp.  664,  698,  and  699. 

t  Jane  20, 1017;  amount  reduced  to  JS  f or  December  81. 

t  AvBiafe  daily  for  September. 
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Although  reserve  requirements  were  designed  to  change  directly  with 
the  deposit  liabilities  of  the  member  banks,  results  show  that  they  han 
neither  kept  step  with  regard  to  the  volume  of  total  deposits,  nor  to  their 
use,  or  turnover.  In  fact  during  the  period  considered,  1914-81,  the  lack 
of  adjustment  has  been  shown  by  an  actual  relative  decrease  in  reservei^ 
both  legal  and  discretionary,  and  a  lack  of  current  adjustment  to  fluctui- 
tions  in  the  use  of  bank  deposits. 

Table n  4 

Operatiokb  or  All  Member  Banks  as  Reflected  bt  Seudctbd  Ratios,  1014-81 
(Year  and  figures  except  for  lOSl)* 


1914 

1917 

1920 

1928 

1929 

1930 

1931 

/.  Reserves 

Legal+vault  (l-h2) 
1. 

18.5 
28 

14.7 

11.8 

8.9 

8.0 

0.4 
IS.l 

9.i 

Total  net  deposiU  (10) 

Total  working  reserve  (4) 

ft. 

Total  net  deposits  (10) 

15.4 

//.  DeposiU 

Time  deposits  (7) 
1. 

10.5 

20.1 

28.8 

40.8 

40.0 

41.5 

42.S 

Total  net  deposits  (10) 

///.  Earning  AsseU 

Investments  (14) 

1. 

Total  earning  assets  (12) 

U.  S.  sec8.+0.  M.  loans  (16+13c) 
0 

24.5 

27.1 

23.1 

29.8 
20.8 

27.0 
16.8 
21.2 

81.8 
18.2 
20.1 

37.0 
tli 

Total  earning  assets  (IS) 
Eligible  asseU  (17) 
Total  earning  assets  (12) 

84.0 

*  The  data  used  is  taken  from  Table  I  and  the  numbers  in  parentheses  refer  to  itemitf 
enumerated. 

The  reduction  in  the  legal  minimum  reserves  has  had  no  significant  ef- 
fect with  regard  to  liquidity  since  these  can  in  no  case  be  impaired.  (Note 
experience  of  national  banks  in  the  panic  of  1907.)  The  Report  of  i^ 
Committee  on  Member  Bank  Reserves^  goes  so  far  as  to  state  that  it 
is  not  'Hhe  purpose  of  legal  requirements  for  reserves  to  insure  the 
liquidity  of  individual  member  banks,  nor  that  it  is  possible  for  1^ 
reserve  requirements  to  accomplish  this  purpose." 

'  Report  referred  to  in  the  introduction  and  analysed  In  oondudliig  part  sf  M 
paper.  J 
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-es  on  vault  cash  show  that  member  banks  have  not  increased 
compensate  for  the  reduction  in  legal  minimum  requirements,  as 
ected  when  vault  cash  was  removed  from  the  discretionary  reserve 
It  was  the  purpose  of  this  provision  to  concentrate  gold  holdings 
serve  banks,  and  this  was  accomplished,  but  it  also  opehed  the  way 
radual  diminution  in  actual  reserves.  Were  the  previous  provi- 
)plied  today  the  member  banks  would  be  required  to  hold  some 
ion  dollars  more  than  they  now  hold  as  vault  reserve.  (This  would 
be  borrowed  from  the  Reserve  banks  and  would  form  the  basis 
stronger  credit  control  both  by  modifying  individual  bank  policy 


Table  m 

Utio  of  Bank  Capital  to  Deposits  for  All  Mebcber  Banks,  1920-80* 

(Expressed  in  billion  dollars) 


Total 
Deposits 

Capital 
Stock 

Total 
Capital 
Funds 

%  Capital 
Stock  to 
DeposiU 

%  Capital 
Funds  to 
Deposits 

83.4 

2.5 

6.8 

7.6 

19.0 

87.1 

2.6 

6.8 

7.2 

17.0 

88.0 

2.7 

6.5 

6.5 

17.1 

89.0 

2.4 

5.7 

6.8 

14.7 

86.6 

2.8 

5.8 

6.4 

14.6 

84.5 

2.2 

4.9 

6.4 

14.8 

34.2 

2.1 

4.6 

6.1 

18.9 

32.3 

2.0 

4.5 

6.8 

14.0 

28.5 

2.0 

4.8 

7.0 

15.8 

27.2 

1.9 

4.8 

7.0 

16.0 

23.2 

1.8 

4.0 

8.0 

16.5 

24.2 

1.7 

4.1 

7.4 

17.0 

)70  capita]  funds  were  approximately  equal  to  deposits;  at  the  beginninff  of  the 
ntury  capital  funds  were  about  40%;  during  the  war  and  after  they  had  dropped 
c\  in  more  recent  time  the  equity  of  the  owners  has  grown  still  thinner,  until  by 
roportions  for  all  member  banks  were  4.5  billion  capitalf  unds  to  84.2  total  deposits. 
Lately,  due  to  consolidations,  failures,  etc.,  the  proportion  of  ownership  has  again 
creased  so  that  they  are  now  as  large  as  they  were  a  decade  ago. 

providing  ammunition  for  the  Reserve  banks.)  Furthermore  the 
n  removing  vault  cash  from  reserve  requirements  has  not  worked 
y  between  banks.  The  Report  of  the  Committee  on  Member  Bank 
?  shows  a  reduction  on  the  average  of  vault  cash  from  8.5  per 
1.5  per  cent  from  1918  to  1980 ;  the  reduction  being  much  larger 
ase  of  city  banks  than  in  country  banks. 

conomy  of  the  total  working  reserves,  legal  and  discretionary,  is 
ed  by  comparing  figures  of  all  national  banks,  1918  and  1980. 
)rmer  year  a  total  of  84  per  cent  reserves  to  deposits  (consisting 
per  cent  due  from  banks,  plus  18.5  per  cent  vault  cash)  was  re- 
1  the  latter  year  to  20.7  per  cent  (consisting  of  12.8  per  cent  due 
Dk«,  2.0  per  cent  vault  cash,  and  6.4  per  cent  in  Reserve  banks). 
1914  to  1981  member  hank  reserves,  including  vault  catiVi)  W 
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creased  from  1.8  billion  to  2.9  billion  dollars,  whereas  total  net  deponto 
increased  from  7.4  billion  to  82  billion  dollars,  representing^  a  dedine  in 
reserve  ratio  from  18.76  per  cent  to  9  per  cent.  While  this  increase  in 
expansion  in  credit  was  based  upon  huge  imports  of  gold,  it  was  made 
possible  by  a  progressive  reduction  in  effective  requirements  for  member 
bank  reserves  by  the  provisions  of  the  Federal  Reserve  Act,  but  more 
especially  by  the  amendment  of  the  Act  in  1917.  According  to  the  com- 
putations of  the  Committee  on  Member  Bank  Reserves  (page  9)  member 
banks  would  now  be  required  to  hold  18.76  per  cent  of  82  billion  dol- 
lars, or  4.4  billion  dollars  reserves,  if  the  vault  cash  reserve  requirement 
of  the  national  banks  prior  to  1914  were  still  in  force.  This  amounts  to 
1,6  billion  dollars  more  than  they  now  have.  The  Report  also  states  that 

Table  IV 

Comparison  of  Rugible  Paper  to  Total  Loans,  Discounts^  and 

iNVEsnaBNTS  or  National  Ranks 

(Expressed  in  million  dollars) 

From  Comptroller  of  Currency  Reports 


Fis.Yr. 

Total  Loans 

Tot  Elig,  Pap. 
Plus  U.  S. 

Ending 

Discounts  and 

%<d 

June  SO 

Investment 

Securities 

Total 

102S 

16.8 

6.2 

87.0 

1924 

17.1 

6.0 

85.1 

1925 

18.4 

5.9 

82.8 

1926 

19.2 

5.9 

80.9 

1927 

20.3 

5.9 

29.8 

1928 

22.2 

6.2 

27.9 

1929 

21.4 

5.8 

27.1 

19S0 

21.8 

5.5 

85.1 

about  one-half  of  the  decrease  (1.6  billions)  reflects  the  removal  of 
vault  cash  from  required  reserves  in  1917,  while  the  remainder  reflects 
the  lowering  of  reserve  percentages,  and  the  rapid  shift  from  danaad 
to  time  deposits. 

These  figures  show  that  in  practice  banks  stick  very  closely  to  tk 
minimum  requirements  established  by  law  and  actual  operating  needi 
for  till  money  and  payments  of  balances  through  clearings.  The  explana-  : 
tion  and  justification  of  this  practice  is  found  in  the  improved  facilitiei  ■ 
under  the  Federal  Reserve  system  for  supplying  cash  and  credit  to  mem- 
bers, if  and  when  accommodation  is  wanted. 

Another  factor  effecting  a  reduction  of  the  reserves  has  been  the  shift 
from  demand  to  time  deposits.  Though  the  growth  in  time  deposits  ess 
in  large  part  be  accounted  for  by  an  absolute  increase  in  new  savings  and 
by  an  acquisition  of  this  type  of  business  which  might  otherwise  have 
gone  to  savings  banks,  there  is  evidence  to  show  that  reclassification  of 
deposits  has  been  effected  so  as  to  evade  legal  reserve  requirements.  Hn 
Report  on  Member  Barik  Reseroet  deal«  at  length  with  tiie  methods  en- 
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doyed  in  effecting  a  reclassification  of  demand  deposits  (with  their  7 
»er  cent,  10  per  cent,  and  18  per  cent  requirements)  so  as  to  bring  these 
rithin  the  legal  definition  of  time  deposits  (with  8  per  cent  reserve  re- 
[oirements).  The  figures  for  time  deposits  show  that  these  have  progres- 
ivdy  increased  from  17  per  cent  of  the  total  net  deposits  in  1914  to 
iver  40  per  cent  in  1981.* 

Failure  of  reserves  to  correspond  to  activity  of  deposits.  The  lower- 
ing of  reserves  in  relation  to  the  volume  of  deposits  has  been  accentuated 
by  the  fact  that  the  turnover  of  deposits  has  greatly  increased  since  1914, 
and  especially  since  1926  to  the  year  1980.  No  account  has  been  taken 
by  the  legal  provisions  of  the  activity  of  deposits  as  such.  It  was  as- 
iiimed  that  a  classification  of  banks  according  to  their  location  in  finan- 
cial centers  and  in  the  country,  and  a  distinction  between  demand  and  time 
deposits,  would  cause  reserves  to  vary  in  direct  relation  to  the  change  in 
character  and  volume  of  business  demands  for  credit,  an  assumption  not 
verified  by  experience.  It  is  well  known  that  short-time  fluctuations  in  in- 
duftry,  trade,  and  finance  are  much  more  closely  correlated  with  changes 
in  bank  debits  than  with  the  volume  of  bank  deposits.  Statistical  studies 
by  Carl  Snyder,  Warren  M.  Persons,  and  otiiers  have  confirmed  this 
fact.  It  follows  that  if  reserve  requirements  are  to  reflect  fundamental 
changes  in  the  demand  for  bank  credit,  account  should  be  taken  of  the 
activity  of  deposit  accounts  as  well  as  of  their  volume.  The  evidence 
presented  in  the  Report  of  Mernber  Bank  Reserves  (pp.  9  and  11)  on 
this  point  is  convincing. 

This  report  contains  an  instructive  chart  covering  the  period  1924- 
80  showing  the  relationship  between  member  bank  reserve  balances  at  the 
Federal  Reserve  banks ;  member  bank  net  deposits,  indicating  the  volume 
of  credit  demand;  and  total  debits,  representing  the  turnover  or  activity 
of  deposit  accounts.  These  curves  show  legal  reserves  fluctuating  roughly 
rtth  net  deposits,  but  indicate  a  very  crude  and  inadequate  relationship 
to  total  debits  or  activity  of  accounts,  thus  brining  out  clearly  the  fail- 
ure of  member  bank  balances  to  reflect  fundamental  changes  in  the  de- 
mand for  credit  accommodation.  For  example,  a  shift  in  balances  from 
country  to  city  banks  in  1924,  on  account  of  the  inactivity  of  business  in 
the  interior,  caused  increase  in  reserve  requirements  from  7  per  cent  to 
10  per  cent  or  18  per  cent,  whereas,  with  the  recovery  of  business  in  the 
interior  in  the  two  years  following,  reserves  were  withdrawn  from  cities, 
thus  decreasing  the  reserve  requirements  on  such  withdrawals  from  10 
per  cent  and  18  per  cent  to  7  per  cent. 

In  1928-29  extraordinary  demands  for  funds  in  the  speculative  secur- 

*Par  a  comparison  of  i^rowth  In  time  deposits  plus  savings  in  savin  g:s  banks  and  dc- 
Baod  deposits  see  table  in  W.  R.  Burgess'  The  Reserve  Banks  and  Money  Markets,  p. 
17.  In  effect  the  ilgares  sbow  that  by  1926  savings  had  regained  their  **66-5(f  -pt^^w 
datlonsiiip. 
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ity  markets  were  met  without  any  increase  in  reserve  reqnireoMnta.  h 
fact  the  legal  requirements  were  about  76  million  dollars  lower  in  Sf 
tember,  1929,  at  the  peak  of  the  stock  market  boom,  than  in  D 
1927,  though  broker  loans  increased  in  this  period  by  over  4  Uffii 
dollars,  and  the  heavy  demand  for  funds  was  further  evidenced  by 
charged  for  call  loans  which  reached  a  monthly  average  high  of  10 
cent.  Corporations  and  other  non-banking  lenders  made  huge  direct  k 
to  the  markets,  yet  with  no  perceptible  effects  on  the  volume  of  bank  I 
posits.  But  the  activity  in  deposit  accounts  increased  with  great  rapidi; 
and  had  this  been  taken  into  consideration  increased  reserve  requiremoi 
would  have  acted  as  a  powerful  restraint  against  the  unsound  credit  i 
was  developing  at  that  time.  Since  the  depression  reserves  have 
tinned  relatively  high  despite  the  extraordinary  decline  in  totsl 
debits. 

Effect  of  reserve  reqtiiremenU  upon  bank  assets,  19HS1.  Aki 
with  changes  in  bank  deposits  have  occurred  corresponding  changa 
the  character  and  amount  of  bank  assets.  These  have  also  been  affeeh 
by  the  revisions  in  reserve  requirements.  The  reduction  of  reserves 
(together  with  the  increased  amount  of  bank  credit  based  upon  gold 
ports  and  reserve  bank  credit)  has  released  resources  more  than  A 
quate  to  serve  commercial  demands  of  the  banks'  own  customers.  H 
excess  has  found  its  way  into  non-commercial  uses,  and  has  also  beat 
factor  in  prompting  commercial  banks  to  diversify  their  businenl 
undertaking  new  functions.  During  this  period  (1914-81)  bankers  M 
warranted  in  treating  the  growing  proportion  of  the  total  deposits  cos 
sisting  of  time  or  savings  accounts  (16  per  cent  to  over  40  per  cent),tl 
gether  with  their  proprietorship  capital  as  semipermanent  funds,  a^ 
able  for  making  loans  and  investments  of  longer  duration  and  less 
ity  than  those  of  a  strictly  commercial  character.  A  comparison  of 
quantities  ^^investments  plus  advances  to  customers  on  securities  and 
estate"  and  the  sum  of  ^^capital  funds  plus  time  deposits"  shows  thatDfli 
commercial  advances  have  just  about  kept  pace  with  the  increaie  i| 
semipermanent  funds  down  to  1929,  and  with  the  corresponding  decreaii 
occurring  since.  This  general  statement  is  substantially  correct  ef^ 
though  the  comparison  is  subject  to  certain  qualifications,  e.g.,  ^'strec 
loans"  are  excluded  on  the  ground  that  they  represent  legitimate  di 
mands  of  dealers  in  securities  for  short-term  working  capital ;  a  portid 
of  collateral  loans  to  customers  used  for  commercial  purposes  should  all 
be  excluded ;  bank  building  and  equipment,  etc.,  should  be  included  h 
cause  these  tie  up  funds ;  and  on  the  other  hand,  time  deposits  are  not  i 
semipermanent  in  character.  On  the  basis  of  their  commercial  and  noa 
commercial  business,  member  banks  in  the  aggregate  have  been  liqu' 

•See  Table  III. 
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througbout  the  period  since  their  demand  liabilities  have  by  and  large 
leen  matched  by  their  current  funds.  This  condition  of  liquidity,  ade- 
.  qaate  during  a  period  of  confidence,  does  not  necessarily  prove  so  in  times 
K  of  stress,  and  the  position  of  the  bank's  ^secondary  reserves"  should  be 
k  examined  as  a  further  test  of  liquidity.  In  other  words,  what  proportion 
^  cf  the  bank's  assets,  commercial  and  non-conmiercial,  are  available  to 
j^  meet  contingent  demands  for  cash?  Highly  liquid  loans  and  investments 
diould  be  separated  from  assets  which  are  slow  or  likely  to  become 
frozen.  The  ratios  in  Table  II,  i.e..  United  States  securities  plus  open 
aiarket  loans,  and  of  eligible  assets  to  total  earning  assets,  show  that  a 
£fth  or  more  of  bank's  earning  assets  are  readily  convertible  into  cash 
0r  credit  either  in  the  open  market  or  at  the  Reserve  banks.  Complete 
iigores  are  available  only  for  the  past  few  years  but  the  trend  shown 
in  the  table  for  national  banks  (Table  lY)  indicates  that  secondary  re- 
m  serves  did  not  keep  pace  with  the  increase  of  total  earning  assets,  and 
m  that  by  1929-80  the  low  point  of  secondary  reserve  strength  was  reached. 
m  The  evidence  seems  clear  that  bank  funds  were  utilized  to  an  increasing 
P   extent  in  slow  and  non-commercial  purposes. 

\        The  degree  to  which  eligible  paper  was  used  for  the  purpose  of  con- 
f'    version  into  primary  reserves  is  shown  in  the  borrowings  and  rediscounts 
F"  •i  the  Reserve  banks  (item  11,  Table  I) .  This  item  has  been  reduced  from 
'*     1.1  billion  dollars  in  December,  1929,  to  about  250  thousand  dollars  in 
'-^    the  summer  of  1981.  (Since  the  fall  of  1981  there  has  been  an  increase.) 
Compared  with  8  billion  dollars  in  1920  this  would  seem  to  indicate 
great  latitude  of  borrowing  capacity,  hence  a  high  degree  of  liquidity. 
The  progressive  decline,  however,  in  the  proportion  of  eligible  paper 
since  that  time,  and  until  1981,  makes  one  pause  at  the  inference.  (See 
*     Table  IV  on  National  Banks,  1928-80.)  In  fact  many  writers  during 
^     this  period  expressed  apprehension  as  to  the  unfavorable  significance  of 
^     this  development.  Furthermore  borrowings  and  rediscounts  are  compli- 
cated by  gold  movements.  Huge  gold  imports  during  this  period  made 
member  banks  less  dependent  upon  reserve  bank  credit  in  order  to  main- 
tain their  own  liquidity,  but  it  would  be  hazardous  to  count  upon  a  con- 
tinuation of  this  condition  as  a  source  of  supply  of  reserve  assets. 

Even  if  we  were  to  admit  the  satisfactory  liquidity  of  the  banking 
system  the  failure  of  several  thousand  individual  banks  would  be  no 
anomaly.  The  liquidity  of  the  unit  bank  is  an  individual  problem,  or  at 
most  a  group  problem  where  common  factors  bear  alike  upon  all  of  the 
members  of  such  a  group.  Differences  exist  between  banks.  Some  bankers 
are  conservative,  others  adventurous ;  some  manage  their  affairs  with  a 
narrow,  meticulous,  specialized  outlook,  while  others  adjust  their  busi- 
ness to  general  economic  movements  and  take  into  account  cyclical, 
secular,  and  other  fluctuations.  By  and  large,  bankers  have  not  yet  been 
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fully  educated  with  respect  to  the  importance  of  digiUe  assets  an 
secondary  reserves.  Too  many  of  them  still  venerate  and  adhere  to  tli 
traditional  reserve  ratio  as  the  final  test  of  liquidity.  Yet  the  last  weal 
ness  to  be  shown  in  the  bank's  affairs  is  the  impairment  of  the  resen 
ratio.  Statements  of  banks  just  prior  to  failure  never  indicate  lack  c 
liquidity,  if  this  letter-of-the-law  test  be  applied.  The  obvious  explana 
tion  is  that  when  impairment  occurs,  immediate  correction  must  be  mad 
or  the  bank  must  cease  operations.  The  failure  of  practice  with  regar 
to  secondary  reserve  provisions  makes  reliance  upon  primary  reser? 
regulation  necessary.  Any  effort,  therefore,  which  approaches  the  prol 
lem  of  bank  liquidity  from  the  point  of  view  of  affecting  the  reserve  rati 
is  taking  a  step  in  the  right  direction  for  reforming  our  present  bankii^ 
weaknesses. 

Propoiids  to  correct  the  weaknesses  of  the  banking  system.  Propossl 
to  correct  the  weaknesses  of  the  banking  system  are  both  remedial  an 
preventive.  Some  plans  overtly  recognize  that  we  are  caught  in  a  part 
lyzed  condition  and  suggest  ways  of  getting  out  of  the  predicament 
others  are  designed  to  strengthen  the  machinery  so  as  to  prevent  a  re 
currence  of  the  situation. 

Among  the  various  remedial  measures  proposed  are  those  sponsors 
by  the  administration  (utilizing  existing  institutions  and  providing  nei 
ones)  to  thaw  out  frozen  assets  of  banks  and  other  institutions,  re-ea 
tablish  confidence,  and  thus  ^^iberate  working  capital"  so  that  it  can  b 
put  to  work.  Particularly  apropos  are  the  following:  the  establishmen 
of  the  National  Credit  Corporation,  set  up  after  the  British  crisis  (Oc 
tober  6,  1981)  ;  the  system  of  home  loan  discount  banks  (recommende 
November  14) ;  modification  of  the  Reserve  bank  eligibility  restriction 
**during  the  emergencjr*'  without  lowering  "the  standards  of  the  system" 
authorization  of  the  Federal  Reserve  banks  to  "make  available  quickly  t 
depositors  some  portion  of  their  deposits  in  closed  banks,  as  the  asset 
of  such  banks  may  warrant";  and  the  creation  of  a  Reconstructioi 
Finance  Corporation  modeled  on  the  former  War  Finance  Corporation 
and  of  mortgage  discount  banks,  to  make  advances  to  agricultural  credii 
agencies  and  to  established  industrial  and  financial  institutions  not  serrec 
by  the  National  Credit  Corporation.* 

Other  proposals  of  the  preventive  character  reconunend  further  gov- 
ernment financial  aid  by  treasury  subscription  of  additional  capital  tc 
the  Federal  Land  Banks ;  measures  of  enlarging  membership  in  the  Fed- 
eral Reserve  system ;  improvement  of  banking  laws ;  investigation  of  tin 
need  for  separation  between  different  kinds  of  banking;  and  an  enlarge 
ment  of  branch  banking  under  proper  restrictions. 

With  regard  to  remedial  measures  few  will  deny  that  some  actioi 

*  President's  Message,  Dcconber  8, 1981. 
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)uld  be  taken.  Many  of  these  proposalB  haTe  distinct  merit,  but  in 
ministering  a  remedy  care  must  be  taken  not  to  create  new  weaknesses, 
fish  to  single  out  for  brief  consideration  the  proposal  to  modify  eligi- 
ity  requirements.  Your  attention  has  ahready  been  called  to  progres- 
e  decline,  down  to  1980,  in  the  proportions  of  eligible  paper  held  by 
tional  banks  (see  Table  IV).  This  condition  signifies  that  these  banks 
re  becoming  less  and  less  liquid  so  far  as  resort  to  Reserve  bank  re- 
arces  were  concerned,  and  that  they  were  depending  for  liquidity 
tre  and  more  upon  the  organized  markets  for  securities  and  real  estate 
nrtgage  paper.  The  McFadden  Act  of  1027  aggravated  the  condition. 
le  question  may  well  be  asked  whether  or  not  further  liberality  and 
couragement  in  legal  permission  to  lend  on  and  invest  in  securities 
id  real  estate  paper  may  not  aggravate  the  situation  rather  than 
neliorate  it.  The  question  is  raised  not  because  it  is  believed  that  some 
A  measures  may  not  be  warranted  to  extract  us  from  the  predicament 
!  now  find  ourselves  in,  but  merely  to  point  out  the  possibilities  of  in- 
ition  if  such  measures  should  become  a  permanent  fixture.  The  McFad- 
m  Act  liberalized  investment  and  loan  provisions.  If  Lombard  loans  had 
:  that  time  been  eligible  for  discount  at  the  Federal  Reserve  banks, 
(raid  not  the  banks  have  had  even  larger  assets  to  shrink  in  value  and 
ins  become  frozen,  materializing  in  more  embarrassing  failures  and 
ifficulties,  and  leading  to  distress  mergers?  A  saving  feature  of  the  pro- 
osals  to  establish  such  institutions  as  the  National  Credit  Corporation, 
le  Reconstruction  Finance  Corporation,  and  the  Home  Loan  Discount 
anks,  18  that  the  non-commercial  resources  of  embarrassed  institutions 
ay  be  liquidated  without  resort  to  the  Federal  Reserve  banks,  and  when 
ie  need  for  these  facilities  ceases  these  organizations  will  die  a  natural 
eath.  Efforts  to  modify  eligibility  requirements  for  discountable  paper 
t  the  Reserve  banks  should  be  carefully  investigated.  Much  may  be 
azarded  in  weighing  down  our  system  of  commercial  bankers'  banks 
ith  the  burden  of  financing  investment  paper.  The  eligibility  of  govem- 
lent  securities  is  probably  safe  in  view  of  the  highly  developed  market 
Of  these  now  in  existence,  but  until  the  markets  for  other  non-commercial 
•aper  become  more  stable  and  reliable  than  they  now  seem  to  be,  the  risk 
f  including  them  in  the  category  of  eligible  assets  is  probably  greater 
ban  the  advantages  to  be  gained. 

Analysis  of  the  Report  of  the  Committee  on  Member  Bank  Reserves. 
Tiih  regard  to  preventive  measures  proposed  to  correct  the  weaknesses 
four  banking  system  only  one  will  be  considered  in  this  paper;  viz.,  the 
roposals  of  the  Committee  on  Bank  Reserves  of  the  Federal  Reserve 
rstcm  which  submitted  a  report  in  November,  1081,  recommending 
langes  in  the  member  bank  reserve  requirements  as  now  provided  for 

Section  10  of  the  Federal  Reserve  Act  and  Regulation  D  of  the  Fed- 
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eral  Reaerve  Board.  This  report  is  not  an  outgrowth  of  present  depres- 
sion conditions,  but  it  has  a  direct  bearing  upon  the  liquidity  conditioa 
of  commercial  banks. 

I  have  reserved  the  Committee's  Report  for  consideration  at  the  end  of 
the  paper  because  I  believe  that  the  ingenuity  of  the  proposed  modifica- 
tion can  be  better  understood  and  appreciated  after  the  presentation  of 
a  theoretical  treatment  of  the  problem  of  bank  liquidity  and  an  analyni 
of  the  operation  of  the  reserve  requirements. 

It  is  the  opinion  of  the  Committee  that  the  present  system  of  legal  re- 
serve requirements  for  member  bank  reserve  is  not  effective,  that  since  iii 
inception  in  1914  ^4t  has  not  operated  to  relate  the  expansion  of  member 
bank  credit  to  the  needs  of  trade  and  industry"  (which  is  said  to  be  the 
chief  function  of  reserves) ;  nor  are  the  requirements  equitable  and  fair 
^^as  between  individual  member  banks  and  groups  of  member  banks  moi 
they  do  not  adequately  take  into  account  genuine  differences  in  the  cht^ 
acter  of  banking  in  which  a  member  bank  may  be  engaged."^ 

The  Committee  Report  contains  data  supporting  its  claim  that  ^sinoe 
1914  and  especially  since  1922  the  proportion  of  primary  reserves  hdd 
by  member  banks  has  steadily  declined  in  relation  to  the  volume  of  mem- 
ber bank  deposits  and  to  their  activity.'"  This  relative  decline  in  reservei, 
they  show,  has  been  due  to  defects  in  the  definition  of  reserves,  in  tk 
method  of  determining  liabilities  against  which  reserves  must  be  ca^ 
ried,  and  in  the  classification  of  banks  and  of  deposits  for  reserve 
purposes.  These  points  have  been  treated  above  and  need  not  be  dabo- 
rated  upon  here. 

After  making  futile  efforts  to  frame  provisions  designed  to  correct 
existing  defects  through  modifications  in  classification  of  cities  and  of 
deposits  subject  to  reserve  (including  more  stringent  definitions  of  time 
deposits)  the  Committee  finally  resorted  to  an  entirely  new  approach  to 
the  reserve  problem. 

Instead  of  attempting  a  complicated  analysis  of  bank  deposit  liaUK- 
ties*  defining  these  with  regard  to  the  necessity  of  reserve  protection,  the 
Committee  abandons  all  classifications  and  provides  a  simple  formula  for 
changing  required  reserves  directly  with  fluctuations  in  the  volume  and 
activity  of  deposit  accounts. 

Specifically  the  plan  proposes  the  following : 

1.  Reserves  of  member  banks  shall  be  determined  on  the  basis  of  totd 
volume  of  deposits  irrespective  of  the  locality  of  the  bank  and  without 
distinction  between  time  and  demand  deposits,  and  the  activity  of  ddtbtf 
turnover  of  deposits. 

^  See  p.  5  of  this  Report. 

•  The  individual  bank  would  nevertheless  be  interested  In  the  classifications  p^^ 
sented  above,  p.  T,  since  they  Indicate  diversification  of  risk  factors. 
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2.  That  required  reserves  be  computed  by  the  formula:  6  per  cent  of 
he  actual  net  deposits  held  at  the  dose  of  the  preceding  day,  plus  60 
«r  cent  of  the  average  daily  debits  or  charges  made  to  these  accounts  on 
be  books  of  the  bank  during  the  eight  weeks  preceding  the  computation 
leriod.  In  no  case  shall  the  total  reserve  requirements  be  in  excess  of  16 
«r  cent  of  a  bank's  gross  deposits. 

8.  The  definition  of  reserves  includes  cash  in  vault  to  the  extent  of 
lot  more  tlian  one-fifth  in  the  case  of  banks  located  in  the  vicinity  of 
federal  Reserve  facilities,  and  not  more  than  three-fifths  in  the  case  of 
(ther  banks.* 

4.  Deposits  are  defined  as  net  deposits  obtained  by  deducting  from 
^oss  deposits  balances  due  from  other  members,  checks  in  process  of 
t>llection  and  other  cash  items  payable  upon  presentation.  United  States 
(ovemment  deposits  (exempt  since  1917)  shall  be  subject  to  reserve  re- 
[uirements  like  any  other  deposits. 

The  provision  requiring  reserves  to  vary  directly  with  the  volume  and 
rdocity  of  credit  demands  seems  revolutionary,  but  it  has  the  merit  of 
p>ing  right  to  the  root  of  the  matter  instead  of  relying  entirely  upon 
indirect  and  roundabout  discount  and  open  market  methods  of  credit 
Mintrol  developed  empirically  by  the  Federal  Reserve  system.  If  member 
banks  are  increasing  credit  without  due  regard  to  the  requirements  of 
their  customers,  an  increase  in  the  reserve  proportions  automatically 
effected  by  the  volume  and  turnover  in  the  use  of  credit  puts  upon  the 
bank  the  directest  possible  pressure  to  curb  expansion,  and  conversely, 
if  credit  demands  relax,  it  will  have  a  direct  effect  on  reserve  propor- 
tions which  will  prompt  the  bank  to  be  more  liberal  with  its  advances. 

The  influence  of  this  requirement  (flat  6  per  cent  plus  60  per  cent 
of  the  average  daily  turnover,  maximum  16  per  cent)  upon  the  control 
of  credit  is  greater  than  it  first  appears.  For  instance  (according  to  the 
Committee's  calculations),  when  business  activity  increases  a  bank's 
deposit  turnover  from  once  a  month  to  once  a  week,  the  increase  in  reserve 
rquirements  jumps  from  7  per  cent  to  12  per  cent.  This  is  certainly  a 
substantial  change.  In  periods  of  speculative  booms  (local  or  general) 
such  as  that  in  the  stock  market  in  1928-29,  or  the  farm  real  estate  boom 
in  the  west,  central  west,  and  southern  states  in  1918-20,  and  in  Florida 
in  1925-26,  city  banks  and  country  banks  in  those  localities  affected 
would  have  had  to  increase  their  reserves  materially  imder  such  condi- 
tions, and  the  very  strong  restraining  influence  upon  credit  expan- 
lion  would  have  worked  a  much  more  wholesome  effect  in  enforcing 
sounder  banking  practice.  On  the  other  hand,  a  reduction  in  business  ac- 
tivities during  the  ensuing  periods  of  deflation  would  have  automatically 

•This  proTision  reverts  to  prc-1917  conditions.  A  similar  proposal  was  made  in  the 
McFaddcn  biU  H.R.  Na  124S8  introduced  in  May,  1926. 
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released  reserves,  with  resulting  ease  in  credit  conditions.  Furthermore, 
during  a  business  boom  with  its  accompanying  activity  and  expansion  of 
credit,  less  of  the  banks'  resources  would  be  made  available  for  investment 
in  non-commercial  assets,  thereby  lessening  the  danger  of  hdding  ii- 
flated  values  in  the  portfolio  if  a  crisis  should  occur. 

Again  these  proposals  have  the  merit  of  correcting  certain  inequitsbk 
requirements  as  between  individual  and  groups  or  classes  of  baab. 
Specifically,  by  allowing  vault  cash,  within  limits,  to  count  as  reser?«^ 
banks  which  do  not  have  prompt  access  to  Federal  Reserve  banks  or 
branches  will  be  put  upon  an  equality  with  those  located  in  finanrfil 
centers;  reserve  requirements  will  be  more  equalized  by  changing  the 
method  of  calculating  net  deposits  subject  to  reserve,  since  country  banb 
which  do  not  hold  large  deposits  of  other  banks  must  keep  reserves  agaimt 
the  greater  part  of  their  gross  deposits,  whereas  the  great  city  banlii 
which  hold  large  deposits  from  their  country  correspondents,  have  a 
total  usually  much  larger  than  the  deductible  items  (due  to  banks  sad 
exchanges  for  clearings) ;  measuring  reserves  by  deposit  activity  doei 
away  with  the  inequalities  of  requiring  banks  with  relatively  inactive 
accounts  (country  and  some  city)  to  keep  as  large  or  larger  reserve! 
than  banks  with  very  active  accounts,  thus  throwing  the  burden  where 
it  belongs  and,  incidentally,  placing  it  upon  banks  which  by  reason  d 
their  business  activity  are  best  able  to  bear  it. 

The  principle  upon  which  this  proposal  is  based  is  sound.  With  rt 
gard  to  the  minutiae  of  its  details  and  the  probable  success  of  their  ap- 
plication I  am  in  no  position  to  pass  judgment.  It  would  probably  be 
subject  to  some  modification  as  experience  proves  the  necessity  of  further 
adaption  to  prevailing  conditions.  But  the  purpose  and  methods  are  cktr 
and  should  be  generally  understood. 

This  proposal  does  not  offer  a  substitute  for  bank  responsibility  in  Tt 
gard  to  credit  control.  It  will  not  serve  as  an  effective  automatic  stop  to 
infiation,^®  nor  as  a  self-starter  for  business  recovery.  The  control  bj 
members  referred  to  above  will  not  oblate  the  necessity  of  Federal  Re- 
serve control  by  means  of  the  methods  they  have  developed  or  may  jet 
devise.  It  will  at  most  make  primary  reserves  reassume  but  part  of  the 
burden  of  maintaining  bank  credit  stable  and  liquid.  At  the  same  tine  it 
will  give  to  the  Federal  Reserve  banks  resources  (reserve  balances) 
slightly  better  adjusted  to  their  need  of  ammunition  to  manage  infla- 
tionary booms  when  they  arise.^  Expansion  of  credit  will  more  sensitivdj 
affect  reserve  requirements,  causing  banks  to  borrow  at  the  Federal  Be* 
serve  banks  sooner  than  under  present  conditions,  thus  giving  the  latttf 

*  The  provisions  rlosclv  guard  the  variations  in  reserve  proportions,  fixing  a  maximiini 
not  far  from  that  actually  required  for  many  banks  at  the  present  time. 
^  The  report  does  not  pn^Mse  an  aggregate  increase  in  reserves. 
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nore  effective  contrd  over  credit.  Thus  by  operating  both  upon  the 
:redit  of  member  banks  and  resources  of  the  Reserve  banks,  and  in  direct 
relation  to  business  demands  for  credit,  it  would  have  the  probable  effect 
[>f  strengthening  the  banking  machinery  in  its  ability  to  cope  with  the 
problem  of  credit  control. 

Summary  and  ConcUmon.  In  conclusion,  the  problem  of  reserve  regu- 
lation resolves  itself  into  the  question  of  bank  liquidity  and  credit  con- 
trol. Present  reserve  requirements  do  not  take  adequate  account  of  the 
relocity  nor  of  the  multiple  and  shifting  character  of  deposit  liabilities, 
and  bankers  have  not  yet  become  educated  with  respect  to  the  importance 
of  adequate  eligible  paper  and  other  secondary  reserves.  They  still  in- 
sist upon  using  the  primary  reserve  ratio  as  a  guide  to  credit  and  in- 
vestment policy.  Therefore,  a  change  in  reserve  requirements  which  more 
adequately  reflects  the  volume  and  turnover  of  their  deposits  will  serve 
not  only  to  call  their  attention  to  the  character  of  their  liabilities  but 
will  cause  the  individual  banker  to  reassume  his  share  of  the  responsi- 
Irility  in  controlling  credit  expansion. 


BANK  FAILURES  IN  THE  UNITED  STATES 

By  Waltee  E.  Spahe 
New  York  University 

The  available  statistical  data  relative  to  bank  failures  in  this  country 
present  difficult  and,  in  some  respects,  insoluble  problems  for  any  one 
who  wishes  to  develop  complete,  rational,  and  systematic  tables  that  wiD 
give  an  accurate  picture  of  the  characteristics  of  our  bank  failures.  Hk 
data  at  our  disposal  are  of  two  fundamental  kinds :  those  relating  to 
failures  and  those  relating  to  suspensions.  The  most  complete  series  ii 
that  of  failures  published  by  the  office  of  the  comptroller  of  the  currency. 
Suspensions  have  been  compiled  by  the  Federal  Reserve  Board  for  the 
years  since,  and  including,  1921.  Various  other  organizations,  such  ai 
Dun  and  Bradstreet  and  those  which  publish  the  American  Banker  and 
the  Bankers*  Monthly  are  making  some  attempts  to  compile  similar  data, 
but  they  are  in  a  form  which  is  extremely  difficult  to  manipulate  and  in- 
terpret. As  a  result,  the  present  analysis  rests  largely  upon  the  data 
relating  to  failures  and  suspensions  as  published  by  the  comptroller  of 
the  currency  and  the  Federal  Reserve  Board. 

It  must  be  understood  that  the  term  "failures"  as  published  by  the 
comptroller  of  the  currency  includes  banks  which  are  actually  found  to 
be  insolvent,  and  embraces  only  those  for  which  receivers  are  appointed. 
This  includes  those  national  banks  for  which  receivers  are  appointed 
after  having  been  voted  into  voluntary  liquidatioi^under  the  provision! 
of  Section  5220  of  the  United  States  Revised  Statutes.  In  other  wordi, 
it  frequently  happens  that  a  bank  is  absorbed  by,  or  consolidated  with, 
another  bank  without  any  suspension  of  business  in  so  far  as  the  depositor 
is  concerned.  Notwithstanding  this,  it  may  actually  have  been  insolvent 
and,  if  so,  is  classed  as  a  failure  by  the  supervisory  banking  authorities. 
The  number  of  failures  of  banks,  other  than  national,  which  are  published 
by  the  comptroller,  are  received  from  the  various  state  bank  superin- 
tendents or  commissioners^!'' 

The  bank  suspension  figures  published  by  the  Federal  Reserve  Board 
represent  banks  closed  to  the  public,  either  temporarily  or  permanently} 
on  account  of  financial  difficulties.  Some  of  these  banks  are  reopened  later 
or  are  taken  over  by  other  banks,  and  in  many  cases  are  not  ultimately 
classed  as  failures.  The  "reopenings,"  as  published  by  the  Board  include 
the  suspended  banks  which  have  resumed  operations.  A  resumption  of 
operations  may  be  attended  by  a  change  in  name  and  an  issuance  of  a 
new  charter  and  still  be  classed  as  a  reopening  rather  than  a  primary 
organization.  A  reopening  resulting  from  a  consolidation  of  two  or  more 
suspended  banks  is  classed  as  a  single  reopening.  When,  however,  a  sni- 
pended  national  bank  reopens  as  a  state  bank,  or  vice  versa,  the  trans- 
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action  is  regarded  by  the  Board  as  a  primary  organization  and  not  as 
a  reopening. 

To  add  to  the  analyst's  difficulties,  the  comptroller's  data  on  failures 
relate  to  fiscal  years  whereas  the  Board's  data  on  suspensions  relate  to 
calendar  years.  If  one  wishes  to  bring  his  figures  up  to  date  for  the 
current  year  he  is  compelled  to  use  suspensions  which  are  available  in  the 
monthly  Federal  Reserve  Btdletms  since  failures  are  only  published  an- 
nually and  after  it  is  definitely  known  whether  the  closed  baidcs  will  finally 
l)e  classed  as  failures  or  voluntary  liquidations.  It  should  be  clear,  there- 
fore, that  the  best  one  can  do  in  an  effort  to  construct  a  fairly  continuous 
table  is  to  use  failures  prior  to  the  current  year,  then  resort  to  suspen- 
sions; or  use  failures  to  1921  and  suspensions  for  the  years  and  months 
thereafter.  Suspension  figures,  however,  cannot  be  broken  down  into  the 
different  classes  of  banks  as  can  those  of  failures,  with  the  result  that 
any  analysis  based  upon  suspensions  has  decided  limitations  statistically. 
In  the  present  study,  which  is  based  primarily  upon  tables  constructed 
for  the  years  1914  to  date,  both  failures  and  suspensions  have  been  placed 
tide  by  side  for  whatever  information  could  be  derived  from  them  for  the 
respective  periods  covered.  While  the  most  casual  inspection  of  such  a 
table  will  reveal  that  much  of  it  is  composed  of  non-comparable  data,  an 
attempt  to  derive  anything  like  accurate  statistical  results  from  it  will 
reveal  that  it  is  impossible  to  do  more  than  arrive  at  the  most  general  and 
approximate  statistical  conclusions.  There  are  many  gaps  in  the  various 
columns,  subtotals  cannot  be  made  to  add  up  to  the  proper  totals  as  pub- 
lished, classifications  of  banks  overlap  and  mean  one  thing  at  one  period 
wid  something  else  at  another,  and  so  on.  Nevertheless,  such  a  table 
probably  provides  us  with  the  best  information  at  our  disposal  and  all 
we  can  do  is  attempt  to  derive  those  inferences  which  seem  permissible 
and  trust  that  the  errors  are  of  a  compensating  nature.  In  this  study  ta- 
bles constitute  an  appendix  for  the  benefit  of  those  who  wish  to  explore 
the  available  data  further.  Without  attempting  to  present  a  great  num- 
h^  of  figures,  we  shall  pass  directly  to  the  conclusions  that  may  be  de- 
rived from  a  table  which,  after  all,  is  little  more  than  a  statistical  mon- 
strosity.^ 

Average  percentages  of  hank  failures  and  stispensions,  19H-30.  Con- 
wdering  the  period  covered  by  the  years  1914-80 — the  data  for  1981  are 
too  fragmentary  to  be  included  in  our  present  calculations,  although  they 
ftre  included  in  the  appendix — and  thinking  in  terms  of  average  yearly 

'  Other  valuable  sources  of  information  relative  to  bank  failures  arc  the  Hearings  on 
Jfcwcfc,  Chain,  and  Group  Banking,  Committee  on  Banking  and  Currency,  House  of 
Representatives,  Seventy-First  Congress,  Second  Session,  under  H.Res.  14l'(Feb.-June, 
1^),  VoL  I,  Pts.  1-8,  Vol.  II,  Pts.  9-15  and  the  hearings.  Operation  of  the  National 
^  Federal  Bse^roe  Banking  Systems,  Subcommittee  of  the  Committee  on  Banking 
•od  Currency,  United  States  Senate,  Seventy-First  Congress,  Third  Session,  pursuant 
^aites.  71.  (Jan.-March,  1981),  Pts.  1-4. 
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percentages,  we  find  that  the  different  classes  of  banks  may  be  ranked  ai 
follows  on  the  three  bases  of  failures,  suspensions,  and  the  liabilities  ii 
volved : 

Table  I 

AVEBAGS  YkABLT  PERCENTAGES  OF  BaNX  FAILURES  AND  SUSPENBIONB 

(1914-80) 


Clan  of  banks 

Average  yearly 
pcToentages 
of  failures 

Average  yearly 
percentages- 
suspend^ 

Avenge  yeaih 

percentages  of  fit' 

iHlitiesdMUM 

banks  to  told 

liabilities 

State  commercial  banks 

Loan  and  trust  companies. . . 
National  banks 

8.88 
.91 
.67 
.68 
.62 

8.60 
1.15 

8.01 
.46 
.15 

.18 

.05 

Aver,  for  all  state  banks 

1.49 

8.99 

.80 

Aver,  for  all  banks 

1.24 

8.48 

.88 

•  For  years  1981-81  only. 

It  will  be  noticed  that  in  number  of  suspensions  as  reported  by  the  Kd- 
eral  Reserve  Board  for  the  years  1921-80,  the  average  yearly  peroeiits|i 
for  state  commercial  banks  is  more  than  three  times  that  for  natiooil 
banks.  Whether  we  look  at  suspensions  as  reported  by  the  Federal  B^ 
serve  Board  or  at  failures  as  reported  by  the  office  of  the  comptroller  rf 
the  currency,  state  banks  hold  first  place  as  against  the  national  in  tb 
average  yearly  percentage  of  failures  and  of  liabilities  involved. 

Percentages  of  hank  failures  for  the  decade^  1921-30.  Stated  in  » 
different  manner,  we  find  that  of  the  total  number  of  banks  in  operation 
at  the  end  of  June,  1920,  the  nimiber  and  deposits  of  all  banks  b  the 
United  States  suspended  for  the  decade  January  1,  1921,  to  December 
81, 1980,  are  as  indicated  in  Table  II. 

Taking  the  total  number  of  banks  in  existence  on  June  80, 1920,  as  a 
basis,  we  find  the  most  extreme  variations  in  the  percentages  of  failoiei 
shown  by  the  different  states  and  the  District  of  Columbia  as  revesW 
in  data  given  by  the  comptroller  of  the  currency  for  the  years  1921-Sl 
The  ratios  of  tfie  number  of  failures  for  the  years  1921-29  to  the  iia»" 
ber  of  banks  in  existence  on  June  80, 1920,  ranged  from  zero  in  VermflBt 
and  the  District  of  Columbia  to  71.7  per  cent  in  Florida.  Other  strikioK 
percentages  were  South  Dakota  with  66.8,  New  Mexico  with  60,  Soa4 
Carolina  with  49.2,  North  Dakota  with  47.8,  and  Georgia  with  48A 

The  relation  of  amotmt  of  hank  capitaUzation  to  number  of  susfi^ 
sions.  Relying  upon  the  Federal  Reserve  Board's  reports  of  suspes- 
sions  for  the  decade,  1921-80,  we  find  that  for  all  banks  combined  tbere 

'H0armg$  on  Branch,  Chain,  and  Group  Banking,  VoL  I,  Ft  I,  pp.  84-8S. 
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Table  n 
Defobitb  or  All  Banks  in  thb  United  Statesf  at  the  End  or  June,  1920, 

>7l7MBKR  AND  DEPOaiTB  OF  BaNKS  THAT  SUSPENDED  FROM  JaNUABT  1, 

1921,  TO  Decembeb  si,  19S0 


Total  of 
all  banks 

Nonmember 

National 

State 

Banks 

nberaf  banks 

'  of  bankB  in  operation 

rf  June,  1920 

80,079 

6,987 

23.2 

$41,446,376 
2,686,888 

6.2 

8,025 

924 

11.6 

$17,148,231 
629,070 

S.l 

1,374 

267 

18.6 

$8,224,106 
346,600 

4.2 

20,680 

ly  1,  1921,  to  Decern- 
) 

6,806 

!  that  suspended  during 
to  total  banks  in  opera- 

f,  1920  (pCT  cent) 

DeposiU 

1  of  all  banks  in  opera- 
end  of  June,  1920^. . . . 
banks  that  suspended 
1921,toDec.,Sl,19S0i> 
isits  of  banks  that  sus- 
ring  1921-19S0  to  de- 
[  banks  in  operation  in 
(per  cent) 

28.1 

$16,073,040 
1,711,000 

10.6 

e  of  Alaska  and  island  possessions  (60  banks).  Cf.  Hewring*  on  Branch,  Chain^ 

anking.  Vol.  I,  Pt  I,  p.  80. 

ted. 

steady  increase  in  the  percentage  of  suspensions  as  we  go  from 
>  the  low  classes  of  capitalization.  Indeed,  61  per  cent  of  the 
msions  fall  among  banks  of  $25,000  or  less  of  capitalization, 
•  cent  among  those  of  capitalization  under  $100,000.  The  fol- 
ic presents  the  essential  facts  in  the  situation : 

Table  in 

t  SUBPENBIONB  CLASSIFIED  AcCORDINO  TO  CAPITAL  StOCK  (1921-1930)* 


ng  capital 
:of 

National 

State  member 

Nonmember 

AU  Banks 

Num- 

Per- 

Num- 

Per- 

Num- 

Per- 

Num- 

Per- 

ber 

centage 

ber 

oentage 

ber 

centage 

ber 

oentage 

t5,000 

3 

1 

2,667 

46 

2,670 

38 

826 

85 

70 

27 

1,210 

21 

1,606 

28 

49,000 

81 

9 

32 

18 

512 

9 

625 

10 

99,000 

816 

34 

72 

29 

819 

14 

1,206 

17 

199,000 

136 

15 

56 

22 

343 

6 

535 

8 

999,000 

63 

7 

18 

6 

124 

2 

205 

2 

and  over 

3 

3 

6 

2 

11 

.2 

20 

.3 

)le 

120 

2 

120 

2 

•^924 

100 

^7 

100 

«^5,806 

100 

6,987 

100 

iM  Annual  Report  of  the  Federal  Reserve  Board  (1930),  p.  133. 

%t%on  of  number  of  suspensions  to  size  of  tOTvns,  Relying  again 
toard's  reports  of  suspensions  for  the  decade  1921-80)  we  find 
r  cent  were  in  villages  of  less  than  BOO  inhabitants)  60  pet  cexi\. 
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in  villages  under  I9OOO  population,  and  92  per  cent  in  towns  and  Till 
with  a  population  of  10,000  or  less.  The  following  tabk  wtQ  prese 
more  complete  picture  of  the  distribution : 

Table  IV 
Bank  SxmPENBiONB  CLAasoiKD  Accordino  to  Size  or  Towns  (1M1~19S0)* 


Places  with 
population  of 

Total 

Pcroentage 

Leas  than  500 

8,780 

40 

500to    1,000 

1,411 

80 

1,000  to    1,600 

605 

10 

1,500  to    8,500 

674 

10 

8,500  to    5,000 

588 

8 

5,000  to  10,000 

899 

4 

10,000  to  85,000 

8S7 

8 

25,000  and  over 

419 

5 

Total 

6,987 

• 

100 

*  Sevenleenth  Annual  Report  of  the  Federal  Reserve  Board  (1980),  p.  188. 

Relative  number  of  suspensions  among  member  and  non-memher  bt 
of  the  Federal  Reserve  System.  Of  the  total  suspensions  during 
years  1921-80,  88  per  cent  were  nonmember  banks,  18  per  cent  nati* 
banks,  and  4  per  cent  state  member  banks  as  the  following  table  revc 


Table  V 
Member  and  Nonmember  Bank  Subpenbions  (1981-1930)* 

Clan  of  bank 

Number 

Percentage 

National 

084 

857 

5,806 

18 

State  member 

4 

Nonmember 

88 

*  Compiled  from  Seventeenth  Anniud  Report  of  the  Federal  Reserve  Board  (1930),  p.  li 

Relation  of  bank  failures  and  suspensions  to  business  failures 
study  of  Table  H  in  the  Appendix  shows  that  there  is  an  extremely  c 
relationship  between  the  number  of  commercial  and  bank  failures  dui 
the  years  1892-1980,  and  that  the  average  percentage  of  bank  faili 

Table  VI 


Years 

Average  annual  percentages  ci  failures  of 

Conunercial 
enterprises 

Commercial 
banks 

1898-1918 
1898-1980 
1914-1980 
1914-1980 
1981-1980 

1.00 
.94 
.81 
.90 

1.06 

.59 

.64 

.88 

1.84 

1.97 

1898-1980 

.97 

1.01 
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the  period  exceeds  that  of  commercial  failures.  The  breaking  up  of 
le  data  into  significant  periods,  however,  reveals  some  striking  facts. 
:t  will  be  observed  that  the  average  annual  percentages  of  commercial 
I  bank  failures  prior  to  1921  were  less  than  those  since  that  year ;  that 

average  annual  percentage  of  bank  failures  prior  to  1921  also  was 
I  than  that  of  commercial  failures  but  that  it  has  been  far  in  excess 
that  of  commercial  failures  since  1921 ;  and  that  the  period  1914-80 
»ws  the  average  annual  percentage  of  bank  failures  exceeding  that  of 
amercial  failures  for  the  same  period  and  for  that  of  the  preceding 
!nty-two  years.  While  a  casual  comparison  of  the  average  percentage 
bank  failures  for  the.  years  1914-80  with  that  of  the  preceding  period 
7  appear  to  offer  a  picture  quite  damaging  to  the  prestige  of  the 
leral  Reserve  system,  it  is  clear  that  the  really  significant  period  is 
it  from  1921  to  1980,  since  the  average  annual  percentages  of  com- 
rcial  and  bank  failures  for  the  years  1914-20  are  the  lowest  for  the 
rty-nine  year  period  being  considered. 

Nevertheless,  it  has  been  quite  the  common  thing,  at  least  until  re- 
itly,  to  point  out  the  accomplishments  of  the  Federal  Reserve  system 
h  respect  to  combatting  business  recessions  and  the  lessening  of  the 
asters  and  hardships  which  flow  from  them  as  compared  with  the  con* 
ions  which  obtained  prior  to  1914.  If  we  take  as  an  example  the  crisis 
1907-08  it  is  worth  while  to  show  just  how  erroneous  these  ideas  are: 

Table  Vn 


fears 

Average  percentage  of 

Liabilities  of  failed 
(in  millions) 

Number  of 
commercia] 

Commercial 
failures 

Bank 
failures 

Commercial 
enterprises 

Commercial 
banks 

banks 
failing 

im 

1921 

im 
laso 

1.08 

1.02\Av.- 
1.19/1.10 
1.21 

.7« 
1.15 
1.80 
8.60 

822 
627 
623 
668 

232 
113 
116 
308 

166 
868 
807 
640 

A  comparison  of  the  commercial  and  bank  failures  since  1920  with 
ose  of  1898  also  will  show  the  same  general  situation. 
A  lesson  that  stands  out  clearly  with  respect  to  the  period  covered  by 
?  Federal  Reserve  system,  particulariy  that  period  since  1920,  is  that 
is  marked  by  two  of  the  most  serious  crises  that  we  have  experienced 
forty  years,  if  not  altogether,  and  that  this  period  has  been  character- 
d  by  an  unprecedented  number  of  commercial  and  bank  failures. 
Returning  to  the  question  of  the  relationship  existing  between  com- 
rcial  and  bank  failures,  a  study  of  Table  H  in  Appendix  will  show 
t  how  closely  commercial  bank  failures  accompany  failures  of  com- 
•cial  enterprises.  In  the  thirty-nine  years  covered  by  this  table,  the 
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aggregate  liabilities  involved  in  commercial  and  bank  faflores  flnct 
together  twenty-five  times  and  in  opposite  directions  thirteen  timet 
peaks  in  both  series  were  reached  simultaneously  in  all  bat  two  ca 
1896  and  1908 — as  the  following  table  will  show. 

TablbVIII 

Fmak  Ykabs  fOR  FAn^UBaB  ab  Bxvwaimd  in  Comiibbcial  and 

Bank  LiABiLiTm  iob  Ysabb  18M-1090 


Commercial 

Bank 

1893 

1893 

1896 

1897 

1903 

1904 

1908 

1908 

1914\ 

1914 

1915/ 

1915 

1921\ 

1921 

1922/ 

1922 

1924 

1924 

1927 

1927 

1930 

1930 

From  the  evidence  available  it  is  clear  that  the  rdationship  ex 
between  commercial  and  bank  failures  is  unquestionably  close  and 
there  is  not  much  more  of  a  lag  than  lead  in  the  bank  failures  in  the 
in  which  they  do  not  move  together,  it  appears  quite  probable  that  < 
tions  in  the  commercial  world  are  responsible  to  a  large  degree  for 
failures,  just  as  bank  failures  have  an  important  effect  upon  comn 
failures.  Aside  from  other  causes  which  may  be  responsible  for 
failures,  it  was  estimated  by  the  comptroller  of  the  currency  in  198( 
60  per  cent  of  the  responsibility  for  bank  failures  in  that  year  coi 
charged  to  ^%cal  financial  depression  in  agriculture  and  industry." 
combined  with  ^^incompetent  management"  which  he  estimates  is  n 
sible  for  88  per  cent  of  the  bank  failures  in  that  year,  and  whid 
tainly,  must  be  very  closely  connected  with  local  agricultural  a] 
dustrial  disasters,  undoubtedly  provides  one  of  the  important  cau 
bank  failures. 

However,  another  lesson  that  may  be  learned  after  a  study  < 
data  on  bank  failures  is  that  we  have  not  only  a  heavy  percentage  oi 
failures  during  times  of  business  recession,  but  also  a  heavy  and  i 
series  of  such  failures  in  fairly  normal  times  and  even  in  peri< 
prosperity.  One  cannot  insist,  therefore,  that  business  recessions  ( 
tute  the  fundamental  cause  of  our  failures.  It  is  true  that  the  n 
of  failures  increases  as  commercial  failures  increase  but  this  fact 
dence  that  the  banks  not  only  are  not  able  to  meet  business  fluctu 
in  the  proper  manner  but  really  contribute  to  the  severity  of  thea 
tuations.  It  is  instructive  as  well  as  interesting  to  note  that  in  Ci 
by  way  of  contrast,  bank  failures  appear  to  have  very  little  rdat 
commercial  failures.  The  TemaAaVA^  t^^  {aUurea  which  have  taken 
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1  that  country  indicate  that  the  branch  banking  system  there  is  much 
etter  qualified  to  resist  the  strain  of  business  fluctuations  than  our 
ystem  of  unit  banking  is  able  to  withstand  the  effects  of  business  fluctua- 
ions  in  this  country.  Her  business  fluctuations  are  not  as  severe  as  ours 
ind  one  contributing  factor  must  be  found  in  the  fact  that  her  banks  are 
lUe  to  stand  by  and  assist  business  in  times  of  need.  It  may  be  noted, 
dso,  that  bank  failures  are  almost  unknown  in  England,  although,  she 
ias  her  business  fluctuations.  It  would  appear,  therefore,  that  a  funda- 
Bental  explanation  of  the  causes  of  bank  failures  in  this  country  is  to  be 
found,  partly  at  least,  in  the  nature  of  our  banking  structure. 

Concluriont  derived  from  the  statistics  of  bank  failures.  Before  pro- 
seeding  to  a  further  analysis  of  the  causes,  problems,  and  possible  cor- 
rectives of  bank  failures,  it  may  be  helpful  to  summarize  the  essential 
sonclusions  at  which  we  have  arrived  after  an  analysis  of  our  statistical 
lata: 

(1)  The  heaviest  failures,  absolutely  and  relatively,  are  among  the 
state  banks;  (2)  the  failures  are  greatest  among  banks  with  small  capi- 
hlization;  (8)  they  are  heaviest  in  small  towns  and  villages;  (4)  they 
lit  heaviest  among  banks  outside  the  Federal  Reserve  system;  (6)  they 
have  been  uniformly  heavier  than  failures  of  commercial  enterprises  since 
1920  but  not  during  the  period  1892-1920;  (6)  they  accompany  very 
doidy  the  rise  and  fall  in  commercial  failures  usually  reaching  the  peak 
it  the  same  time;  (7)  they  are  not  only  caused  by  business  recessions 
bat  contribute  to  unsound  business  conditions;  and  (8)  they  are  more 
pronounced  than  in  any  other  country  in  the  world  even  in  fairly  normal 
and  prosperous  times,  which  would  seem  to  indicate  that  there  are  some 
fnndamental  and  organic  defects  in  our  banking  structure  that  require 
correction. 

An  analysis  of  the  causes  of  bank  failures.  If  the  preceding  con- 
dnsions  are  correctly  deduced  from  the  available  statistical  evidence,  it 
would  seem  that  logic  compels  us  to  attack  the  problem  of  increasing 
bank  failures  by  examining  what  appear  to  be  the  most  outstanding  and 
fandamental  defects  of  our  banking  structure  which  have  contributed  to 
fte  present  unhappy  situation,  as  well  as  those  factors  that  lie  outside 
tbe  field  of  banking. 

We  shall  consider  the  problems  and  possible  correctives  under  the  fol- 
lowing main  heads : 

1.  The  defects  inherent  in  the  organic  structure  of  our  commercial 
iHinks  and  banking  system. 

2.  Those  due  to  the  inadequate  control  of  our  credit  structure  by  the 
federal  Reserve  system  which,  in  turn,  result  from  two  limitations,  (a) 
ttose  inherent  in  the  structure  of  the  Federal  Reserve  system,  and  (b) 
tte  inability  or  reluctance  of  the  Reserve  authorities  to  devise  and  aipi^^ 
adequate  principles  of  credit  control. 
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8.  Those  causes  lying  outside  the  banking  field. 

i.  Defects  inherent  in  the  organic  structure  of  our  commercial  h 
and  banking  system,  (a)  We  have  an  unnecessary  and  an  unwise  divi 
of  our  commercial  banks  into  national  and  state  banks  with  forty- 
legislative  bodies  regulating  and  granting  special  privileges  to  theii 
spective  banks.  For  a  long  time  state  banks  received  privileges  nol 
corded  national  banks;  then  the  national  banking  law  was  libera 
to  place  national  banks  on  an  equality  with  state  banks,  with  the  n 
that  this  competitive  liberalization  of  bank  laws  has  led  us  to  permit 
creation  of  unsound  banks  and  the  indulgence  of  unsound  banking  p 
tices.  Such  a  system,  with  its  forty-nine  different  jurisdictional  autl 
ties  and  forty-nine  sets  of  laws,  by  its  very  nature,  involves  lack  of 
formity  in  legislation,  in  standards  of  banking,  in  rates  of  progress, 
in  supervision.  These  conditions  have  been  permitted  to  prevail  fo: 
better  reason  than  as  a  concession  to  historical  precedent  and  the 
trine  of  states'  rights.  Commercial  banking  is,  and  cannot  be  anyti 
else  than,  interstate  in  nature  and,  as  a  result,  there  is  no  logical  basi 
which  to  defend  the  present  classification  of  our  banks  into  both  nati> 
and  state  with  the  prevailing  lack  of  uniformity  in  banks  and  banl 
practices. 

(b)  We  have  too  many  banks — especially  too  many  small  banks. 
statistics  of  the  failures  place  this  contention  beyond  dispute.  Corn] 
tive  liberalization  of  our  various  state  and  national  laws  has  been  pr 
rily  responsible  for  this  situation.  The  lenience  on  the  part  of  our 
makers  doubtless  has  been  due  to  the  prevalence  of  the  doctrine  of  lai 
f aire  in  matters  relating  to  business  enterprise.  As  a  part  of  this  i 
doctrine,  each  community  has  desired  its  bank  and,  preferably,  ii 
than  one  bank  in  order  to  secure  the  full  fruits  of  the  competitive  syr 
The  securing  of  one  or  more  local  banks  was  facilitated  by  the  low  < 
ital  requirements  and  the  ease  with  which  the  laws  permitted  the  chai 
ing  of  banks.  Nearly  half  of  the  banking  resources  of  the  country  ai 
the  hands  of  1  per  cent  of  our  banks  (250  in  our  metropolitan  oentc 
the  other  half  being  spread  thinly  among  the  other  99  per  cent.  Twe 
four  banks,  national  and  state,  in  New  York  City  alone  have  a  capital 
tion  almost  equal  to  that  of  20,008  country  banks  situated  in  town 
10,000  population  or  less.* 

(c)  Too  many  banks  are  outside  the  Federal  Reserve  system  with 
result  that  the  Reserve  authorities  are  not  in  a  position  to  regulat 
aid  them.  The  unfortunate  aspects  resulting  from  this  situation  re 
themselves  in  a  striking  manner  during  crises  like  those  of  1920  and  V 
Of  the  6987  national  and  state  banks  which  failed  during  the  decade 
per  cent  were  nonmcmber  and  17  per  cent  member  banks.  The  lesso 
be  drawn  from  this  evidence  should  be  obvious. 

(  d)  Small  unit  banks  often  do  not  or  cannot  secure  the  proper  dhr 
•Hsarings  an  Branek,  Chain,  and  Group  Banking,  Vol.  1,  Pt  I,  pp. 
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Scation  of  their  portfolios  due  to  the  fact,  perhaps,  that  they  are  in 
umununitiefl  in  which  a  few  crops  or  industrial  activities  predominate 
uid  provide  them  with  an  undue  proportion  of  paper  of  a  certain  type, 
viih  the  result  that  the  welfare  of  the  bank  depends  almost  entirely  upon 
lie  prosperity  of  the  local  community.  Furthermore,  with  the  increased 
ite  of  the  automobile  and  other  means  of  communication,  much  of  the 
Dportant  business  of  local  communities  has  gone  to  the  larger  centers 
rith  the  result  that  small  town  banks  tend  to  hold  only  the  unimportant 
Deal  business. 

(e)  It  appears  that  the  proportion  of  paper  eligible  for  rediscount 
rith  the  Federal  Reserve  banks  is  too  small  for  the  safety  of  the  com- 
nercial  banks  in  times  of  stress.  For  example,  the  Reports  of  the  Comp- 
WoOer  of  the  Currency  for  1929  (p.  86)  and  for  1980  (p.  47)  reveal 
that  only  about  one-fifth  of  the  paper,  representing  loans  and  discounts, 
hdd  in  the  portfolios  of  the  member  banks  during  those  years  was  eligible 
lor  rediscount.  This  means,  of  course,  that  the  ability  of  these  banks  to 
Kcnre  help  from  the  Reserve  banks  in  times  of  need  is  limited  to  the 
unount  of  eligible  paper  held  and  to  their  ability  to  secure  advances  on 
tteir  own  promissory  notes  secured  by  United  States  government  securi- 
ties. 

(f)  Closely  related  to  this  situation  is  the  fact  that  during  recent 
]fear8  commercial  banks  have  been  steadily  increasing  the  proportion  of 
their  resources  given  over  to  investments  as  compared  with  the  proportion 
going  into  loans  and  discounts.  Computing  the  percentages  based  on  the 
•rerages  for  the  years  1919  to  1925  from  data  given  in  the  Anniaal  Re- 
farts  of  the  Comptroller  of  the  Currency,  we  find  that  22  per  cent  of  the 
member  banks'  earning  assets  were  investments,  and  78  per  cent  were 
loans  and  discounts.  On  June  80,  1980,  29  per  cent  were  investments 
ind  71  per  cent  were  loans  and  discounts.  In  a  similar  manner,  the  ratio 
of  loans  made  on  securities  to  total  loans  and  investments  has  been  in- 
creasing at  approximately  the  same  rate,  although  it  is  generally  known 
that  a  fair  proportion  of  the  proceeds  of  these  loans — perhaps  20  per 
cent — are  used  in  commercial  transactions.  These  figures  show  that  com- 
mercial banks  are  shifting  more  and  more  from  the  financing  of  com- 
mercial transactions  and  are  devoting  an  increasing  proportion  of  their 
resources  to  the  financing  of  fixed  capital.  These  changing  proportions 
contributed  to  the  lack  of  liquidity  in  the  resources  of  commercial  banks 
ind  probably  reveal  a  contributing  factor  to  the  increased  number  of 
sank  failures.  This  changing  proportion  has  an  even  greater  significance 
rhen  considered  in  connection  with  the  small  unit  banks  which  invest 
uch  a  large  proportion  of  their  resources  in  local  mortgages.  Table  IX 
rill  show  something  of  the  trend. 

(g)  Directly  associated  with  the  question  of  the  increased  proportion 
»f  investments  and  loans  on  investment  paper  and  mortgages  by  commer- 
ial  banks  are  those  questions  relating  to  the  increased  number  oi  ir 
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Table  IX 
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*  Stv^fdemih  Annual  Report  of  ike  Federal  Reittst  Board  (1930),  p.  113. 
^  Ibid. 

'  Tweifih  Annuai  RepoH  of  ike  Federal  Reserve  Board  (lUfS),  p.  145, 
^  Ibid.,  p.  144. 

ment  and  other  non-commercial  banking  affiliates  which  have  been  attacltfil 
to  commercial  banks,  particularly  in  metropolitan  centers,  in  recent  yew* 
It  seems  beyond  queation  that  theae  have  been  dangerous  factors  in  con^ 
mercial  banking,  due  to  the  fact  that  they  have  involved  the  commerdsl 
banks  in  many  non-commercial  banking  activities  which^  in  the  opinioB 
of  many  people >  belong  entirely  outside  the  legitimate  range  of  commerdil 
banking.  These  devices  for  disguising  the  non-commercial  activitiei  d* 
commercial  banks  have  been  all  the  more  dangerous  because  of  the  fftct 
that  they  disguise  the  true  situation.  In  general,  no  provision  is  made 
either  in  national  or  state  banking  laws  for  the  examination  of  these  affili- 
ates by  commercial  banking  authorities.  Only  a  few  have  been  examined 
and  this  has  been  made  possible  through  the  courtesy  extended  to  the  bank 
examiners  b}'  the  bank  concerned.  That  these  affiliates  have  been  cosr 
tributing  factors  to  the  number  of  bank  failures  seems  beyond  question- 
It  was  reported  that  when  the  Bank  of  the  United  States,  in  New  York 
City,  failed,  it  had  about  fifty  affiliates  with  relationships  so  involved  that 
it  is  doubtful  if  they  could  be  disentangled. 

(h)  Another  factor  which  has  contributed  to  the  weakening  of  our 
commercial  banking  structure  has  been  the  steady  increase  in  the  pro- 
portion of  time  as  against  demand  deposits.  On  the  basis  of  the  average 
percentages   for   the  years   1919-25,  we  find   that   demand  depmits 
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mounted  to  60  per  cent,  and  time  deposits  to  82.6  per  cent,  of  the  earn- 
ig  assets  of  the  member  banks  of  this  country,  while,  on  June  80,  1980, 
emand  deposits  amounted  to  52  per  cent  and  time  deposits  to  88  per 
mt  of  the  earning  assets.  Against  these  time  deposits,  which  have  in- 
reased  absolutely  and  relatively  during  recent  years,  a  reserve  of  only 
per  cent  is  held  despite  the  fact  that  the  cash  derived  from  these  time 
eposits  is  treated  like  the  cash  received  from  demand  deposits  against 
hich  a  much  higher  reserve  must  be  kept.  This  situation  has  presented 
D  inviting,  although  a  dangerous,  opportunity  to  commercial  banks, 
t  has  been  inviting  to  commercial  banks  because  it  has  been  more  profit- 
Ue  for  them  to  expand  their  loans  and  investments  and  reap  greater 
trofits.  It  has  been  a  dangerous  factor  for  the  banks  since  they  have 
een  led  into  making  loans  and  investments  of  a  type  not  appropriate  for 
lanks  engaged  in  a  savings  banking  business,  and  also  in  the  fact  that 
heir  reserve  ratio  against  genuine,  demand  liabilities  has  tended  to  fall 
kIow  that  required  against  such  liabilities.  From  the  point  of  view  of  the 
livings  depositor,  the  situation  has  been  fundamentally  bad,  although 
le  has  received  some  conveniences  not  a£forded  by  the  genuine  savings 
i&nks.  In  most  instances  he  has  been  Me  to  withdraw  his  time  deposits 
vithout  prior  notice,  and  quite  often,  if  not  usually,  his  commercial  bank 
las  been  more  conveniently  located  than  the  nearest  savings  bank. 
Against  these  services,  however,  is  the  fact  that  his  deposits  have  not 
been  and  are  not  properly  secured  by  reserves  and  investments  as  well 
u  the  fact  that  in  the  event  of  a  run  on  a  bank  the  time  depositor  can  be 
made  to  wait  at  least  thirty  days  to  present  his  claims  while  his  funds  are 
being  paid  over  the  counter  to  meet  the  claims  of  the  demand  depositors. 
If  the  interests  of  depositors  are  to  be  considered  seriously  in  connection 
»ith  bank  failures,  and  if  the  small  saver  is  to  be  given  the  proper  pro- 
tection due  him,  then  here  is  another  problem  which  needs  study  and 
correction. 

(i)  The  unit  costs  in  our  great  multitude  of  small  banks  are  relatively 
high  and  the  net  returns  are  very  low.  The  prevalence  of  ostentatious 
bufldings  and  equipment  is  no  small  factor  in  this  situation.  An  analysis 
by  the  comptroller  of  the  currency  of  bank  earnings  showed  that  a  large 
proportion  of  the  banks  outside  of  metropolitan  centers  were  not  earn- 
ttg  enough  to  justify  their  existence.  This  was  true  even  in  such  rela- 
tively prosperous  years  as  1925,  1926,  and  1927.  In  1927  nearly  966 
national  banks  were  operating  at  a  loss,  and  an  additional  2000  were 
earning  less  than  5  per  cent.  This  constituted  about  88  per  cent  of  all 
national  banks  in  the  United  States.*  The  situation  among  the  state  banks 
^as  even  worse. 

(j)  Another  defect  of  our  unit  banking  system,  especially  of  our 
mall  banks,  is  found  in  the  poor  management  which  generally  character- 
*  Hearimgi  an  Branch,  Chain,  and  Oronp  Banking,  VoL  I,  Pt.  I,  p.  5. 
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izes  them.  In  general,  the  officers  are  of  an  inferior  sort.  Perhaps  Hat 
cashier,  and  a  few  others  in  the  bank,  has  had  some  formal  training  k 
banking  procedure  and  principles,  but  the  training  of  the  president  sni 
others  responsible  for  running  the  bank  has  probably  been  along  differot 
lines.  The  leading  citizen  in  most  communities  usucdly  hopes  to  complete 
and  polish  off  his  business  career,  whether  he  be  the  successful  grocer  or 
butcher,  by  becoming  the  president  of  the  local  bank.  This  phenomenoi 
is  a  traditional  and  a  peculiar  characteristic  of  American  life.  Such  ma 
ordinarily  are  individualists  and  resist  co-operation.  They  are  typied 
small-town  men,  often  called  hard-headed  business  men  and  the  backbcnK 
of  our  nation.  In  the  proper  sense  of  the  term,  however,  they  usually  are 
not  bankers.  They  may  know  something  of  the  technique  of  banking  bit 
little  of  its  fundamental  and  far-reaching  principles.  They  are  not  ird 
acquainted  with  the  literature  on  banking,  with  the  tendencies,  currat 
problems,  and  possible  solutions  which  should  be  of  interest  to  thoii 
They  resist  the  collecting  and  filing  of  data  on  local  and  more  genenl 
business  conditions  which  affect  their  bank;  they  resist  modeminif 
methods ;  they  often  permit  sentiment  to  play  too  large  a  part  in  tk 
making  of  local  loans ;  the  directorates  usually  are  filled  with  local  boo- 
ness  men  who  know  little  about  banking  and  often  are  indifferent  reffxt  ■. 
ing  the  bank's  affairs.  Everyone,  of  course,  recognizes  that  there  an 
many  fine  exceptions  to  these  generalizations ;  nevertheless  sober  refa*  ; 
tion  must  impress  one  with  the  general  accuracy  of  the  picture  and  wiA 
the  fact  that  the  type  of  management  characterizing  a  large  part  of  oar . 
unit  banking  system  is  an  important  factor  in  bank  failures.  For  example  ^ 
the  comptroller  of  the  currency,  in  analyzing  the  causes  of  the  faflureiof  - 
the  national  banks  in  charge  of  receivers  on  October  81, 1980,  listed  the* 
as  follows  :• 

PerCeni 

A.  Incompetent  management 88 

B.  Dishonesty    9 

C.  Local   financial   depression   from   agricultural   or   industrial 

disaster   50 

D.  Receiver  appointed  to  levy  and  collect  stock  assessment  cov- 

ering deficiency  in  value  of  assets  sold 8 

E.  Temporary  suspension    1 

A  study  of  these  classifications  and  percentages  will  reveal  that  R 
probably  is  not  possible  to  separate  the  88  per  cent  of  failures  due  to 
incompetent  management  from  those  due  to  local  business  depressiooi 
since  it  is  the  purpose  and  test  of  good  bank  management  to  avoid  tk 
effects  of  local  financial  depressions.  Traditional  practices  of  these  sniil 
unit  banks  combined  with  the  circumstances  in  which  they  find  tlMH' 
selves  bind  them  closely  to  the  activities  of  the  local  community. 
■  Annual  Report  of  the  Comptroller  of  the  Cwrremtjf  (Dceanbsr  1»  1MM)» Hi,  Wl^ 
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(k)  Finally,  we  may  mention  the  fact  that  the  problem  of  inadequate 
link  supervision  is  still  with  us.  Due  frequently  to  the  youth  and  relative 
lexperience  of  many  of  our  bank  examiners,  it  becomes  a  fairly  simple 
latter  for  sharp  bank  officers  to  outwit  them.  Usually  the  staffs  of 
caminers  and  of  examination  departments  are  inadequate  and  poorly 
aid.  The  great  number  of  failures  is  evidence  of  the  fact  that  they  are 
nable  to  cope  with  the  situation.  In  addition,  we  have  the  problems 
rising  from  the  conflict  of  authority,  if  not  a  total  lack  of  authority, 
ith  respect  to  the  examination  of  chain  and  group  banks  and  the  non- 
anking  holding  companies  that  are  sometimes  a  part  of  these  systems. 
Ve  also  still  find  difficulties  in  the  way  of  quick  and  effective  action  on  the 
art  of  the  comptroller  of  the  currency  in  correcting  unsound  banking 
ractices  due  to  bad  management  on  the  part  of  officers  and  directors  of 
anks. 

t.  Inadequate  control  of  credit  by  our  Federal  Reserve  authorities. 
knother  fundamental  explanation  of  our  phenomenal  number  of  bank 
ailures  is  to  be  found  in  the  inadequate  control  of  credit,  with  particular 
"eference  to  the  business  cycle,  which  characterizes  our  Federal  Reserve 
tystem.  This  is  due  to  the  limitations  placed  upon  the  possibilities  of 
anedit  control  because  of  the  structural  characteristics  of  the  Reserve 
ijitem  and  to  the  inability  or  lack  of  ability  of  those  in  charge  to  devise 
the  principles  and  mechanism  that  are  effective  within  the  limits  which 
the  structure  of  the  system  permits.  Regarding  the  first  set  of  limitations, 
it  may  be  pointed  out  that  fundamental  restrictions  upon  the  possibilities 
of  controlling  credit  in  the  interests  of  price  level  stability  exist  due  to 
the  necessity  of  maintaining  legal  reserve  requirements,  the  fact  that 
there  is  a  tremendous  amount  of  credit  in  use  which  is  beyond  the  scope 
rf  authority  of  the  Reserve  system,  and  the  fact  that  our  Reserve  system 
18  not  linked  properly  with  an  international  clearing  mechanism  like  that 
provided  by  the  Bank  for  International  Settlements.  With  these  organic 
defects  in  our  Federal  Reserve  system,  it  is  impossible  for  the  Reserve 
authorities  to  use  their  mechanism  of  credit  control  in  the  interests  of 
price  level  stability,  assuming  that  they  desire  to  exercise  such  control, 
with  the  expectation  that  they  can  secure  the  desired  results  more  than 
^ery  approximately.  Indeed,  some  of  these  limitations,  such  as  the  neces- 
wty  of  maintaining  the  reserve  structure,  become  of  such  paramount  im- 
portance at  times  that  there  is  not  the  remotest  possibility  of  maintain- 
ng  a  stable  price  level. 

The  amount  of  credit  in  use  which  is  beyond  the  control  of  the  Federal 
Reserve  authorities,  and  yet  affects  business  conditions  and  the  price 
evd,  is  sufficient  to  upset  their  best  laid  plans.  We  only  need  mention 
the  tremendous  amount  of  credit  used  in  the  stock  market,  the  capacity 
rf  the  Federal  Farm  Loan  system  to  extend  too  much  credit  to  farm- 
ery mad  Die  nrioos  other  non-commercial  banking  systems  and  enter- 
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prises  lying  outside  the  Reserve  system  to  appreciate  the  significance  of 
this  problem  in  the  question  of  credit  control. 

Space  will  not  permit  a  consideration  of  the  handicaps  experienced  I9 
a  country  like  this  which  might  attempt  to  control  credit  in  the  interaiti 
of  business  stability  while  not  co-operating  with  or  participating  in  a 
international  clearing  bank  further  than  to  say  that  the  present  gold 
problem  of  this  and  other  countries  would  doubtless  be  minimized  if  sadi 
an  international  clearing  device  existed  and  we  participated  in  it 

Recognizing,  however,  these  organic  limitations  inherent  in  the  natuie 
of  the  Reserve  system,  it  is  believed  that  much  more  could  be  done  tfay 
has  been  done  to  control  credit  in  the  interest  of  price  level  stability.  Wc 
have  had  several  years  of  experience  with  surplus  reserves  during  wfcidi 
it  seemed  clear  that  our  principles,  policies,  and  mechanism  of  creffi 
control  had  not  been  developed  to  the  best  possible  limits.  It  is  genenOj 
understood  that  there  has  been  lack  of  agreement  among  Reserve  anthoii- 
ties  as  to  the  proper  criteria  to  be  used  in  the  attempts  to  control  credit; 
lack  of  agreement  as  to  the  principles  according  to  which  the  mechaniH 
of  credit  control  should  be  used  in  the  event  there  is  agreement  as  to  tk 
ends  to  be  attained ;  and  lack  of  agreement  as  to  the  proper  instrameBb 
to  be  employed  in  an  effort  to  apply  suitable  principles. 

The  questions  of  the  inherent  limitations  of  the  Federal  Reserve  •]!•• 
tem  combined  with  the  lack  of  agreement  regarding  theories  of  citdS 
control  present  some  of  the  most  formidable  problems  with  which  a  peopk^ 
desirous  of  correcting  the  defects  of  its  money  and  banking  structure,  ctt 
be  faced.  Regardless  of  the  present  state  of  individual  opinion  on  the* 
points,  the  fact  must  be  apparent  to  all  that  since  the  inauguration  rf 
the  Federal  Reserve  S3^8tem  we  have  witnessed  the  greatest  fluctuationi 
the  price  level  and  the  greatest  number  of  bank  failures  for  the  yean 
involved  that  this  country  has  ever  seen.  From  these  facts  the  Icsioi 
must  be  clear  that  the  S3'stem  is  not  meeting  present-day  demands  prop* 
erly  and  that  some  well-considered  corrections  should  be  made. 

5.  Causes  lying  largely  outside  the  banking  field.  Finally,  we  ntj 
mention  those  causes  which  lie  largely  outside  the  field  of  banking  in  At 
sense  that  they  exist  regardless  of  the  structure  and  policies  of  any  bant^ 
ing  system  and  in  the  sense  that  it  is  extremely  difiicult  if  not  imposdik'; 
for  a  banking  system  to  adapt  itself  to  them  in  any  very  successful  man-' 
ner ...There  are  those  instances  of  abnormal  production  in  certain  mj' 
important  basic  industries,  as  in  the  case  of  wheat,  for  example,  indnon 
by  the  demands  during  the  World  War,  in  which  the  attempted  readjntl' 
ments  have  brought  widespread  suffering^^  there  are  those  cases  of  dii- 
torted  production  and  consequent  unpleasant  readjustments  which  hii* 
been  the  result  of  various  unsound  price-fixing  schemes ;  there  has  bees 
a  distortion  of  foreign  trade  and  of  the  distribution  of  the  world's  gdi 
supply  as  a  result  of  debt  and  reparation  payments  and  the  erection  of 
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ariff  barriers;  there  has  been  an  unusual  fostering  of  production  as  a 
esult  of  the  abnormal  development  of  installment  purchasing  which  was 
irevalent  during  the  few  years  prior  to  the  present  recession ;  there  are 
hose  factors,  other  than  money  and  credit,  which  contribute  to  business 
ycles ;  and,  finally,  we  may  mention  again  the  shifting  of  business  from 
mall  to  larger  business  centers  as  a  result  of  the  improvement  of  roads, 
he  increased  use  of  the  automobile,  the  development  of  larger  business 
tnits,  chain  stores,  and  so  on. 

Possible  correctives.  If  the  preceding  analysis  of  the  causes  of  bank 
ailures  is  sound,  then  it  would  seem  that  we  have  been  provided  with 
lefinite  clues  as  to  the  changes  that  should  be  considered  carefully  and 
irobably  made  in  our  banking  structure  and  practices  after  weighing 
he  evidence  regarding  each  revealed  weakness  and  possible  corrective. 

If  we  are  to  attempt  to  correct  the  structural  defects  of  our  com- 
nercial  banking  system,  the  evidence  would  seem  to  indicate  that  all  com- 
nercial  banks  should  be  brought  within  the  Federal  Reserve  system  if 
tis  to  exercise  genuine  control  over  commercial  credit,  perform  its  other 
Panctions  properly,  and  provide  the  proper  aid  and  protection  to  com- 
mercial banks.  Furthermore,  since  commercial  banking  is  interstate  in 
nature,  it  appears  preferable  to  convert  all  commercial  banks  into  na- 
tional banks,  leaving  for  the  state  banks  the  savings  bank  and  trust 
company  business  in  so  far  as  possible,  although  it  would  not  seem  ad- 
visable to  deny  these  functions  to  national  commercial  banks  also,  since 
there  would  be  a  great  number  of  places  in  which  there  would  be  no 
savings  banks  and  trust  companies  to  provide  the  necessary  services  to 
the  people.  The  questions  of  states'  rights  and  constitutional  limitations 
do  not  present  insurmountable  difficulties.  When  a  business  becomes  inter- 
rtate  in  nature  or  becomes  an  instrumentality  vital  to  the  free  movement 
of  interstate  commerce,  the  business  is  national  in  character  and  should 
he  brought  under  national  jurisdiction.  In  such  cases  the  states  have  no 
rights  that  demand  protection  since  the  public  well-being  is  at  stake. 

As  to  the  constitutional  aspect  of  the  question,  it  is  quite  doubtful 
whether  there  are  any  constitutional  difficulties  involved.  Considering 
the  various  court  decisions,  including  the  famous  cases  of  McCuUoch  v. 
Maryland,  and  Osborn  v.  Bank  of  the  United  States,  as  well  as  some 
similar  ones  since,  it  appears  that  the  currency  and  fiscal  clauses  of  the 
[Constitution,  as  interpreted  by  the  United  States  Supreme  Court,  pro- 
nde  ample  authority  for  such  a  change.  All  that  is  necessary,  apparently, 
8  for  Congress  to  decide  that  an  exclusively  national  commercial  banking 
ystem  is  a  necessary  instrumentality  in  the  development  and  enforcement 
f  national  currency  and  fiscal  policies  since  it  appears  clear  that  the 
rinciples  of  constitutional  law  set  forth  in  the  case  of  McCuUoch  v. 
(ari/land  are  applicable  to  the  present  situation.  If  this  is  not  true,  then 
;  naturally  foUqws  that  a  national  cpnunercial  banking  policy  can  h^ 
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defeated  by  the  state  commercial  banks,  a  situation  that  is  both  im- 
tional  and  intolerable  in  this  country.  Furthermore,  while  some  writen 
have  hdd  that  banking,  like  insurance,  is  not  interstate  commerce,  it  seeni 
quite  doubtful  whether  there  is  any  basis  for  such  a  contention.  Frederid 
N.  Judson  in  his  Interstate  Commerce  has  said  that  ^^the  business  of 
private  banking  is  not  commerce,  although  it  may  include  the  receipt  of 
bailments  from  other  states,"  and  cites  the  case  of  Engd  v.  O^MaUeg'  'm 
support  of  his  contention.  Various  writers  since  have  rested  their  argu- 
ments on  both  Judson  and  the  case  of  Engel  v.  O^MaUey  without  letn* 
ing,  apparently,  that  the  case  cited  does  not  hold  that  banking  is  not 
interstate  commerce.  A  search  through  legal  records  has  not  revesM 
any  case  in  which  the  United  States  Supreme  Court  has  hdd  that  cob- 
mercial  banking  is  not  interstate  commerce.  It  would  seem,  therefoic^ 
that  if  such  a  question  could  come  before  the  United  States  Suprcne 
Court,  straight  reasoning  would  compel  the  court  to  rule  that  commerdil 
banking  is  interstate  commerce.  In  any  event,  it  appears  highly  probib 
that  the  court  could  rule  quite  reasonably  that  commercial  banking  ill 
necessary  instrumentality  of  interstate  commerce  and,  therefore,  coMl 
within  the  jurisdiction  of  the  federal  government  whenever  it  chooses  ll 
exercise  its  authority.  Regardless  of  the  merits  of  the  question  of  cofr- 
stitutionality,  the  way  of  progress  does  not  lie  in  abstaining  from  unfa- 
taking  what  appears  necessary  and  proper  because  of  some  supposed  «•• 
stitutional  obstacle.  Let  the  changes  be  made  and  the  issue  be  tested  hi 
the  courts.  If  the  Constitution  is  violated,  amend  the  Constitution,  i 
sound  banking  structure  is  of  far  greater  importance  to  a  people  tlifl 
the  adherence  to  a  constitutional  provision  that  prevents  the  making 
changes  necessary  to  meet  present-day  problems. 

A  further  argument  in  favor  of  nationalizing  all  commercial 
rests  upon  the  fact  that  it  is  hardly  rational  to  expect  much  progress, 
certainly  not  uniform  progress,  by  waiting  for  forty-nine  different 
lative  bodies  to  agree  upon  and  pass  sound  and  progressive  legisUtkv 
A  fundamental  purpose  of  the  Federal  Reserve  system  was  to  provide 
with  a  national  policy  and  system  but  it  cannot  be  made  effective  with  A 
present  organization  of  our  commercial  banking  structure.  We  can 
complish  these  things  only  through  a  national  law.  Business  cycles 
national  in  scope  as  are  the  problems  of  credit  control ;  commerce  is  ii 
state  and  international  in  nature ;  the  problems  of  a  proper  reserve 
ture  are  national  and  even  international  in  their  ramifications,  and 
questions  can  be  dealt  with  adequately  only  by  a  governmental  body 
the  proper  jurisdictional  authority.  It  is  an  interesting  fact  thati 
careful  reflection  should  have  convinced  us  long  ago  that  a  nation  i 
have  a  national  commercial  banking  system  and  policy,  since  this  ii  ^ 

•  T.  H.  Flood  and  Co.,  Chicago,  1916, 8d  cd..  Sec.  18,  p.  18. 
*219  U.S.  128, 188, 189;  182  Fed.  865  (1910). 
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to  national  well-being,  we  have  continued  to  permit  a  scattered 
F  banking  with  the  accompanying  diffusion  of  authority  that  has 
in  effective  national  policy  impossible.  Too  much  democracy  in 
g  has  been  a  devastating  factor  in  our  economic  life, 
spears  also  that  branch  banking  should  be  provided  for  in  order  to 
banks  to  secure  the  proper  diversity  in  their  portfolios ;  to  elimi- 
le  problems  now  associated  with  small  unit  banking;  to  provide 
te  capitalization  so  that  the  banks  can  engage,  not  only  in  local 
Qg,  which  today  is  often  beyond  the  capacity  of  the  local  bank, 
a  wider  type  of  commercial  financing;  to  insure  a  better  grade 
lagement;  and  to  eliminate  some  of  the  dangers  now  associated 
lain  and  group  banking.  It  seems  logical,  also,  for  such  branch 
g  to  be  as  wide  as  the  Federal  Reserve  districts,  if  not  nation- 
1  order  to  secure  proper  diversification,  and  the  other  virtues  that 
'  to  accompany  well-organized  branch  banking.  Under  such  a 
,  branch  offices  could  and  should  be  opened  where  a  unit  bank 
lot  exist  profitably  and  without  danger  to  the  community.  It  is 
ting  to  consider  the  fact  that  while  we  are  willing  to  permit  our 
)anks  to  establish  branches  in  the  far  corners  of  the  world,  we 
een  unwilling  to  permit  them  to  establish  branches  within  the 
y  despite  the  fact  that  about  90  per  cent  of  our  trade  is  national 
than  international  and  despite  the  fact  that  we  could  regulate 
ic  branches  more  effectively  than  the  foreign. 
)  far  as  unit  banking  continues,  the  minimum  capitalization  limits 
be  raised. 

ly  should  be  given  to  the  question  of  the  proportion  of  rediscount- 
iper  which  member  banks  should  hold  as  well  as  to  the  propor- 
f  other  types  of  paper,  especially  investment  and  mortgage  paper, 
night  be  included  with  safety  in  their  portfolios.  In  a  similar  man- 
idy  might  be  given  profitably  to  the  possibility  of  devising  a  scheme 
Teasing  the  margin  of  collateral  required  as  security  for  loans 
lie  price  level  is  rising. 

re  also  appears  to  be  considerable  merit  in  the  proposals  made  to 
Tough  the  creation  of  central  mortgage  rediscount  banks,  the 
}  institutions  which  hold  real  estate  mortgage  paper, 
e  good  central  banking  appears  to  depend  upon  the  maintenance 
idity,  extreme  care  should  be  taken  in  admitting  any  new  type  of 
to  the  portfolios  of  the  Reserve  banks  which  might  impair  this 
:y.  The  attempt  to  give  a  central  banking  system  wide  powers  of 
control  seems  to  conflict  at  certain  points  with  the  attempt  to 
in  its  liquidity. 

-commercial  banking  affiliates  doubtless  should  be  brought  under 
control  of  and  be  examined  by  the  proper  commercial  banking 
ities,  if,  indeed,  they  should  not  be  severed  from  commercial  bank- 
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ing  institutions.  Careful  consideration  should  be  given  also  to  the  poi- 
sibilities  of  placing  strict  limits  upon  the  total  amount  of  loans  whidi 
commercial  banks  may  make  to  their  affiliates  in  the  event  they  are  not 
severed  from  the  commercial  banks. 

Time  deposits,  especially  those  of  a  thrift  or  savings  nature,  should 
be  under  the  same  restrictions  as  to  investment  as  savings  deposits  in 
savings  banks  and  the  resources  segregated,  or  the  reserves  against  these 
deposits  should  be  the  same  as  against  demand  deposits.  Perhaps  an 
e£fective  combination  of  both  ideas  could  be  devised. 

Every  reasonable  step  should  be  taken  to  improve  the  system  of  bank 
reports,  examinations,  and  methods  of  dealing  with  recalcitrant  bank 
directors  and  officers.  Until  a  thorough  overhauling  of  our  commercial 
banking  structure  is  e£fected,  the  Comptroller's  Office  should  be  gi?en 
authority  to  examine  and  exact  reports  from  every  unit  in  the  chain 
and  group  banking  systems  which  are  interstate  in  character  or  in  whidi 
a  national  bank  is  one  of  the  units. 

Steps  should  be  taken  to  remove  all  obstacles  to  control  which  are  is* 
herent  in  the  structure  of  the  Federal  Reserve  system,  £uid  which  now 
hamper  our  Reserve  authorities. 

The  plan  recently  proposed  by  the  Committee  on  Member  Bank  Be- 
serves  according  to  which  reserves  would  tend  to  increase  and  decrease 
in  harmony  with  the  expansion  and  contraction,  respectively,  of  bank 
deposits  and  debits  would  seem  to  provide  the  Federal  Reserve  system 
with  an  additional  instrument  of  credit  control  which  is  more  or  lest 
automatic  in  nature.  If  credit  control,  looking  to  the  stability  of  the  price 
level,  is  to  be  made  effective  under  all  conditions,  provision  must  also  be 
made  in  some  manner  to  overcome  the  contraction  of  credit  that  necet- 
sarily  follows  when  the  minimum  legal  reserve  requirements  are  reached. 
One  possible  way  out  is  to  use  the  gold  reserves  largely  for  international 
clearing  purposes,  and  retain  only  enough  to  maintain  confidence  in  the 
domestic  currency.  If  an  international  clearing  fund  were  established,  in 
which  a  portion  of  our  reserves  was  held,  the  necessity  for  reserves  at 
home  would  be  minimized  and  gold  shipments  would  be  less  necessary  and 
less  dangerous.  Another  possible  way  out  might  be  found  in  varying  the 
weight  of  the  gold  dollar  along  the  lines  already  proposed  by  Professor 
Fisher,  which,  of  course,  means  an  increase  in  the  buying  price  of  gold  at 
one  time  and  a  decrease  in  its  buying  price  at  another.  Althou^  we 
have  provisions  at  present  by  which  reserve  limitations  can  be  exceeded 
under  penalty  conditions,  a  change  in  weight  probably  would  assure  a 
slower  exhaustion  of  the  reserves  than  would  be  possible  under  present 
arrangements.  Unless  some  such  scheme  is  devised  to  meet  the  problem  of 
overcoming  minimum  legal  reserves,  stabilization  of  the  price  level  under 
such  conditions  appears  to  be  an  idle  dream. 

The  third  fundamental  consideration  to  be  dealt  with  if  we  are  to  con- 
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fcrol  credit  effectively  involves  the  development  of  the  proper  relations 
mth  an  international  clearing  bank.  Regardless  of  any  particular  device 
khat  mi^t  be  created  to  overcome  the  rigidity  of  minimum  reserve  re- 
^ements,  central  banking  systems  today  cannot  work  alone  in  their 
ittempts  to  control  credit.  An  international  clearing  mechanism  is  a 
logical  and  economical  device  which  would  do  much  to  prevent  and  correct 
naldistributions  of  gold.  It  would  permit  sufficient  economies  in  the  use 
of  gold  to  cause  the  problem  of  world  scarcity  of  gold  to  recede  far  into 
the  background  if  not  disappear  altogether.  Without  international  clear- 
ing and  international  co-operation,  credit  control  probably  would  con- 
tinue to  work  only  within  rather  narrow  limits. 

Assuming  that  we  can  provide  the  banking  structure  and  the  spe- 
cialized instnunents  necessary  to  credit  control,  the  next  step  would  be 
to  develop  principles  of  action  and  to  make  strenuous  efforts  to  educate 
the  public  as  to  the  nature  of  these  principles  and  the  reasons  for  certain 
measures  being  taken  by  the  reserve  authorities  under  given  conditionJ. 
It  is  reasonable  to  suppose  that  in  time  the  public  would  become  ac- 
outomed  to  such  measures,  would  learn  their  significance,  and  would 
kam  to  respond  intelligently  to  them. 

Regarding  the  correction  of  those  probable  causes  of  bank  failures 
Ijfing  largely  outside  the  banking  field,  it  may  be  said  that  some  of  the 
difficulties  cannot  be  removed  imtil  the  world  can  find  a  rational  substitute 
for  wars.  In  the  meantime  much  can  be  accomplished  by  not  engaging  in 
unwise  price-fixing  schemes,  by  the  adoption  of  more  enlightened  tariff 
measures,  by  doing  more  to  educate  the  general  public  on  the  dangers  of 
large  installment  buying  as  well  as  other  dangerous  practices  that  char- 
acterize the  expansion  period  of  the  business  cycle  and  lead  us  into  crises. 
Such  steps  are  of  genuine  importance  since  it  appears  clear  that  the  in- 
rtruments  of  credit  control  with  respect  to  business  cycles  function  best, 
if  not  almost  entirely,  during  periods  of  business  expansion. 

That  our  banking  system  is  out  of  joint  and  in  need  of  overhauling 
seems  clear.  It  is  also  well  understood  that  out  of  every  business  crisis 
come  demands  for  revision  of  our  banking  laws.  It  is  a  national  habit 
despite  the  fact  that  we  know  we  already  have  our  bankers  in  legal  strait- 
jackets  when  compared  with  the  freedom  given  to  bankers  in  such  a 
country  as  England.  Nevertheless,  this  seems  to  be  the  only  feasible  way 
to  correct  existing  defects,  since  we  cannot  afford  to  perpetuate  our  sys- 
tem of  little  unit  banks,  with  its  amateur  bankers,  with  its  inability  to 
cope  with  modern  business  problems  satisfactorily,  and  with  its  tre- 
mendous number  of  bank  failures  which  have  caused  unmeasured  losses 
and  untold  misery  for  millions  of  depositors,  borrowers,  stockholders,  of- 
icers,  and  directors,  who  have  striven  valiantly  to  accumulate  a  little 
lurplus  which  will  afford  them  security  in  the  evening  time  of  their  lives, 
rhe  Comptroller  of  the  Currency,  before  the  Currency  Committee  of  the 
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House  of  Representatives  investigating  group,  chain,  and  branch  bank- 
ing, painted  the  picture  vividly  when  he  said  (in  February,  1980)  :  '^Tliere 
is  no  more  distressing  sight  than  a  group  of  citizens,  men  and  women,' 
clamoring  before  the  closed  doors  of  a  bank  bewailing  the  loss  of  their 
savings.  These  losses  fall  upon  the  best  and  most  substantial  citizens  in 
the  community  and  many  of  them  never  recover  their  previous  financisl 
condition.  Multiply  this  local  event  by  nearly  6,000  and  scatter  it 
throughout  the  great  agricultural  states  of  the  Union  and  the  magnitude 
of  its  effects  reaches  astounding  proportions. 

*^It  is  estimated  that  7,264,957  depositors  have  contributed  to  the 
great  total  of  more  than  $1,700,000,000  of  deposits  in  failed  banb^ 
during  the  past  nine  years  and  that  no  less  than  114,000  shareholdert 
have  suffered  losses  through  these  suspensions.'"  As  to  simOar  advene 
effect  upon  the  borrowers  of  a  bank,  the  Comptroller  pointed  out  that 
"failed  banks  in  the  United  States  have  caused  within  the  last  nine  yean 
the  enforced  liquidation  of  approximately  two  billion  dollars  of  loans— 
chiefly  small  loans."" 

The  tragedies  of  depositors  and  others  today,  in  a  country  that  is  sup- 
posed to  know  something  about  how  to  devise  laws  to  protect  the  needy 
against  unsound  social  institutions  and  devices,  are  a  sufficient  answer  m 
themselves  to  those  who  insist  that  the  laws  do  not  need  revision.  It  »■ 
certainly  high  time  that  those  interested  in  the  welfare  of  the  depositoni 
the  common  man  and  woman,  and  the  public  in  general — and  this  rneani 
the  legislators,  the  press,  the  social  scientists,  and  those  outstanding 
bankers  who  see  the  banking  business  in  its  proper  setting — should  join 
hands  and  do  all  things  possible  to  correct  present  defects  so  that  the 
losses  and  tragedies  which  characterize  our  present  banking  system  will 
speedily  and  definitely  become  events  of  history  without  probability  of 
recurrence. 

•Vol.  I.,  Pt.  I,  pp.  18-14. 
•i6id.,  p.  14. 
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Table  H 


Commwcml  PailurcaF                                                    ft 

Year 

Number  of 
Fftilurei 

No.  of  Biismess 

C^ncemB  in  the 

United  StiLti^ft 

Percentage  of 
Failurei 

Amount  of  LiiiM^ 

ItkMdFMM     Mm 

ConooBi      |_ 

189i 

10,S44 

1,172,705 

.88 

1114,641        ft 

1903 

15.«42 

1,193,113 

!.28 

34fi.7ll        V 

1B94 

1S,8S5 

1,114,174 

1.25 

172,M         f 

18©5 

13,107 

1,209,282 

1.09 

ITS.lli         1 

1806 

15,088 

1,151,579 

1-31 

m,m       1 

1897 

13,S51 

1,058,521 

1.26 

154,332:           1 

i8sa 

12,180 

1,105,830 

1.10 

130,e8S- 

1899 

9,337 

1,147,595 

.81 

M,87^         ^ 

1900 

10,774 

1,174,300 

.92 

1S8,IIP 

I90t 

11,002 

1,219/242 

/90 

113,09fc 

190£ 

11,015 

1,253,172 

.93 

117.4?f^ 

1903 

12,069 

1,281,481 

.94 

155,44k 

1904 

1«,199 

1,320,172 

.92 

144,10^ 

1905 

11,520 

1,357,455 

.85 

102  IT^B' 

1906 

!0,6S2 

1,392,949 

.77 

U»,fll^ 

1907 

11,725 

1,418,075 

.82 

1908 

15,030 

1,447,554 

1.08 

m,B]^^ 

1909 

12,924 

1,486,389 

.80 

154,80»»i 

1910 

12,65i 

1,515,143 

.SO 

201,75^^ 

1911 

IS, 441 

1,525,024 

.81 

191  ,as^^ 

1912 

15,452 

1,564,279 

.98 

tos/u^" 

191S 

16,037 

1,016,517 

.99 

272,(J7^= 

1914 

18,280 

1,655,496 

1.10 

357,90^^ 

1915 

22,156 

1,674,788 

1.32 

304,^^^ 

1916 

16,993 

1,707,639 

.99 

196,il^^ 

1917 

13,855 

1,733,225 

.80 

Mt,4^^ 

19IS 

9,982 

1,708,001           1 

.58 

l«pW^ 

1919 

6,451 

1,710,909 

.38 

IlS.Bt^^ 

nm 

8,881 

1,821,409 

.49 

295,14^* 

19£1 

19,652 

1,927,304 

1.02 

^»^s 

I9i£ 

23,676 

1,983,106 

1.19 

«a.g^ 

19i5 

18,718 

1,996,004 

.94 

»,381^"^ 

19^4 

20,615 

2,047,302 

1.01 

54»,«^^ 

19£5 

21,214 

2,113,300 

1.05 

443,74^5 

19£e 

21,773 

2,158,400 

1.01 

I0i,fl^^ 

1927 

23,146 

2,171,700 

1.07 

jlQ  iS^Ki 

1928 

23,842 

2,199,000 

1.08 

iS$fBK^^ 

19S9 

22,009 

2,212,779 

1.04 

m,0^ 

19S0 

i6,S5d 

2,183,008 

1.21 

i«8,«^^ 

( 

Average  for  1892-19S( 

)            .97 

i 

Average  for  1892-1012 

\         1.00 

J 

Average  for  1014-19S( 

)           .00 

1 

Average  for  1021-19S( 

)         1.00 

/ 
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Tabub  H  (ooiOtftiMd) 


Bank  Failures  and  Suspensions^ 


Number  of 
Failures 

Number  of 
Suspensions 

Total  Banks 

in  United 

SUtes 

Percentage 

of 
Failures 

Sus- 
pended 

Total  LiabiU- 

tiesof  AU 
Failed  Banks 

86 

0,838 

.01 

128,704 

470 

0,402 

4.80 

117,540 

86 

0,508 

.00 

50,480 

121 

0,818 

1.22 

85,328 

137 

0,460 

1.43 

10,840 

160 

0,457 

1.51 

50,506 

60 

0,485 

.63 

10,887 

88 

9,782 

.30 

18,857 

88 

10,882 

.37 

81,738 

67 

11,406 

.58 

81,011 

45 

12,424 

.86 

10,718 

88 

18,684 

.28 

0,716 

122 

14,850 

.82 

88,154 

79 

16,410 

.48 

88,052 

45 

17,005 

.85 

8,700 

41 

10,746 

.21 

27,687 

156 

21,346 

.72 

888,858 

60 

22,401 

.31 

88,865 

84 

23,095 

.14 

81,075 

59 

24,392 

.24 

19,464 

68 

25,195 

.25 

17,388 

46 

25,093 

.18 

14,808 

117 

26,765 

.44 

41,838 

124 

27,062 

.46 

46,633 

54 

27,513 

.20 

10,030 

42 

27,023 

.15 

16,588 

27 

28,880 

.09 

18,618 

48 

20,123 

.15 

10,107 

49 

30,189 

.16 

20,884 

858 

501 

30,812 

1.15 

1.16 

113,426 

897 

854 

80,380 

1.29 

1.15 

116,220 

274 

648 

30,178 

.90 

2.10 

84,626 

915 

776 

29,848 

3.02 

2.58 

297,931 

542 

612 

28,839 

1.84 

2.08 

172,048 

578 

956 

28,146 

2.00 

3.28 

185,985 

831 

662 

27,061 

2.98 

2.89 

266,570 

484 

491 

26,213 

1.81 

1.84 

158,680 

549 

642 

25,830 

2.12 

2.47 

181,838 

640 

1845 

24,079 

2.59 

5.29 

308,085 

Average  for  1802-1030  1 .  01 
Average  for  1892-1913  .  59 

Average  for  1914-1930  1 .  24 

Average  for  1921-1930  1 .  97 


Av.  2.43 
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CommerciAl  Failuies                                                    t 

1981 

Number  of 
Failures 

Amount  of  I*i>bilitiw 
of  Failed  Omoenu 

Jan. 
Feb. 
Mar. 

June 
July 
Aug. 
&pt. 
Oct. 

8,816 
2,568 
2,604 
2,888 
2,248 
1,998 
1,988 
1,944 
1,986 
2,862 

94,608,21^1 

59,607,612      814,002,874 

60,386,559 

50, 868. W 

5a,371,21i^     155,894,085 

51,655,6481 

60,997,853 

53,0£5,1S!2       166,878,685 

47,^5,650 

70,660.486 

Total 

23,882 

607,486,444 

*  Dun*9  Review,  Jan.  10,  1981,  pp.  6-7,  Jan.  8,  1921,  p.  18,  and  current  Amra*  for  M 
daU.  ^^ 

^  Compiled  from  Tables  F  and  G  in  Appendix,  and  from  Annual  Report  of  ike  Coi^Mr 
of  the  Currency  (Dec.  8. 1917),  Vol.  I.  pp.  74-75. 112. 


DISCUSSION 

RKDERiCK  A.  Bradford. — I  am  sure  that  we  are  indebted  to  Professor 
[  and  Professor  Spahr  for  their  interesting  and  stimulating  papers.  I  agree 
I  much  that  has  been  said  by  both  speakers.  There  are  a  few  points^  how- 
r^  which  I  should  like  to  discuss^  and^  as  my  time  is  short,  I  shall  confine 
remarks  largely  to  analyses  or  conclusions  with  which  I  am  in  disagree- 
it  or  which  appear  to  me  to  merit  further  emphasis, 
lie  analysis  of  deposits  by  the  individual  banker,  which  Professor  Bell 

suggested  as  a  means  of  conducting  a  sounder  banking  business,  is  im- 
tant  and,  in  my  opinion,  has  not  hitherto  received  adequate  emphasis.  There 
nly  one  point  which  I  should  like  to  question  in  this  connection.  Professor 
I  stated  that  "business  or  commercial  accounts  .  .  .  result  from  borrowings 
irorporate  and  other  enterprises  which  are  negotiated  through  an  exchange 
msiness  paper  for  bank  credit.  The  bank's  reserve  problem  is  largely  con- 
ned with  these  since  business  accounts  are  fluctuating  and  active,  highly 
sitive  to  slight  changes  in  business  conditions  and  in  public  confidence/' 
n  the  first  place,  not  all  business  deposits  result  from  borrowings  by  busi- 
8  enterprises.  The  larger  corporations  of  the  country  have  not  been,  gen- 
Uy  speaking,  greatly  in  debt  to  the  banks  for  several  years  past,  yet  many 
them  have  maintained  large,  often  excessive,  bank  balances  which  would 
tainly  be  classified  as  business  deposits.  Also,  the  business  deposits  created 
times,  as  in  1927,  as  a  result  of  open  market  purchases  by  the  Reserve 
iks  do  not  result  from  borrowing  operations.  I  believe  this  point  to  be  im- 
•tant  because  deposits  of  this  nature  which  are  not  a  result  of  commercial 
'rowing  present  a  difficult  investment  problem,  the  banker  being  inclined 
divert  such  funds  into  investment  channels  in  view  of  the  slackened  de- 
nd  for  commercial  accommodation. 

In  the  second  place,  I  doubt  if  business  deposits  are  often  highly  sensitive 
changes  in  public  confidence.  It  is  the  savings  and  income  accounts,  on  the 
lole,  which  have  been  withdrawn  during  this  past  year  in  large  amounts, 
lile  business  deposits  have  been  much  more  stable.  It  should  be  added,  how- 
ZT,  that  if  bank  failures  continue  on  a  wide  scale,  business  concerns,  as 
M  as  individuals,  will  be  increasingly  likely  to  withdraw  their  accounts  and 
Id  currency  or  gold. 

I  have  no  other  comment  to  make  on  Professor  Bell's  paper,  except  that  I 
Duld  like  to  endorse  his  approval  of  the  recommendations  of  the  Committee 

Bank  Reserves.  I  do  not  agree  with  the  opinion  of  the  Committee  that  mem- 
r  bank  reserves  play  little  or  no  part  in  insuring  the  liquidity  and  solvency 
the  member  banks,  for  I  believe  that  required  reserves  can  and  should  func- 
n  in  this  capacity.  This  is  not,  however,  a  criticism  of  the  proposal  itself 
lich  seems  to  be  eminently  satisfactory. 

In  Professor  Spahr's  analysis  of  the  causes  of  bank  failures,  I  feel  that  he 
s  failed  sufficiently  to  distinguish  between  those  causes  which  are  of  far- 
iching  importance  and  those  which  are  of  minor  or  secondary  significance. 
tus,  in  the  discussion  of  the  defects  which  are  inherent  in  the  organic  struc- 
'e  of  our  commercial  banks  and  banking  system,  no  particular  stress  is 
d  on  any  one  or  more  of  the  eleven  defects  described,  yet  it  seems  appaTewV. 
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to  me  that  the  poor  quality  of  the  management^  of  the  snuJler  baakt  eipe» 

ci&Uy,  is  of  outstanding  significance^  while  the  variety  of  jnrisdictioM  nfa 

"wliich  our  banks  operate,  the  excessive  number  of  banks,  and,  in  aone  MB^ 

tlie  inferior  brand  of  bank  supervision,  are  also  more  important  tfaaa  fli 

other  seven  defects.  If  those  mentioned  could  be  remedied,  tbe  others  woJi 

largely  take  care  of  themselves.  I  have  little  sympathy,  tixt  »y«mp1»,  «U 

the  notion  that  it  is  impossible  for  a  bank  in  a  one-crop  region  to  divenifjif 

business.  Under  sound  management  such  a  bank  would  insist  on  holdiiig  afaft 

proportion  of  its  resources  in  open  market  paper  and  high-grade,  madketaU 

bonds^  while  confining  its  local  loans  to  the  very  best  risks.  I  also  qnestkm  A 

increase  in  investments^  per  se^  as  a  legitimate  cause  of  bank  failures.  So  hi 

as  the  investments  are  in  local  mortgages,  the  bank  does  not,  it  is  tii 

strengthen  its  position,  but  probably  weakens  it.  Investment  in  hij^i-gnd 

marketable  securities,  however,  merely  by  helping  to  attain  diversificatis 

would  have  tended  to  decrease  rather  than  to  increase  the  number  of  sni 

country  bank  failures  during  the  period  prior  to  1980.  Finally,  althooi^ 

am  quite  aware  of  the  danger  of  investment  affiliates  of  commercial  banksi 

am  not  convinced  that  they  have  played  any  great  part  in  the  recent  ddbac 

of  bank  failures,  except  in  the  case  of  the  Bank  of  the  United  States. 

Inadequate  control  of  credit  by  the  Federal  Reserve  authorities — Profeis 
Spahr's  second  major  cause  of  bank  failures — seems  to  me  to  have  beat  son 
what  overemphasised.  It  is  possible  that  more  scientific  reserve  requiremes 
for  member  banks,  of  the  sort  recommended  by  the  committee  on  bank  x 
serves  already  referred  to,  might  have  prevented  a  part  of  the  specolatr 
excesses  which  brought  many  country  banks  into  difficulties,  and  that  mo 
timely  action  by  the  reserve  authorities  might,  at  times,  have  improved  ti 
banking  situation.  It  seems  probable,  however,  that  the  majority  of  bai 
failures  which  did  occur  would  have  occurred  in  any  event,  having  had  thf 
origin  largely  in  other  sources,  and  that  the  inadequacy  of  credit  control  1 
the  reserve  authorities  has  been,  at  best,  a  cause  of  minor  significance.  N 
that  the  problem  of  credit  control  is  not  of  vital  importance,  quite  the  co 
trary,  but  I  am  inclined  to  doubt  its  relevance  to  the  present  discussion. 

It  is  in  the  causes  lying  outside  the  banking  field  that  the  most  poie 
source  of  our  recent  banking  difficulties  is  to  be  found.  The  list  of  such  cans 
presented  by  Professor  Spahr  is  entirely  satisfactory,  my  only  objection  I 
ing  that  I  feel  it  to  have  been  deserving  of  more  emphasis,  in  relation  to  tl 
other  causes,  than  it  received. 

With  regard  to  the  possible  correctives  of  the  unsatisfactory  banking  situ 
tion  in  this  country,  it  seems  to  me  that  permissive  branch  banking  on  a  rath 
wide  scale  and  higher  capital  requirements  for  unit  banks  are  more  expedic 
than  the  other  changes  which  Professor  Spahr  has  suggested  and  would  pro 
ably  secure  the  desired  results.  I  never  tire  of  quoting  Hartley  Withers  to  t 
effect  that  "good  banking  is  produced,  not  by  good  laws,  but  by  good  baa 
ers."  When  the  bankers  of  this  country,  taken  in  the  aggregate,  learn  that  thi 
first  duty  is  to  their  depositors,  not  their  borrowers,  and  that  no  loan  or  i 
vestment  which  jeopardizes  the  safety  of  their  depositors'  funds  is  justifi< 
there  will  be  comparatively  few  failures,  whatever  the  banking  laws  may  1 
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^coretically,  the  smallest  unit  banks  can  be  sonndly  rtm,  but  often^  in  prac- 
^y  they  are  not.  It  would  seem  desirable^  therefore^  to  permit  branch  bank- 
i  and  to  raise  the  minimum  capital  requirements  for  unit  banks  as  the  most 
obable  and  expedient  methods  of  securing  by  legislation  the  type  of  bank 
uiagement  which  is  essential  to  a  good  banking  system. 
G.  W.  DowRiB. — The  two  papers  to  which  we  have  just  listened  raise  the 
estion  as  to  how  failure-proof  we  have  a  right  to  expect  our  banking  system 
he.  It  is  usually  conceded  that  there  have  been  occasional  bank  failures  that 
old  scarcely  have  been  avoided  by  the  most  skillful  management.  The  un- 
smished  record  of  the  English  banking  system,  however,  and  the  ability  of 
rtain  of  our  American  banks  to  carry  on  successfully  in  situations  to  which 
sir  competitors  have  succumbed  warrant  a  strict  insistence  upon  our  building 

a  banking  system  which  is  virtually  immune  from  failure. 
It  is  obvious  that  ours  is  a  fair-weather  system.  In  spite  of  its  weaknesses 
makes  a  fairly  good  showing  when  economic  conditions  are  stable,  but  in 
Be  of  crisis,  particularly  one  whose  severity  is  greatly  multiplied  by  the 
leons  aftermath  of  a  world  war,  only  the  superior  institutions  are  able  to 
rvire. 

Even  if  we  insist  that  banks  should  be  able  to  weather  any  sort  of  condition 
ftt  comes,  it  is  (mly  fair  to  them  as  it  is  to  other  members  of  our  economic 
i;aiii2ation  that  sound  and  effective  mechanisms  be  devised  for  the  stabiliza- 
VI  of  business  at  home  and  that  the  closest  international  financial  co-opera- 
in  be  fostered  to  the  end  that  external  disturbances  may  be  reduced  to  a 
niiDTun. 

I  quite  agree  with  the  two  papers^  however,  that  even  with  a  stable  eco- 
mic  environment  our  banking  system  needs  considerable  improvement.  We 
ist  not,  however,  fall  to  worshipping  mechanisms  such  as  laws,  regulations, 
d  external  supervision.  The  only  dependable  method  for  achieving  better 
nking  is  to  develop  better  bankers.  Sound  banks  are  not  necessarily  mem- 
r  banks,  national  banks,  branch  banks,  or  large  banks.  When  all  of  the  acts 

the  present  banking  tragedy  have  been  written  it  will  be  found  that  no 
pe  or  system  of  banking  was  free  from  the  recklessness,  greed,  stupidity, 
d  dishonesty  which  have  been  present  in  the  existing  situation.  It  goes 
ithont  saying  that  a  bank  with  larger  resources,  more  careful  supervision, 
eater  opportunity  to  diversify  risks,  and  ability  to  command  better  mana- 
rial  talent,  other  thingpi  being  equal,  will  be  better  able  to  weather  storms 
it  even  such  an  institution  will  subject  the  stockholders  and  patrons  to 
avy  losses  unless  it  is  wisely  and  honestly  managed.  The  ability,  conserva- 
im,  and  highly  developed  sense  of  stewardship  of  the  English  banks  are 
Abling  them  to  weather  unperturbed  storms  even  more  violent  than  our  own 
nks  are  encountering. 

While  there  is  much  to  be  said  for  a  single  national  system  of  banks  the 
se  is  not  quite  so  one-sided  as  Dr.  Spahr  would  have  us  believe.  We  have 
ready  dumped  upon  the  central  government  so  many  of  our  local  problems 
at  it  is  unable  to  grapple  with  them  effectively.  While  some  of  our  state  laws 
d  supervision  systems  are  not  quite  up  to  the  standards  of  the  national 
stem  I  have  found  that  the  plane  upon  which  banking  is  done  in  any  given 
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community  is  pretty  much  the  same  for  national  and  state  banka.  The 
of  a  dual  sj-stem  has  permitted  better  adaptation  to  local  needs  and, 
the  interclia^^^  ot  ideas,  has  resulted  in  greater  progress.  As  has  been  the 
with  state- ^«^i^^  branch  banking,  one  state,  California,  has  served  as  the  Unh 
torr  withoat  the  whole  country  having  been  subjected  to  the  necessity  of 
Derimentiri^  'with  a  new  type  of  banking  structure. 

I  quite    ^gT^^  ^^^^  ^^'  Spahr  that  the  small  bank  should  be  elinuDiti 

braxKh  baxikim?  ^  gi^cn  a  somewhat  freer  hand,  that  stricter,  as  well  as  bm 

«*  ntifioall^  devised,  regulations  be  made  with  respect  to  loans,  depositifl 

rvcs.  aiul  that  a  better  type  of  supervision  be  provided.  It  is  still  desoiH 

mph&si'^  the  fact,  however,  that  the  best  of  regulations  and  the  Mai 

rvUion  will  not  make  our  banks  failure-proof  in  the  face  of  stupid  i 

dishonest  inan*^»«n*- 

n      "nnahr's  insistence  that  every  commercial  bank  should  belong  to  t 
V    \  ral  Re*^^"*  system  meets  with  my  approval  provided  he  confines  the  te 
"Kajik"  ti>  those  institutions  that  are  commercial  in  fact,  as  well  as  in  Mm 
>£  ^t^^.i^e  b^nks  that  are  still  outside  of  the  system  do  so  small  a  Tobtf 
•     >    •  u*rv*ial  banking  as  scarcely  to  warrant  Reserve  bank  membership. 
*■    ^^     £      ^j^^  stricter  n^nilation  of  the  investment  departments  and  inw*- 
lEUat^^  of  banks.  I  would  go  a  step  further  and  insist  that  unlets  Ak 
*f  rnanoial  service  can  be  rendered  without  bringing  distrust -npoi  tb 
^h  %•  *^  institution  it  might  better  be  denied  to  our  banks.  The  department  itM 
^,  ^  *    '  nn\«ot'  i*  "*  itself  a  thoroughly  commendable  one  and  I  see  no  fml^i 
'^^^  ^^  ,  loA^^n  for  denying  to  either  qualified  national  or  state  institutions  A*  | 
"^•N»  tv*  ettc*^  ^^  *^*  whole  gamut  of  financial  services,  provided  that  airi' 
^•*f .    -v  b^  'V»  $t*nvlar\l  is  maintained  in  every  department 
"^^  Jhtrv  rrofc**or  Hell's  high  opinion  of  the  changes  in  the  reserve  reqaitt- 
.    ..l.tvv^N.!  bv  the  Ci^mmittee  on  reser\-es  of  the  Federal  Reserve  system 
^  »r  t*t\ '^vttt  «nt:^uatexi  clas5ifioations  and  rigid  system  of  percentages  hi* 
(,.\sM%»o  cxtvnt  dcfcatiNi  the  very  purposes  for  which  legal  reserve  requiw 
n(*  '•rx'  vrv'^cr^SNl.  t'Hie  is  inclined  to  wonder,  however,  if  the  Commitlee 
U  \x  wM  ^vn  »^  tvs^  I:K*T*1  with  rt^spect  to  the  leeway  given  to  banks  outsidefll 
t    J. »  *l  Kc^vrxc  oitie*  Trtfanling  the  location  of  their  reserves.  FurthermoK^ 
.uuv  t^^.'  .NMumtitvv'stcst  i>criod  expired,  an  extraordinary  situation  has  ariiel 
m  ^  In.  h  ui  O:.'  f*vv  of  an  increase  of  currency  due  to  hoarding  there  has  beet 
A  a.  .1»«»'  »"  K*^^  ^^^'  xoUime  and  activity  of  deposits.  In  such  a  situation,  Ae 
iu!ua»*v  ivxvrxc  rx^uiriMmnt*  do  not  constitute  a  check  upon  cxpansicm. 

M  s  vo»u  luxuvM  i't  thAt  we  should  perfect  our  banking  laws  and  the  quaBtf 
of  »ur*  vUxMu  ^^*  tW  hiirbe*t  degree  but  that  we  should  regard  these  as  odj 
ot"  HMuov  »m\MiU»uv  it^  our  ^^uest  for  a  failure-proof  banking  system.  TWi 
U\\\\  ^^^^\^UU^^\^  \s c  v.-^MMot  Aohiovc  Until  we  have  placed  only  good  bankers ii 
«'hHiM«'  ♦♦'^  •^n  ot'  our  K^nkinjj  institutions. 

John  V\  IUm  \  ^\\\  very  muoh  impressed  with  the  two  papers  just  pre 
NiMiloit  Amvoiio  tho  lo.H^t  bit  fnmili.ir  with  statistics  on  banks  and  banking  vil 
fi|i|triM«Uto  tUo  (Ucnoultlen  onv-ounteriHl  by  Professors  Bell  and  Spahr  in  woik 
iiiK  lip  Htv'lr  «UtA.  \  fori  thnt  the  m.itcrial  has  been  handled  very  skillfullt 
TrofrNNor  \\v\\  haii  itri'Hrntnl  h<  tpful  material  pertaining  to  our  bank  lescrfe 
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d  lias  brought  out  the  economic  importance  of  revision  of  our  present  laws 
rtaining  to  reserves.  I  think  that  the  present  suggested  changes  in  reserve 
gpiirements  of  banks^  however  helpful  they  may  be,  can  at  best  be  only  a 
aporary  relief.  They  are  attempts  to  cure  only  one  part  of  a  diseased 
dy,  when  probably  the  entire  system  needs  mdlical  attention.  Professor 
mhr'a  paper  on  bank  failures  builds  a  very  strong  case  for  bank  reform. 

is  likely  that  we  shall  pull  through  this  present  depression  in  a  year 

so  and  shall  then  feel  that  our  banking  system  is  not  so  bad  after  all. 
^wever,  the  record  of  the  past  ten  years  will  stand  as  a  monument  to  costly 
perimentation.  We  have  witnessed  the  inadequacy  of  our  banking  laws  to 
aet  national  emergencies.  I  am  well  aware  that,  as  has  been  pointed  out, 
liking  laws  do  not  make  good  banking,  but  that  good  banking  is  attributable 

the  bankers  themselves.  Yet  we  have  drawn  up  for  the  buikers  elaborate 
des  which  would  attempt  to  set  strict  limits  on  the  bankers.  That  these 
Dits  have  been  overstepped  is  conmion  knowledge.  The  one  paramount  ob- 
ct  to  be  desired  in  any  banking  system  is  adequate  and  safe  banking.  It  is 
Lid  to  conceive  how  this  can  be  achieved  with  forty-eight  different  ezperi- 
snt  stations,  each  with  its  own  individual  laws,  as  we  have  in  this  country, 
am  in  accord  with  Professor  Spahr's  contention  that  a  system  of  branch 
juking  is  a  solution.  I  do  not  believe  that  branch  banking  is  a  panacea,  yet  I 
d  that  it  would  provide  a  united  front  which  might  offer  an  opportunity 
T  uniformity  of  control.  Banking,  as  now  carried  on,  is  essentially  inter- 
ate  in  character.  We  have  been  altogether  too  individualistic  and  unco-opera- 
re  in  this  business,  as  is  witnessed  in  practically  every  banking  community 

the  entire  country.  I  feel  that  the  price  which  is  now  being  paid  is  alto- 
ther  too  high  for  a  perpetuation  and  continuation  of  our  present  costly 
stem.  The  problem  is  immediate  and  the  sooner  we  can  aid  and  encourage 
nking  reform  the  sooner  we  shall  be  relieved  of  one  of  the  real  causes 
lich  have  aided  in  bringing  about  a  national  calamity. 
Howard  H.  Preston. — ^With  a  limited  amount  of  time  at  my  disposal  it  is 
possible  to  consider  all  of  the  many  points  raised  by  the  very  able  and 
ggestive  papers  of  Professors  Spahr  and  Bell.  Consequently  my  comments 
11  be  limited  to  a  discussion  of  problems  of  banking  structure  as  presented 

Professor  Spahr. 

Experience  in  recent  years  has  demonstrated  the  soundness  of  Professor 
lahr's  proposal  for  rigid  supervision  of  non-commercial  banking  affiliates, 
igree  with  him  also  regarding  segregation  of  savings  deposits  and  their  in- 
stment  along  lines  laid  down  in  the  best  savings  banking  laws.  It  is  true, 
wever,  as  Professor  Bell  has  so  ably  brought  out  in  his  analysis  of  the 
tare  and  classification  of  bank  deposits,  that  time  deposits  are  by  no  means 
mogeneous.  A  sound  segregation  law  should  limit  the  protection  to  savings 
counts  and  should  not  include  all  classes  of  time  deposits,  which  may  include 
•ge  capital  accounts.  More  than  twenty  years  of  experience  have  convinced 
*  public  and  most  bankers  in  California  and  Oregon  of  the  advantages  of 
pregation  even  when  handicapped  by  unsatisfactory  classification  of  ac- 
ints. 
In  advocating  the  abolition  of  state  banking  systems  and  the  extension  of 
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branch  banking  Professor  Spahr  deserves  congratnlatian  for  his  straigll' 
forward  and  courageous  stand. 

The  proposal  to  bring  all  commercial  banks  under  national  oontiol  if 
new^  but  was  brought  into  prominence  some  months  ago  when  advocated  I 
Owen  D.  Young  before  the  Senate  Committee  on  Banking  and  Currencj. 
must  be  admitted  that  Gresham's  law  has  operated  in  the  field  of  banU 
There  has  been  open  to  bankers  the  choice  of  two  codes  nnder  which  tk) 
might  operate  their  banks.  Too  often  they  have  chosen  the  one  with 
capital  requirements  or  looser  supervision.  Our  overbanked  condition  in 
states  can  be  attributed  to  laxity  in  laws  and  the  competition  for 
under  two  systems.  Against  this  must  be  set  the  gains  from  a  developmoii 
point  of  view  of  experimentation  and  freedom  from  monopolistic  oantnl 
banking  resources. 

If  we  concede  that  Congress  has  the  power  to  establish  a  single 
system^  we  must  still  recognize  that  much  straw  must  be  threshed  before 
a  far-reaching  proposal  can  become  the  law  of  the  land.  Meantime,  as  a 
tical  proposition,  it  seems  most  desirable  to  move  in  the  direction  of  a  sii^ 
system  through  standardization  of  state  banking  legislation  and  supeiiiila 
Modem  control  of  state  banking  is  relatively  new.  The  pre-Civil  War  iM 
laws  were  rendered  obsolete  by  the  passage  of  the  national  banking  act,  esp 
cially  the  amendment  taxing  the  state  bank  notes  out  of  existence. 

Existing  banking  codes  in  the  seven  states  comprising  the  Twelfth  Fct 
eral  Reserve  District  are  barely  a  quarter  of  a  century  old.  The  same  ooni*- 
tion,  with  modification,  is  typical  generally.  In  recent  years  the  trend  d 
state  legislation  and  supervision  has  been  toward  decidedly  higher  8tandaidi> 
The  old  competitive  spirit  has  disappeared.  In  its  stead  we  find  co-operatiflt 
with  the  comptroller's  department  and  a  desire  to  bring  the  laws  up  to  tii 
best  standards  of  the  national  banking  act.  In  the  matter  of  capital  alotfb 
states  have  adopted  the  minimum  requirements  of  the  national  law. 

In  my  own  state  of  Washington  the  past  decade  has  witnessed  a  distinet 
trend  toward  co-ordination  of  banking  policy.  Perhaps  more  real  progrol 
may  be  made  by  concentrating  our  energy  upon  bringing  up  the  standard  d 
state  banking  than  in  looking  toward  the  ideal  but  somewhat  distant  and  Of 
certain  goal  of  a  single  national  system  of  commercial  banking. 

Professor  Spahr's  proposal  for  branch  banking  deserves  support.  More- 
over, we  should  establish  a  national  policy  upon  branch  and  group  banking 
The  McFadden  Act  in  substance  declared  against  intercommonity  brand 
banking  and  left  our  national  banks  subject  to  state  legislation  in  the  estab' 
lishment  of  city  branches.  The  result  is  that  in  many  cities  where  brand 
banking  is  illegal,  e.g.,  Seattle,  group  banking  has  become  the  dominant  fortt 
It  is  generally  conceded  that  branch  banking  would  be  more  economie  ii 
permitted.  The  result  of  the  present  laws  is  to  give  us  groups,  many  of  whid 
are  equivalent  to  branches. 

Multiple  office  banking — ^whether  in  the  form  of  an  administratively  cat 
tralized  group  or  a  branch  system — ^may  bring  greater  safety  and  stdbili^* 
Group  banking  has  been  a  source  of  strength  to  banks  in  the  Ninth  Fedonl 
Reserve  District  in  recent  months.  The  Union  Securities  ComptOKf  of 
and  its  successor,  the  Old  National  Corporation^  hsTe  btom^  all 
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f  controlled  through  the  past  decade  of  economic  readjustment  without 
I.  One  of  the  leading  lumber  manufacturing  conmmnities  in  Washington 
sustained  two  bank  failures  in  recent  weeks.  The  sole  remaining  bank  in 
largest  city  of  the  district  is  a  member  of  a  strong  group  with  headquarters 
Seattle.  Its  group  affiliation  has  unquestionably  contributed  to  public  confi- 
ice  in  its  stability. 

Branch  and  group  banking  can  offer  better^  as  well  as  safer^  banking  serv- 
to  the  small  community.  In  fact,  it  appears  necessary,  if  some  of  our  small 
rns  are  to  haye  local  banking  facilities,  to  permit  branch  banking  in  some 
m.  The  solution  ordinarily  proposed  for  our  overbanked  condition  is  con- 
idation.  Many  real  gains  have  been  achieyed  by  consolidation,  but  the  limits 
consolidation  are  fairly  soon  reached.  Numerous  small  towns  are  already 
im  to  a  single  bank.  For  instance,  a  check  of  the  banks  in  operation  in 
ishington  at  the  end  of  1928  showed  162  out  of  a  total  of  847  state  and 
Uonal  banks  operating  in  towns  where  there  was  no  other  bank.  Many  of 
ise  were  substantial  and  prosperous  banks,  but  a  large  number  were  too 
■U  to  operate  successfully  on  the  banking  business  alone. 
Sixty-six  of  the  162  banks  in  question  had  total  resources  of  less  than 
)0/X>0 ;  9  were  below  $100,000  in  total  resources.  Only  27  of  the  162  banks 
ring  the  local  field  to  themselves  were  in  the  half-million  dollar  class  or 
nre.  What  can  be  done  with  the  one-bank  town  where  the  bank  is  too  small 
provide  safe  and  profitable  banking  service  to  the  community?  Two  solu- 
118  appear  to  be  possible:  interconmmnity  consolidation,  or  branch  bank- 

rhe  state  banking  department  in  Washington  has  adopted  a  general  policy 
fewer  and  stronger  banks.  (The  majority  of  small  banks  were  state  char- 
ed.) Working  constructively  upon  this  policy,  the  department  has  been 
e  to  complete  only  three  intercommunity  mergers.  It  would  not  be  a  serious 
■dship  in  many  more  cases  to  merge  banks  so  that  they  would  be  limited 
7ade  areas  of  sufficient  sixe  to  support  a  bank  adequately, 
[t  is  inevitable,  however,  that  the  agricultural  sections  of  the  United  States 
I  Canada  will  have  a  larger  number  of  banking  offices.  Despite  the  widening 
the  trade  area  by  improved  roads  and  the  use  of  the  automobile,  the  small 
m  is  still  the  center  of  business  and  social  life  to  a  large  proportion  of  our 
al  population.  Canada,  today,  has  almost  double  the  number  of  banking 
:;es  per  capita  that  we  have  in  the  United  States.  A  branch  bank  can  be 
intained  far  more  economically  than  an  independent  bank.  This  points  to 
inches  as  a  method  of  providing  banking  services  to  small  towns.  Some 
tes,  e.g.,  Iowa,  have  already  authorized  branch  "banklets" — branches  only 
x>wns  where  no  independent  bank  is  in  operation. 

^hile  recognizing  the  extension  of  branch  banking  as  inevitable  and  de- 
ible,  an  analysis  of  the  recent  past  suggests  that  we  must  proceed  with 
ition.  Branch  and  group  systems  have  been  thrown  together  too  rapidly. 
Items  have  been  extended  faster  than  the  units  could  be  integrated.  Life- 
g  unit  bankers  have  been  tempted  by  high  prices  for  their  banks  and  higher 
■ries  than  they  have  dared  to  pay  themselves  to  become  part  of  a  group 
But  they  cannot  adjust  overnight  to  the  new  order  of 
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The  normal  procedure  in  building  branch  systems  in  California  has  beei 
through  purchase  of  existing  banks.  Group  systems  have  been  formed  in  the 
same  manner.  Often  the  price  paid  was  exorbitant.  Speculation  in  all  bank 
stocks  was  a  characteristic  of  the  "new  era"  days  that  ended  in  the  dosag 
weeks  of  1929.  Branch  and  group  systems  were  especiaUy  subject  to  specs* 
lative  interest.  The  burden  of  the  excessive  purchase  price  of  banks  was  pa^ 
tially  passed  on  to  the  public. 

Today  we  may  find  branch  systems  loaded  with  heavy  overhead^  controDei 
by  absentee  owners^  unable  to  unify  and  co-ordinate  the  management  ul 
operations.  The  making  over  of  a  system  of  unit  banking  into  branch  banldq 
will  bring  in  its  train  grave  problems.  It  will  require  decades^  not  yean, 
accomplish  it  successfully. 

Sooner  or  later  Congress  must  decide  a  national  policy  regarding  brndi 
and  group  banking.  The  information  obtained  at  the  1980  and  1981  heariiif 
of  the  House  and  Senate  Committees  will  soon  be  supplemented  by  the 
ings  of  the  Federal  Reserve  Board's  Committee  on  Branchy  Group,  and  CI 
Banking.  With  this  and  other  available  information  a  sound  policy  shonld 
formulated.  In  the  formulation  of  this  policy  bankers  must  assist,  bat 
dictate.  Senator  Glass  has  said  that  all  of  the  opposition  to  branch 
has  come  from  bankers  and  bankers'  organizations. 

Some  of  that  opposition  is  gone.  One  of  the  most  militant  antibranch  badh 
hig  organizations  was  the  Chicago  and  Cook  County  Bankers*  Assodatioi 
composed  principally  of  outlying  banks.  Wholesale  failures  have  depktai 
its  ranks ;  its  secretary,  who  led  the  fight  for  the  Hull  amendments  to  Ik 
McFadden  Act  which  delayed  passage  of  that  bill,  has  found  employmeik 
elsewhere.  The  California  League  of  Independent  Bankers  has  dissolved.  Lev 
partisanship  has  been  the  rule  in  bankers'  associations  recently. 

Perhaps  the  first  branch  banking  question  to  settle  is  the  area  over  whiob 
a  bank  may  extend  its  branches.  City  branches  should  be  allowed  nniversaQf 
without  regard  to  state  law.  The  dream  of  nation-wide  branch  banking  is  oroi 
Probably  the  first  step  should  be  to  limit  branches  to  state  lines  or  contigaM 
territory.  Trade  area  branches  may  be  feasible  if  the  trade  area  is  narrovlf 
defined  at  first.  In  any  event,  branch  expansion  should  be  subject  to  lestxie^ 
tion  and  control. 

Group  banking  should  be  brought  strictly  under  the  supervision  of  te 
comptroller  where  any  member  of  the  group  is  a  national  bank.  Soundly  mis-, 
aged  groups  add  strength.  The  evils  of  unsound  management  have  beO 
demonstrated  in  such  groups  as  the  Bankers'  Holding  Corporation  of  Seattk^ 
or  the  Caldwell  group  of  Nashville.  These  experiences  demonstrated  tbiit 
group  membership  may  be  a  disastrous  liability  to  a  successfol  local  btsk 
drawn  into  weak  or  speculative  company  through  group  affiliation. 

Finally,  I  would  agree  heartily  with  the  previous  speakers  who  have  stresiel 
management  as  a  solution  of  bank  failures.  Thousands  of  unit  banks  have  sat 
cessfuUy  weathered  the  storm  and  stress  of  1980  and  1981,  years  whose  whole- 
sale failures  have  brought  condemnation  upon  our  present  system.  At  the  sam 
time,  poorly-administered  branch  and  group  systems  have  gone  down  wiik 
disastrous  results.  A  changed  banking  structure  alone,  therefore^  would  not 
be  a  guarantee  of  stability. 


SESSION  ON  THE  CHANGING  CHARACTER  OF  THE 
TRANSPORTATION  SYSTEM 

TRANSPORTATION  BY  RAIL  AND  OTHERWISE 

By  J.  B.  Eastman 
Interstate  Commerce  Commission 

This  is  a  personal  statement  and  in  no  way  an  official  pronouncement 
behalf  of  the  Commission  of  which  I  am  a  member.  The  present  rail- 
id  situation  furnishes  wide  opportunity  for  discussion.  In  the  limited 
le  available  I  shall  confine  my  comments  to  a  single  phase. 
The  economic  depression  has  brought  grief  to  the  railroad  industry, 
it  has  to  most  other  industries.  Severe  shrinkage  in  traffic  has  produced 
&  shrinkage  in  earnings,  to  the  distress  of  investors.  This  distress  has 
31  augmented  by  fear  that  much  of  the  decline  in  traffic  is  due,  not  to 
^  depression  alone,  but  to  new  and  growing  competition  with  other 
ms  of  transportation,  and  hence  may  be  permanent.  We  hear  it  said 
kt  the  railroad  industry  has  changed  from  a  monopolistic  to  a  com- 
dtive  industry.  It  is  even  suggested  that  because  of  this  change  it  may 
wdll  to  relieve  the  railroads  in  large  measure  from  what  is  said  to  be 
t  heavy  burden  of  public  regulation. 

Before  discussing  the  present  competition,  let  me,  in  the  interests  of 
torical  accuracy,  point  out  that  competition  has  always  been  a  most 
portant  factor  in  the  railroad  industry  of  this  country,  to  such  an  ex- 
it that  railroads  have  often  been  its  victims.  A  recent  examination  into 
i  matter  leads  me  to  say  without  hesitation  that  from  the  time  when 
blic  regulation  of  railroads  began,  it  was  directed  quite  as  much  against 
Is  resulting  from  competition  as  against  evils  resulting  from  monopoly. 
the  early  decades  of  our  railroad  history  a  strictly  laissez  f  aire  policy 
s  followed.  Competition  was  the  sole  regulating  force  relied  upon. 
Oroad  construction  and  the  competition  of  railroads  with  each  other 
re  encouraged  to  the  limit,  often  by  liberal  federal,  state,  or  municipal 
mts  in  aid  of  construction.  Competition  with  water  carriers  also 
sted.  State  attempts  at  regulation  began  in  the  sixties,  and  the  Inter- 
te  Commerce  Commission  was  established  in  1887 ;  but  there  was  no 
ictive  regulation  of  interstate  rates  until  early  in  this  century. 
Fhe  laissez  faire  policy  had  two  marked  results.  One  was  the  financial 
n  of  many  railroads.  The  other  was  the  creation  of  widespread  and 
st  flagrant  discriminations  in  railroad  rates  and  charges.  It  may  be 
Lt  holders  of  railroad  securities  long  for  the  "good  old  days'*  when 
[roads  were  free  from  the  curse  of  public  regulation.  If  so,  they  have 
:  read  their  railroad  history.  As  a  result  of  the  policy  of  free  con- 
uction,  open  competition,  and  non-regulation,  a  host  of  railroads  went 
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bankrupt  following  the  panic  of  1878.  In  1891  the  Englith  writer,  At 
worth,  gave  this  example  of  the  results  of  unrestrained  American  tA 
way  competition : 

Between  Chicago  and  Cairo^  a  distance  of  865  miles^  there  are  22  rallvf 
companies  whose  lines  cross  that  of  the  Illinois  Central.  Eighteen  out  of  S 
passed  into  the  hands  of  receivers  since  1874. 

In  1888, Charles  Francis  Adams  wrote: 

That  the  general  railroad  situation  of  the  country  is  at  present  ODiiiit- 
factory  is  apparent.  Stockholders  are  complaining;  directors  are  bewildeieli 
bankers  are  frightened. 

In  1898,  Schoonmaker,  a  former  member  of  the  Commissiont  said: 

Volumes  have  been  written  upon  the  evils  of  competition ;  millions  of  ik 
lars  have  been  spent  upon  compacts  between  railroads  in  futile  attempti  k 
regulate  competition;  and  millions  more  have  been  sacrificed  eyery  yeirMi 
the  strifes  of  ruinous  competition.  But  the  evil  will  go  on  until  the  poiOl 
that  works  the  mischief  is  brought  into  subjection. 

In  1897,  a  writer  in  the  New  York  Sun  described  the  "Plight  of  fti 
Railroads"  as  follows : 

Loss  of  earnings^  reduction  of  rates  below  the  paying  pointy  actual  loM  fli 
passenger  traffic^  deterioration  of  roadbed^  reduction  in  the  number  of 
ployees^  others  working  half  time,  receiverships,  foreclosure  sales,  practieiQf 
half  of  this  enormous  investment  bringing  no  returns,  and  the  blight  of  ii* 
solvency  settling  down  upon  our  entire  system. 

Groing  into  more  detail  he  said : 

The  latest  report  shows  that  70  per  cent,  or  over  two-thirds  (an  agp*" 
gate  of  nearly  $8,500,000,000),  of  all  the  outstanding  stock  of  these 
porations  paid  nothing  in  1895.  The  same  is  true  of  17  per  cent  of  the 
A  careful  study  of  these  railway  budgets  would  bring  out  the  appalling 
that  probably  half  of  these  investments  are  non-productive — certainly  M 
thousand  millions  of  them.  The  gloomy  list  of  non-dividend-paying  stocks  i0 
of  late  years  been  gaining  from  about  60  per  cent  ten  years  ago  to  upward* 
70  per  cent  now. 

The  effect  of  unregulated  competition  upon  the  railroad  users  !•» 
thus  summarized  by  Charles  Francis  Adams,  who  had  had  ezperitfflt 
both  as  a  railroad  commissioner  of  Massachusetts  and  as  president  <i 
the  Union  Pacific  Railroad : 

There  were  certain  localities  in  the  country  known  as  railroad  oentiell 
and  these  railroad  centres  were  stimulated  into  an  undue  growth  frontt* 
fact  that  competition  was  limited  to  them.  The  principles  of  free  trade  didlrf 
have  full  play ;  they  were  confined  to  favored  localities.  Hence  resulted  t^ 
things:  in  the  first  place  the  community  suffered;  then  the  railroads.  Ihto 
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le  hard  stress  of  local  and  throngli  coinpetition  the  most  glaring  inequali- 
es  were  developed.  The  work  of  the  railroad  centres  was  done  at  a  nominal 
rofit^  while  the  corporations  recompensed  themselves  by  extorting  from  other 
oints  where  competition  did  not  have  to  be  met,  the  highest  profit  which 
nsiness  could  be  made  to  pay.  It  thus  gradually  became  apparent,  although 
len  were  very  slow  to  take  in  the  fact,  that  inmiense  and  invaluable  as  were 
be  results  in  many  respects  secured  through  unlimited  railroad  competition, 
et  so  far  as  the  essential  matter  of  securing  to  all  reasonable  and  equal  rates 
f  payment  for  similar  services  performed  was  involved^  it  did  not  produce  the 
ffect  confidently  expected  of  it.  On  the  contrary,  it  led  directly  to  systematic 
jscriminations  and  wild  fluctuations,  and  the  more  active  the  competition  was, 
be  more  oppressive  the  discriminations  became  and  the  less  possible  was  it 
0  estimate  the  fluctuations. 

In  the  eyes  of  those  managing  them  the  railroads  were  mere  private  money- 
laking  enterprises.  They  acted  accordingly.  If  they  were  forced  to  compete, 
hey  competed  savagely  and  without  regard  to  consequences; — where  they 
rere  free  from  competition,  they  exacted  the  uttermost  farthing.  There  natur- 
lUy  ensued  a  system  of  sudden  fluctuations  and  inequitable  local  discrimina- 
ions  which  has  scarcely  ever  been  equalled  and  which  was  well-nigh  intoler- 
ible. 

Besides  all  this,  however,  competition  led  to  favoritism  of  the  grossest 
haracter — ^men  or  business  firms  whose  shipments  by  rail  were  large  could 
xnnmand  their  own  terms,  as  compared  with  those  whose  shipments  were 
imall.  The  most  irritating  as  well  as  wrongful  inequalities  were  thus  made 
xnnmon  all  over  the  land. 

The  widespread  practice  of  rebating  which  existed  until  1906  and  its 
>aneful  effects  are  too  well  known  to  require  comment.  The  books  and 
liscussions  of  the  eighties  and  nineties  are  full  of  the  evil  consequences  of 
mregulated  competition  both  to  the  public  and  to  the  railroads,  and  they 
iilate  upon  the  difficulty  if  not  impossibility  of  avoiding  such  con- 
sequences without  the  intervention  of  public  authority. 

I  have  indulged  in  this  reference  to  history  for  two  reasons :  first,  to 
iKow  that  there  is  nothing  new  about  competition  in  the  transportation 
ndustry ;  and,  second,  to  indicate  its  dangers  unless  brought  under  effec- 
ive  public  control.  Two  other  facts  demonstrated  by  railroad  experience 
hould  be  mentioned.  One  is  that  competition  is  likely  to  be  especially 
evere  and  destructive  in  a  time  of  economic  depression,  and  the  other  is 
hat  the  most  dangerous  and  unprincipled  competitors  are  usually  those 
rhich  are  in  the  worst  financial  condition. 

The  present  competition  in  the  transportation  industry  differs  from 
hat  of  the  past  in  at  least  one  important  respect.  Heretofore  competition 
as  chiefly  been  among  the  railroads  themselves,  with  the  exception  of 
ome  competition  from  water  carriers.  There  has  now  been  added  the 
irect  competition  of  highway  motor  vehicles,  pipe  lines,  and  airplanes, 
nd  the  indirect  competition  of  electric  central  power  stations  and  trans- 


260  American  Ecanamie  AaociatUm 

mission  lines.  A  further  new  feature  is  that  to  a  very  important  extend 
in  the  case  of  motor  vehicles,  this  competition  is  not  offered  by  comoM 
carriers  but  by  vehicles  owned  or  hired  by  the  users.  The  privatdy-ownei 
automobile  has  had  a  more  serious  effect  than  the  common-carrier  bu 
upon  railroad  passenger  traffic,  and  trucks  owned  or  hired  by  shippen 
have  likewise  had  a  more  serious  effect  than  common-carrier  truck  lina 
upon  railroad  freight  traffic. 

Railroad  passenger  traffic  has  suffered  very  severely  from  the  oei 
competition.  In  an  exhibit  recently  filed  in  a  case  now  pending.  Professor 
Cunningham  of  Harvard  University  estimates  that  in  the  five  years,  1921- 
25,  the  freight  traffic  of  railroads  in  the  Eastern  District  earned  4.9N  ^ 
per  cent  on  the  Commission's  tentative  valuation  and  their  passenpr 
traffic  2.690  per  cent.  In  the  five  years,  1926-80,  the  correspondiqg 
earnings  were  6.678  per  cent  for  freight  and  0.778  per  cent  for  passenger. 
In  the  Southern  District  the  earnings  in  the  first  period  were  6.167  ps 
cent  for  freight  and  1.828  per  cent  for  passenger,  whereas  in  the  secod 
period  they  were  7.088  per  cent  and  a  deficit  of  2.787  per  cent,  respec- 
tively. Any  one  interested  in  specific  illustrations  of  the  inroads  made  bf 
the  new  forms  of  competition  on  railroad  freight  service  will  find  modi 
data  in  the  last  annual  report  of  the  Commission  at  pages  98-107,  it- 
dusive. 

It  is  plain  that  the  new  competition  is  and  will  continue  to  be  a  factcr 
in  railroad  operations  which  must  be  reckoned  with.  However,  the  ^'pligkk 
of  the  railroads"  is  by  no  means  a  new  topic  of  discussion.  In  their  long 
history  there  have  been  many  plights  from  which  the  railroads  have  safdj 
emerged.  There  are  many  measures  that  can  be  taken  to  meet  the  iMV 
conditions  and  protect  railroad  earnings.  On  the  one  hand  there  BXtA 
changes  in  railroad  policies  and  methods,  and  on  the  other,  l^pslatioB. 
Both  are  important,  but  the  changes  in  policies  and  methods  are  probsUj 
the  more  important.  As  a  preliminary  to  the  discussion  which  follows,  it 
is  no  doubt  unnecessary  to  say  that  I  am  not  an  expert  in  railroad  operr 
tion.  None  of  the  suggestions  which  I  shall  offer  is  original  with  me.  Th^ 
are  largely  gleanings  from  the  thought  of  others. 

I  have  referred  to  the  competition  of  railroads  with  each  other  whki 
for  many  decades  was  so  savage  and  disastrous.  The  strengthening  of 
the  federal  regulatory  statutes,  which  began  in  1906,  continued  in  191lli 
and  culminated  in  1920,  greatly  improved  this  situation.  Direct  rebatei 
have  been  abolished,  and  while  rate  wars  have  threatened  from  time  to 
time,  they  have  practically  been  eliminated.  Keen  competition  between 
railroads,  however,  still  exists,  and  it  exercises  an  adverse  effect  on  sf- 
gregate  earnings  through  both  service  and  rates.  It  increases  cost  of 
service  in  many  wa3'8 — through  unnecessary  duplications,  drcuitoai 
routing,  expensive  solicitation  and  advertising,  wasteful  terminal  opersr 
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ns,  unr^nunerative  storage  of  freight,  undue  liberality  in  yarious  al- 
ranoes  to  shippers,  laxity  in  enforcement  of  demurrage  rul6B,  and  the 
e.  In  the  case  of  rates,  the  ability  of  large  shippers  located  at  traffic 
iters  to  shift  traffic  from  one  rival  route  to  another,  popularly  known 
the  ^traffic  club,"  leads  at  times  to  unwarranted  reductions  but  more 
ben  to  a  timidity  in  initiating  increases  which  are  capable  of  justifica- 
in.  Of  late  the  competition  which  produces  such  results,  in  both  service 
d  rates,  has  shown  a  tendency  to  become  more  intense  rather  than 
e  reverse. 

The  thought  suggests  itself  that  the  rapidly  growing  competition  from 
tside  sources  furnishes  a  compelling  reason  which  has  not  hitherto 
iated  for  some  abatement  of  competition  within  the  railroad  industry; 
at  is  to  say,  for  a  greater  degree  of  co-operation  on  the  part  of  railroad 
inagements  which  will  reduce  competitive  wastes  in  service,  and  thus 
irer  costs  materially,  and  also  reduce  timidity  in  dealing  with  various 
tea.  In  the  past  such  co-operation  mi|^t  have  led  the  public  to  fear 
at  it  would  mean  loss  of  enterprise  and  pave  the  way  to  extortion.  But 
m  the  existence  of  aggressive  competition  from  other  forms  of  trans- 
irtation  would  seem  to  furnish  a  safeguard  against  such  results.  It  is, 
other  words,  a  peculiarly  appropriate  time  for  the  railroads  to  abate 
ril  strife  and  unite  in  common  defense  against  the  enemy  at  the  gate. 
This  will  involve  a  change  of  policy  on  the  part  of  executives  running 
unter  to  railroad  traditions  which  are  bred  in  the  bone,  but  the  cir- 
imstances  now  existing  recall  Benjamin  Franklin's  observation  to  the 
;ners  of  the  Declaration  of  Independence  that  if  they  did  not  hang  to- 
iher  they  would  all  hang  separately.  In  view  of  the  present  provisions 
the  Interstate  Commerce  Act,  particularly  with  respect  to  pooling,  it 
sy  be  doubted  whether  the  law  furnishes  any  obstacle  to  such  co-opera- 
on ;  but  if  need  be,  the  law  can  be  revised. 

The  necessity  for  the  co-operation  which  I  have  in  mind  exists  par- 
cularly  as  to  passenger  traffic.  Certainly  that  service  must  have  drastic 
eatment.  It  is  impossible  to  blame  its  financial  weakness  upon  public 
gulation.  Not  a  soul  suggests  that  any  relief  can  be  obtained  from  an 
crease  in  fares,  with  the  possible  exception  of  commutation  fares.  Yet 
le  earnings  are  such  that  it  burdens  all  other  forms  of  service.  Clearly 
le  pooling  of  traffic  and  the  joint  use  of  facilities  in  every  feasible  and 
asonable  way,  with  a  view  to  the  elimination  of  all  unnecessary  duplica- 
3n  in  service  and  expense,  is  one  remedy  which  is  indicated.  And  al- 
ough  the  need  may  not  be  so  great  in  the  case  of  freight  service,  the 
buation  as  to  less-than-carload  traffic  is  very  like  the  passenger  situa- 
3n,  and  there  are  many  opportunities  for  savings  which  apply  to  all 
eight  traffic.  Co-operation  can  no  doubt  be  extended  with  advantage 
so  to  research  and  experimentation  with  new  kinds  of  equipment  and 
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accounts,  bat  I  question  whether  they  wish  it  eliminated.  So  far  as 
is  concerned,  there  is  practically  no  federal  jurisdiction  over 
service,  except  to  permit  pooling,  and  such  control  as  is  provided  ofcr 
freight  service  is  exercised  in  entire  harmony  with  the  Car  Service  Sectioi 
of  the  American  Railway  Association.  Federal  regulation  of  rates  hii 
done  away  with  rebates,  prevented  destructive  rate  wars,  eliminated  prrf* 
erential  state-made  rates,  and  permitted  a  general  level  more  than  V 
per  cent  higher  than  the  pre-war  basis,  in  sharp  contrast  with  prevailiig 
price  levels  on  most  commodities.  At  the  same  time  the  railroads  hsu 
been  permitted  a  very  large  measure  of  freedom  in  reducing  rates  to 
meet  new  competitive  conditions.  They  do  not  like  federal  rate  regulatka 
in  all  respects,  but  if  they  will  refresh  their  recollection  of  the  condituHi 
which  prevailed  when  no  such  regulation  existed,  I  doubt  whether  thejtf 
even  their  security  holders  would  wish  it  eliminated  or  even  greatly  clI^ 
tailed.  Recapture  of  excess  earnings  is  a  thorn  in  the  flesh,  although  tfasR 
has  been  little  actual  recapture  so  far;  but  the  Commission  is  recooh 
mending  the  repeal  of  this  feature  of  the  law. 

Turning  to  the  new  forms  of  transportation,  it  is  contended  by  rtS- 
road  protagonists  that  trucks  and  busses,  water  carriers,  and  airpIaBS 
are,  in  effect,  subsidized  by  the  federal  and  state  governments.  This  eot- 
tention  is  as  vigorously  disputed  by  the  friends  of  these  other  carrieni 
My  hope  is  that  this  question  will  be  set  at  rest  by  a  thorough  and  im- 
partial investigation  under  authority  of  Congress.  If  direct  or  virtml 
public  subsidies  place  competition  on  an  unfair  basis,  the  situation  shonU 
be  corrected.  But  first  we  must  have  accurate  knowledge  of  the  facti. 

There  is  a  form  of  public  regulation  which  is  very  important  and  whidi 
has  to  do  with  safety  and  convenience  in  the  use  of  the  highways,  and  ft 
concerns  itself  with  the  size  of  vdiicles,  their  weight  under  lading,  in- 
demnity bonds,  drivers'  licenses,  and  other  similar  matters.  The  states 
have  been  active  in  such  regulation,  and  their  requirements  affect  both 
intrastate  and  interstate  operations.  They  differ  very  widely.  Obvioualj 
a  greater  degree  of  uniformity  is  desirable,  and  it  may  be  that  this  is  a 
field  which  should  be  occupied  in  whole  or  in  part  by  federal  authoritj. 
Certainly  this  possibility  should  be  thoroughly  explored. 

The  states  have  likewise  been  active  in  the  regulation  of  bus,  and  to  some 
extent  truck,  rates  and  service,  and  in  requiring  certificates  of  puUic 
convenience  and  necessity  as  a  prerequisite  to  operation,  with  a  view  to 
avoiding  unnecessary  duplication  of  service  and  destructive  competition. 
So  far  as  interstate  operations  are  concerned,  this  field  is  whoUy  uno^ 
cupied.  My  own  bdief  is  that  a  beginning  should  be  made  in  interstate 
regulation  as  soon  as  possible.  It  should,  no  doubt,  be  a  modest  start 
When  once  there  has  been  actual  experience  with  such  regulation,  the 
need  for  extending  and  expanding  it  can  be  better  determined.  In  the 
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zsMe  of  truck  operation,  the  fact  that  so  much  of  it  is  not  conducted  on  a 
conunon-carrier  basis  presents  unusual  difficulties.  A  similar  difficulty 
exists  in  the  case  of  the  port-to-port  rates  of  water  carriers,  which  are 
now  largely  unregulated,  this  difficulty  being  due  to  the  operation  of 
tramp  steamships  and  other  contract  carriers.  However,  it  seems  not 
unlikely  that  the  water  carriers  will  themselves  ask  for  public  regulation 
of  these  rates,  since  they  are  suffering,  just  as  the  railroads  did  in  the 
past,  from  rate  wars  and  destructive  competition. 

Some  change  in  the  laws  to  permit  freer  use  by  railroads  of  motor 
trucks  and  busses  as  auxiliaries,  and  also  to  bring  such  operations  within 
the  scope  of  public  regulation,  may  be  desirable.  This  subject  is  now 
under  consideration  by  the  Commission  in  a  special  investigation,  and  I 
•hall  await  the  outcome  of  that  inquiry  before  expressing  definite  views. 

Summing  up  the  situation,  the  new  competition  by  which  the  railroads 
are  confronted  does  very  naturally  create  apprehension  with  respect  to 
future  railroad  earnings.  However,  this  competition  affects  only  a  lesser 
part  of  railroad  traffic.  Moreover,  if  the  apprehension  leads,  as  it  now 
seems  that  it  will,  to  a  stimulation,  first,  of  co-operation  of  railroads  with 
each  other;  second,  to  a  like  stimulation  of  initiative  and  enterprise  in  re- 
adjusting service  and  rates  to  meet  the  new  conditions;  and,  finally,  to  a 
thorough  consideration  of  the  need  for  extension  or  modification  of  the 
system  of  public  regulation,  my  own  belief  is  that  the  railroads  will  be 
able  to  work  out  their  salvation  and  emerge  from  this  plight  as  they  have 
from  others  in  the  past. 


OUR  CHANGING  TRANSPORTATION  SYSTEM 

By  Stuart  Daoobtt 
Ufdversity  of  Calif omia 

Most  students  who  consider  our  changing  transportation  systems  ill 
impressed  with  the  competitive  aspects  of  modem  transport  which  Mr. 
Eastman  has  so  clearly  set  forth.  Whatever  modem  facilities  do  or  di 
not  do,  they  certainly  compete  with  one  another.  They  compete  direct^! 
as  when  the  railroads  entering  Chicago  offer  a  suburban  commutatifli 
service  in  competition  with  electric  and  bus  lines  connecting  the  city  $d 
its  suburbs,  or  when  the  railways  and  the  Great  Lakes  carriers  dispute  for 
the  transportation  of  coal.  Or  they  do  it  indirectly,  as  when  pipe  liM 
carrying  fuel  oil  or  natural  gas  seek  to  take  the  place  of  rail  or  wtte 
lines  interested  in  the  carriage  of  coal.  The  competition  is  perfectly  tf 
parent,  although  I  imagine  that  the  fact  of  competition  still  has  a  certdi 
freshness  to  older  men  brought  up  on  Hadley.  **0n  either  side  of  the  At- 
lantic," Hadley  sagely  remarked  in  1885,  ^^most  persons  who  have  reilj 
looked  into  the  subject  have  come  to  regard  railroads  as  a  sort  of  natmtl 
monopoly,  not  regulated  by  the  ordinary  laws  of  trade,  and  needing  tok 
closely  watched  by  public  authority."  I  am  not  sure  that  Hadley  wu 
right  when  he  wrote,  at  least  in  so  far  as  the  ^^natural  monopoly**  ptrt 
of  his  dictum  is  concerned,  or  that  his  statement  has  ever  been  fully  trs 
since ;  but  it  is  not  important  to  discuss  this.  Let  us  agree  that  the  strft- 
ing  characteristic  of  the  present  transportation  situation  is,  that  theR 
is  competition  to  a  degree  which  suggests  the  phflosophy  of  Darwii 
rather  than  that  of  Hadley.  Or  let  us  say  that  the  different  means  d 
transportation  which  we  possess  may  sometime  lie  down  in  peace  t(h 
gether,  but  that  we  are  not  yet  certain  who  will  be  inside. 

I  must  make  distinctions  nevertheless  in  dealing  with  different  fontf 
of  transportation.  We  hear  much,  for  instance,  of  the  development  d 
aircraft,  and  the  growth  of  the  air  industry  has  been  dramatic  enou^ 
The  contrast  between  the  maximum  speed  of  flight  and  the  maxinnfli 
speed  of  vehicles  used  in  ordinary  land  and  water  transport,  the  visibility 
and  audibility  of  the  airplane,  and  above  all,  the  unknown  possibilities  rf 
the  air  machine  impress  the  imagination.  It  is  only  fair  to  say,  howenr, 
that  the  airplane  and  the  airship  are  still  infants,  quite  incapable  of 
carrjdng  any  important  part  of  the  burden  of  modem  traffic.  Until  they 
cease  to  report  the  volume  of  their  freight  in  pounds,  and  their  passenger* 
in  thousands,  they  can  be  excluded  from  discussions  which  treat  of  huB- 
dreds  of  millions  of  passengers  and  tons  of  freight. 

It  is  also  true  that  the  amount  of  movement  on  inland  waterways  ii 
except  for  the  Great  Lakes,  relatively  small.  The  two  developments  oi 
inland  waterway  transportation  which  have  received  most  attention  dar 
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ng  recent  years  are  tliose  of  the  Mississippi  River  and  of  the  Panama 
i^anal,  if  the  latter  can  fairly  be  called  ^inland.^  The  Panama  Canal  stood 
m  the  government  books  in  1980  at  $686,000,000;  and  Mr.  Woodlock 
las  estimated  the  government  outlay  upon  the  Mississippi  and  Ohio 
iivers,  excluding  expenditures  not  for  navigation,  to  have  reached  the 
nmi  of  $600,000,000  by  the  end  of  1980.  The  physical  features  of  both 
river  and  canal  are  impressive.  Yet  neither  figures  largely  in  the  trans- 
portation work  of  the  United  States.  During  the  calendar  year  1980,  less 
tlian  three  million  tons  of  freight  passed  through  the  Panama  Canal  from 
United  States  Atlantic  and  Gulf  ports  to  points  on  the  west  coast  of  the 
United  States  and  Canada,  and  less  than  seven  million  tons  in  the  reverse 
Krection.  This  is  to  be  compared  with  a  total  of  two  billion  tons  trans- 
lorted  by  Class  I  railroads  during  the  same  year.  The  figures  for  the 
Mississippi  are  even  smaller.  During  1980  the  Inland  Waterways  Cor- 
Mration,  which  is  the  principal,  though  not  the  only,  carrier  upon  this 
ifaream,  reported  a  revenue  of  $6,862,666  and  a  total  tonnage  of 
1,424,477.  The  Northwestern  Pacific  Railroad  in  California,  which  has  an 
iperated  mileage  of  only  684  miles  and  is  a  minor  subsidiary  of  the 
Southern  Pacific,  exceeded  this  total  revenue  in  1929  by  $884,108. 

I  suspect  that  the  importance  attached  to  the  Mississippi  River  de- 
rdopment,  at  least,  is  due  to  the  effect  that  government  success  in  this 
aterprise  may  have  in  determining  future  government  policies,  rather 
khan  to  the  commercial  significance  of  the  project  itself.  There  is,  of 
coarse,  the  plan  for  the  development  of  the  St.  Lawrence.  And  if  this  can 
stand  upon  its  own  feet,  there  are  plans  for  government  ownership,  or  for 
regulation  through  partial  government  ownership  which  go  back  to  the 
report  of  the  Windom  Committee  of  1874,  but  which  have  been  revived  by 
the  report  last  October  of  the  committee  on  public  utilities  of  the  Pro- 
gressive Conference.  The  report  of  this  committee  has  been  assailed  as 
Qnanating  from  socialists  who  desire  to  socialize,  entirely,  American 
business.  This  may  or  may  not  be  true,  and  it  may  or  may  not  be  im- 
portant. It  is  to  be  presumed  in  any  case  that  the  experience  of  the  gov- 
ernment upon  the  Mississippi  will  figure  in  the  debate  when  convinced 
advocates  seek  to  extend  the  business  activities  of  government,  on  the 
llississippi  or  elsewhere.  Meanwhile  the  opponents  of  government  in  busi- 
tiess,  and  the  railroads  in  particular,  rally  to  the  attack. 

After  all,  the  real  meat  in  the  coconut  is  supplied  by  transport  over  the 
public  roads,  not  by  transport  over  the  water  or  through  the  air,  or 
eren  by  pipe  line  transportation.  This  transport  is  of  respectable  an- 
tiquity. There  were  steam  automobiles  in  London,  and  plying  between 
London  and  its  suburbs,  as  early  as  1880.  Some  of  the  most  interesting 
technical  developments  in  the  steam  engine,  as,  for  instance,  those  related 
to  the  multitubular  boiler,  owe  their  perfection  as  much  to  expermetA.^ 
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with  road  engines  as  to  experiments  with  engines  numing  apon  raik 
Motor  transport  also  reminds  us  that  public  regulation,  however  bt 
quently  beneficial,  may  also  be  destructive  in  its  effect.  According  to  eti^ 
English  law,  motor  vehicles  upon  the  public  roads  were  limited  to  a  sped 
of  four  miles  an  hour ;  they  were  required  to  stop  when  a  pedestrian  sif 
naled  with  his  hand ;  they  might  not  blow  off  steam ;  they  must  be  maniMl 
by  three  men,  and  of  these  one  must  precede  the  vehicle  carrying  a  id 
flag.  Such  regulations  stifled  motor  transport  in  England  for  many  yetiii 
and  stand  as  an  example  of  the  possibilities  of  unwise  control  up  to  tk 
present  time.  Mr.  Eastman  has  not  indicated  the  volume  of  transport  not 
accomplished  by  motor  vehicle  and  I  am  at  a  loss  to  calculate  it  for  tk 
reason  that  most  motor  vehicle  owners  make  no  report  of  freight  or  pat' 
sengers  carried,  and  our  knowledge  of  the  habits  of  automobiles  $d 
trucks  comes  from  traffic  counts  taken  by  local  bodies  or  from  sorfeji 
conducted  by  the  United  States  Bureau  of  Public  Roads.  The  automoU 
industry  itself  estimates,  however,  that  the  total  number  *of  ^assengcn 
carried  by  common  carrier  and  sightseeing  busses  in  1980  waa  1,778  mi 
lions,  and  the  total  passenger  miles  were  11,180  millions.  The  coTTespoti 
ing  figures  for  the  Class  I  railways  of  the  United  States  were  704  m31ia« 
and  27  billions.  These  statistics  relate  only  to  48,250  busses  and  taketf 
account  of  the  private  automobile.  With  respect  to  freight,  Commii' 
sioner  Brainerd  has  estimated  the  capacity  of  the  roads  of  the  coonti} 
at  100  billion  tons.  The  actual  movement  is,  of  course,  only  a  fractioi 
of  this  amount,  but  it  is  considerable,  and  my  attention  has  been  canght 
by  one  single  set  of  figures  which  I  will  give  you.  According  to  tk 
records  of  the  National  Live  Stock  Marketing  Association,  one-fifth  d 
the  livestock  entering  Kansas  City  in  1980  came  in  by  truck,  one-qaaritf 
of  that  entering  Omaha,  one-half  of  that  entering  Cincinnati,  and  two* 
thirds  of  that  reaching  Indianapolis.  In  these  and  in  all  other  reported 
cases,  the  percentage  entering  by  truck  in  1980  exceeded  the  pereentigt 
of  the  year  before.  I  may  add  to  these  facts  recent  testimony  of  At 
rate  expert  of  the  Oregon  Public  Service  Commission  to  the  effect  tW 
6%  million  tons  of  freight  are  being  diverted  annually  from  the  OrcgQI 
railroads  to  motor  trucks,  and  the  estimate  of  railroad  men  in  Califontt* 
that  the  tonnage  lost  by  California  railroads  to  truck  operators  for  tk 
year  1929  would  have  paid  the  railroads  over  46  million  dollars. 

The  rapidity  with  which  the  traffic  of  the  motor  vehicle  has  progressed 
clearly  caught  the  railroads  unawares,  and  revealed,  it  seems  to  me,  some 
weaknesses  in  their  organization.  For  one  thing,  the  increasing  percentage 
of  funded  debt  to  capital  since  the  introduction  of  federal  control  htf 
proved,  I  think,  to  be  a  mistake.  In  1890,  three  years  after  the  passage  ol 
the  Interstate  Commerce  Act,  the  rate  was  48.47  per  cent.  In  1900  it  wti 
stiU  only  49.18.  But  between  1900  and  1910,  coincident  alike  with  tb 
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•dvance  in  the  stock  market  from  1908  to  1907  and  with  the  passage  of 
I     the  Hepburn  Act  of  1906,  the  ratio  of  railroad  debt  to  capital  rose  to 
Y  a  new  level  at  which,  in  general,  it  has  remained.  The  percentage  of  debt 
4  to  capital  was  64.9  in  1910.  It  was  67.1  per  cent  in  1924,  and  in  1929, 
after  some  decline,  it  was  still  66.9  per  cent,  or  12  per  cent  over  the 
4gare  of  1900.  The  necessity  of  paying  interest  upon  the  greater  part  of 
this  funded  indebtedness,  and  the  periodical  refunding  operations  which 
railroads  are  compelled  to  undertake,  present  difficulties  during  a  transi- 
tion period,  to  say  nothing  of  a  period  of  panic  and  depression. 

I  think,  also,  that  the  new  conditions  brought  on  by  the  motor  car  and 
track  have  made  evident  a  certain  rigidity  in  the  operating  as  well  as 
in  the  financial  structure  of  our  railroad  organizations.  Railroad  posi- 
tions are  governed  by  seniority.  Advance  is  slow,  even  for  men  of  ex- 
-f  ccptional  ability,  in  the  categories  in  which  most  workers  are  to  be  found. 
[  Special  training,  or  the  training  of  specially  selected  men,  has  met  with 
obstacles  which  have  caused  the  abandonment  of  promising  beginnings. 
^Hie  result  is  that  a  railroad  career  has  become  less  attractive  to  am- 
bitioas  young  men  during  the  past  generation  than  it  need  have  been,  and 
the  raOroad  has  lost  the  advantage  of  the  services  of  a  considerable  and  a 
capable  group  which  it  might  have  employed.  After  all,  the  railroad  is 
not  alone  in  having  to  meet  periods  of  transition.  Many  industrial  firms 
passed  through  a  period  at  the  close  of  the  World  War  quite  as  difficult 
as  that  which  now  confronts  the  rail  carrier.  One  need  only  refer  to  the 
operience  of  the  munition  manufacturers  and  to  their  success  in  develop- 
ing lacquer,  rayon,  and  the  new  product  of  cellophane  to  make  good  the 
tcifenues  lost  when  the  demand  for  explosives  declined.  In  contrast  to  the 
iexibility  of  industry,  the  railroad  has  been  slow  to  use  new  devices. 
Doubtless  it  has  been  persuaded  at  last,  and  is  entering  the  field  of  motor 
trtnsport  with  energy  and  success,  but  a  more  alert  management  would 
hive  pioneered  where  the  railroad  has  only  followed.  I  do  not  suppose 
that  the  statement  is  susceptible  of  proof,  but  I  associate  the  present 
|fi^t  of  the  railroads  in  part  with  their  failure  to  capture  their  fair 
ikare  of  the  brains  of  the  past  three  or  four  business  generations.  It  is 
tkdy  enough  that  railroad  managements  assented  more  readily  to  senior- 
j   tty  rules  because  they  counted  on  the  protection  inherent  in  a  regime 
of  limited  monopoly ;  but  if  this  is  the  case,  the  motor  vehicle  has  stripped 
tliem  of  their  shield. 

It  is  hard  to  say  how  far  railroad  difficulties  are,  at  present,  the  result 
of  fundamental  change  in  the  character  of  our  transportation  system, 
because  one  of  the  railroad  misfortimes  is  that  the  carriers  have  been 
caught  in  a  business  depression  just  at  the  time  when  they  have  been 
struggling  with  peculiar  problems  of  their  own.  So  far  as  the  railroads  are 
concerned,  the  dividing  point  between  the  period  of  relative  prospexW.^ 
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which  followed  the  return  of  the  carriers  to  private  hands  and  the  present 
crisis  seems  to  be  located  in  the  month  of  October,  1929,  when  the  montUj 
operating  revenues  of  carriers  in  the  United  States  rose  to  the  unprece 
dented  figure  of  609  million  dollars.  From  this  high  point,  railroad  ean- 
ings  and  business  declined  with  dramatic  suddenness.  Operating  rcvenaci 
fell  from  609  millions  in  October,  1929,  to  488  millions  m  October,  1980^ 
a  reduction  of  20  per  cent ;  while  the  earnings  of  457  millions  which  tk 
rail  carriers  earned  in  July,  1980,  had  fallen  to  877  millions  in  Jdjol 
the  following  year.  At  the  same  time  the  Dow- Jones  index  of  the  price  of 
railroad  stocks  fell  from  178.58  on  October  11,  1929,  to  less  than  50  ■ 
October,  1981,  and  the  price  of  railroad  bonds  declined.  I  do  not  knot 
why  the  railroads  should  have  escaped  the  effects  of  the  general  recesiioi 
in  business.  It  deserves  to  be  noticed,  however,  that  while  the  prices  of 
railroad  securities  increased  less  rapidly  than  the  prices  of  industrU 
securities  during  the  period  from  1920  to  1929,  they  fell  pari  pasiuwA 
them  in  the  decline.  According  to  the  New  York  Times  index,  the  average 
price  of  twenty-five  railroad  stocks  was,  in  1920,  45  per  cent  of  ik 
average  price  of  a  like  nimiber  of  industrial  stocks.  In  September,  198l» 
the  quotations  of  the  railroad  stocks  were  84  per  cent  of  the  industriil 
securities,  while  in  August,  1981,  the  percentage  was  81. 

It  is  an  interesting  question  how  far  such  fluctuations  in  railroad  eart- 
ings  as  have  occurred  during  the  past  decade  might  have  been  compoi- 
sated  by  the  accumulation  of  reserves  which  could  have  been  drawn  upoB 
to  pay  dividends  during  lean  years.  The  Interstate  Commerce  Commissifli 
referred  to  this  matter  in  its  denial  of  the  carriers'  request  last  Octohr 
for  a  15  per  cent  advance  in  rates.  According  to  the  figures  cited  in  thed^ 
cision,  the  corporate  surplus  of  carriers  in  the  United  States  incretirf 
from  $8,142,416,871  in  1920  to  $5,529,010,058  in  1929,  or  a  gain  of 
$2,886,598,182.  Such  an  increment  was  between  four  and  five  times  the 
annual  increase  in  receipts  which  the  carriers  expected  from  the  eaua- 
gency  advance  in  rates.  It  was  obvious  that  the  particular  accumulatkit 
was  of  no  service  in  the  crisis,  because  it  was  neither  liquid  nor  ooaU 
securities  be  sold  against  it  at  a  time  when  railroad  credit  was  impairei 
The  Commission  suggested,  therefore,  that  in  the  future  some  portion  of 
railroad  surplus  be  held  in  liquid  form.  The  difficulty  with  such  a  proposal 
is  in  finding  some  form  of  investment  which  will  be  exempt  from  the  in- 
fluences affecting  the  railroads  themselves.  Unless  either  the  railroad  or 
the  bank  with  which  the  reserves  are  left  finds  some  such  outlet,  there  can 
be  no  true  liquidity.  This  is  also  the  problem  which  confronts  the  pro- 
ponents of  corporate  reserves  against  unemployment.  Reserves  can  easily 
be  kept  liquid  by  a  single  company.  They  cease  to  equalize  and  lose  thor 
liquidity  when  all  industry  employs  them,  and  as  they  increase  in  maf- 
nitude  they  tend  to  pass  from  the  first  condition  to  the  second.  It  i 
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ot  be  said  offhand,  perhaps,  that  the  railroads  may  not  improve  their 
redit  by  paying  more  attention  to  the  liquidity  of  their  reserves,  but  it 
\  very  probable  that  the  policy  will  depend  for  its  success  upon  the  chance 
hat  only  a  portion  of  the  business  world  adopts  it. 

The  Interstate  Commerce  Commission  thinks  that  the  rapid  decline  in 
he  prices  of  railroad  securities  was  in  part  the  railroad's  own  fault, 
leing  intensified  by  railroad  attempts  to  make  a  case  for  an  increase  in 
ailroad  rates  and  for  the  extension  of  regulatory  control  to  other  means 
»f  transport.  Most  people  would  take  the  view  that  in  its  later  stages,  at 
east,  the  falling  off  in  the  prices  of  railroad  securities  reflected  the  un- 
ympathetic  attitude  of  the  Interstate  Commerce  Commission,  and  the 
ubstantial  losses  of  tra£5c  to  competing  carriers  during  the  past  few 
rears.  Depression  or  no  depression,  the  rail  carriers  have  seen  their  short- 
laul  coach  business  pass  to  the  motor  vehicle  with  alarming  speed,  while 
hey  are  now  engaged  in  a  battle  to  retain  their  short  distance  freight 
ralBc  in  which  they  are  not  yet  sure  of  being  successful. 

What  may  be  expected  of  government  at  a  time  when  the  character  of 
he  transportation  system  of  a  country  is  changing?  Railroad  men  insist 
hat  the  Interstate  Commerce  Commission  has  only  to  obey  the  simple 
nandate  of  the  law,  and  adjust  rates  so  that  rail  carriers  will,  under 
lonest,  efficient,  and  economical  management  and  reasonable  expenditures 
For  maintenance  of  way,  structures,  and  equipment,  earn  an  aggregate 
Annual  net  railway  operating  income  equal,  as  nearly  as  may  b^,  to  a 
fair  return  upon  the  aggregate  value  of  the  property  of  such  carrier.  Of 
course,  this  has  not  been  done.  The  rate  of  return  has  not,  since  1920, 
equaled  either  the  6.6  per  cent  mentioned  in  the  Transportation  Act,  nor 
the  5.75  per  cent  fixed  by  the  Commission  in  1922,  on  either  an  original 
cost  or  on  a  cost  of  reproduction  valuation,  and  I  think  that  the  Inter- 
state Commerce  Commission  decision  last  October  in  the  16  per  cent  ad- 
vance rate  case  affords  dramatic  illustration  of  the  fact  that  the  Com- 
mission will  not  manipulate  rates  so  as  to  bring  about  the  result  contem- 
plated by  the  statute.  It  is  true  that  the  Commission  alleged  reasons  for 
its  refusal.  It  did  not  believe,  for  instance,  that  the  proposed  increase 
irould  bring  the  expected  revenue.  It  thought  that  the  standard  embodied 
b  the  statute  referred  to  normal  times,  and  did  not  require  the  Commis- 
rions  to  readjust  rates  to  meet  business  fluctuations.  And  it  reasoned  that 
•ates  must  still  be  reasonable  under  the  Act  as  well  as  remunerative  to  the 
carriers,  and  that  where  these  standards  clashed,  the  rule  of  reasonable- 
less  was  to  prevail  over  that  of  remuneration.  Yet  these  explanations  are 
ot  convincing.  And  the  last  mentioned  in  particular  deserves  a  word  of 
pecial  comment.  It  is  said  that  rates  must  be  reasonable  as  well  as  re- 
lunerative.  There  is,  however,  no  test  of  the  reasonableness  of  an  in- 
ividual  railroad  rate,  except  that  of  comparison,  or  of  coTTe%^oii!^^Tk.c^ 
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with  value  of  the  service  rendered,  or  of  attention  to  the  profit  whidi  fte 
rate  may  yield.  And  comparison  fails  when  an  entire  schedule  of  rates  k 
under  consideration,  while  the  reference  to  the  value  of  the  service  prii- 
ciple  contained  in  the  Commission's  decisions  proposes  a  test  of  a  hig^ 
uncertain  character.  To  adjust  individual  rates  according  to  the  vahwof 
the  service  to  the  shipper  ignores  the  fact  that  rates  themselves  determme^ 
as  well  as  are  determined  by,  the  demand  for  transportation.  It  if  i 
practice  necessarily  embarrassed  by  the  circumstance  that  the  value  of 
service  to  different  persons  is  different  and  it  implies  that  the  carrier  k 
a  partner  in  the  variable  profits  of  business  instead  of  a  public  servant 
serving  for  a  relatively  fixed  return.  These  are  familiar  objections  to  fc 
use  of  the  idea  of  value  of  service  as  a  measure  of  the  reasonableness  of 
particular  rates,  and  it  seems  to  me  that  they  are  pertinent  objectioai 
when  it  is  sought  to  use  the  prescription  of  reasonableness  as  a  bar  tB 
the  imposition  of  rates  which  do  not  on  the  whole  yield  to  carriers  moR 
than  a  fair  return.  What  can  be  said  for  the  notion  of  value  of  scrwe 
in  railroad  rate  making  is  that  where  a  total  sum  which  a  community  if  tB 
pay  for  the  carriage  of  its  persons  and  its  goods  has  been  independenily 
determined,  then  this  sum  may  be  distributed  among  consumers  accord- 
ing to  their  demand  for  service ;  and  this  policy  may  even  extend  to 
the  variation  of  the  level  of  rates  in  different  periods  of  time,  so  that  i 
predetermined  volume  of  revenue  may  be  principally  collected  at  tlioM 
moments  when  business  finds  it  most  convenient  to  pay.  I  think  that  sod 
a  policy  is  logically  defensible,  but  I  think  also  that  it  faces  grave  practi- 
cal obstacles  and  that  the  principle  behind  it  is  far  from  being  generaDj 
understood. 

Whatever  our  private  opinions  may  be  with  respect  to  the  theory  of 
rate  making  which  the  Commission  defends,  and  which  is  more  or  kM 
forced  upon  it  by  the  courts,  we  shall  probably  all  agree  that  when  the 
character  of  the  transportation  system  of  a  country  is  changing  it  k 
wrong  to  maintain  a  given  level  of  income  on  the  old  investment  by  vary- 
ing rates,  because  no  one  can  know  how  large  a  proportion  of  the  capital 
invested  in  a  particular  type  of  machine  has  been  made  superfluoui  by 
new  invention.  If  part  of  the  investment  has  been  superseded,  it  shouU 
be  allowed  to  go.  Fortunately,  most  of  the  railroad  plant  of  the  countiy 
would  remain,  were  this  principle  to  be  applied.  The  Commission  said  it 
October: 

Tlie  railroads  now  f  nmlsfa  the  backbone  and  most  of  the  other  vital  bones  of  the 
transportation  system  of  the  country,  and  we  believe  this  will  be  the  sftnatian  for  a 
long  time  to  come.  We  are  not  impressed  with  the  thouj^t  that  they  are  doomed,  la 
an^^ng  like  the  near  future,  to  go  the  way  of  the  stage  coach  and  canaL 

On  the  other  hand,  when  a  country  adds  a  motor  investment  of  U 
billion  dollars  to  a  rail  investment  of  28  billion  dollars,  with  no 


Our  Changing  Tran$portaHon  Sy§tem  268 

•onding  increase  in  traffic,  many  marginal  units  must  be  written  off.  It  is 
dikely,  under  such  circumstances,  that  a  government  will  exert  its  power 
» maintain  earnings  as  though  no  impairment  of  values  had  occurred, 
ur  return  becomes  a  relative  thing,  subject  to  conclusions  with  respect 
\  obsolescence,  and  while  the  present  losses  of  rail  carriers  may  affect 
leir  future  rate  of  return,  the  railroads  must  rely  upon  their  own 
Forts  here  and  now  if  their  solvency  is  to  be  preserved. 

If  we  agree  upon  the  preceding  statement,  we  shall  probably  also  agree 
lat  It  would  be  unfortunate  if  government,  in  addition  to  refusing  posi- 
▼e  help  to  the  rail  carriers  in  a  period  of  transition,  took  or  permitted 
By  action  which  should  favor  either  of  the  contending  parties.  Rail  car- 
ers, of  course,  complain  that  government  does  just  this  in  two  respects : 
1)  in  that  railroads  are  regulated,  and  other  forms  of  carriage  are  less 
igulated;  (2)  in  that  the  public  subsidizes  other  forms  of  transport  and 
Ks  not  subsidize  the  railroad. 

Tliese  are  highly  contentious  propositions,  and  it  is  difficult  to  speak 
Befolly  about  them.  With  respect  to  the  first,  I  take  it  that  the  criticism 
f  the  rail  carriers  does  not  relate  to  the  motor  bus,  for  most  busses  are 
ommon  carriers  subject  to  stringent  state  control,  or  they  are  vehicles 
f  special  types  such  as  sightseeing  busses,  or  put  to  special  uses,  as 
osses  for  the  schools.  We  began  bus  service  in  California  without  regula- 
Hm,  but  this  was  a  period  to  which  no  man  In  his  senses  would  desire  to 
etum.  Nor  does  it  relate  to  the  common  carrier  by  truck.  It  is  true  that 
Dterstate  regulation  is  still  to  be  added  to  the  control  exercised  by  the 
cveral  states,  but  I  doubt  If  the  lack  of  it  seriously  affects  the  carriers  by 
tul.  On  the  other  hand,  I  see,  at  present,  no  way  to  control  the  rates  or 
0  limit  the  competition  offered  by  the  contract  truck  carrier  or  by  the 
ndustrlal  carrier,  and  I  am  confirmed  In  this  view  by  the  fact  that  the 
iceDent  report  of  the  English  Royal  Commission  on  Transport  comes  to 
ie  same  conclusion.  The  only  practical  method  of  equalizing  the  con- 
litions  of  competition  between  rail  and  motor  carriers  of  these  tyipes  ap- 
)ear8  to  be  to  loosen  the  control  applied  to  rail  carriers.  This  may  be 
lone  (a)  by  permitting  the  quoting  of  rates  on  less  than  statutory 
lotice;  (b)  by  liberality  in  granting  exemptions  from  Section  4 ;  and  (c) 
>J  the  free  issue  of  certificates  of  convenience  and  necessity  to  rail  car- 
icrs  who  desire  to  carry  freight  over  the  public  roads.  These  measures 
'ould  probably  not  bring  back  all  lost  traffic  to  the  railroads,  but  we  are 
ot  Interested  in  bringing  this  traffic  back,  but  only  In  equalizing  condl- 
ons  of  competition  between  different  kinds  of  transport.  Nor  should  It 
*  forgotten  that,  when  it  comes  to  competition,  the  railroad  has  advan- 
iges  of  its  own.  Including  the  ability  to  throw  the  burden  of  Its  fixed 
larges  upon  noncompetitive  freight.  It  seems  to  be  conceded,  for  in- 
anee^  fhat  the  rates  for  the  shorter  hauls  which  the  Interstate  Com- 
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merce  Commissioii  has  been  prescribing  in  its  mfleage  rmte  decanont 
ing  the  past  six  years  have  not  been  high  enough  to  oo¥cr  full  ten 
expenses  together  with  a  proper  aUowance  for  the  line  hanL  This  o 
that  the  rail  rates  which  compete  with  the  motor  truck  are  bwer 
they  could  be  if  the  railroad  could  not  call  opon  the  noncompei 
traffic  to  help  foot  the  biQ.  It  may  be  that  the  raihroad  will  be  abkl 
tain  an  adequate  share  of  the  freight  traffic  by  rirtoe  of  these  ssd  i 
practices  if  regulation  is  somewhat  liberalised,  eren  though  in  genei 
is  subject  to  rdatirely  strict  controL 

Let  us  now  turn  to  the  question  of  subsidies.  A  carefully  prepare 
dress  by  an  official  of  the  Southern  Pacific  Company  pointed  oat, 
months  ago,  that  the  state  of  California  had  $61,172,000  of  hi^ 
bonds  outstanding,  on  which  interest  and  redemption  charges  were 
by  the  general  taxpayer.  Speaking  again  of  the  far  west,  the  city  d 
Francisco  operates  a  local  railroad  giving  access  to  its  wateifra 
shippers  who  are  willing  to  pay  its  charges.  But  the  city  also  mtinti 
broad  street  along  the  waterfront  known  as  the  Embarcadero,  i 
trucks  may  use  free.  For  air  transport,  the  federal  government  lighi 
routes  and  establishes  radio  beacons.  It  did,  once,  make  grants  t 
railroads,  but  as  to  these  grants  two  things  may  be  said.  One  is,  tin 
government  obtained  a  quid  pro  quo  for  the  railroad  land  grants 
other  is  that  past  railroad  favors  are  impertinent  to  present  rai 
problems.  What  we  seek  is  a  condition  of  competition  in  which,  toda 
more  efficient  mode  of  transport  shall  prevail  over  the  more  expe 
Gifts  to  railroad  companies  in  the  past  inured  to  the  benefit  of  the  o 
of  railroad  property  at  the  time  the  gifts  were  made.  TTiey  do  not 
in  the  balance  in  deciding  present  policies,  because  present  owner 
their  property  at  present  costs,  and  all  questions  of  altematire  n 
tion  are  decided  as  though  no  gifts  ever  had  been  made. 

To  sum  up  the  carriers'  complaints  with  respect  to  subsidies: 
show  conclusively  that  government  favors  the  competitors  of  the  rai 
in  various  ways,  but  it  is  not  yet  clear  whether  the  rail  carriers'  pri 
complaint,  that  of  unequal  taxation,  can  be  maintained.  On  th 
point  the  carriers'  position  is  that  the  railroads,  in  addition  to  ma 
ing  their  roadbed  and  structures,  pay  in  some  manner,  proportic 
with  all  other  real  estate  and  personal  property,  taxes  on  this  r 
and  these  structures ;  while  no  taxes  are  paid  on  the  roadways  am 
way  structures  used  by  the  motor  vehicle.  The  railroads  mainta 
the  so-called  gasoline  tax  is  not  a  tax,  but  a  convenient  method  of 
ing  a  rental  or  charge  for  the  use  of  public  property.  Motor 
owners  reply  that  motor  vehicles  are  paying  enough  to  maini 
roads,  and  that  in  addition,  if  all  their  various  contributions  ar 
into  account,  they  pay  a  reasonable  sum  for  the  support  of  govei 
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In  the  present  stage  of  our  information,  we  probably  cannot  say  how 

ich  the  motor  vehicles  in  the  United  States  are  paying.  It  may  be 

lible,  ncTertheless,  to  outline  a  method,  and  for  the  purpose  of  illus* 

ition  we  may  use  conTenient  figures,  without  entirely  conceding  or 

ing  the  correctness  of  the  statistics  which  we  employ.  If  we  have 

method,  correct  figures  and  results  will  come  in  time.  Suppose,  there- 

that  we  take  $761,000,000  as  the  annual  cost  of  the  road  system  of 

I  United  States  for  1929  in  which  motor  vehicles  are  interested.  This 

3m  a  figure  supplied  by  the  National  Association  of  Motor  Bus  Operators, 

Ulrliich  includes  one-third  of  the  expenditures  for  local  roads  and  all  of 

M  costs  of  interest,  amortization,  and  maintenance  of  state  roads  for 

1929.  The  registration  and  gasoline  taxes  for  the  year  1929  were 

r9,000,000,  or  an  excess  of  $18,000,000.  To  this  excess  let  us  add 

150,000,000    of   personal    property    and    municipal    taxes,    making 

168,000,000  which  motor  vehicles  contributed  in  1929  for  general  gov- 

nental  purposes.  From  what  sum  of  property  values  was  this  sum 

ived?  According  to  the  reports  of  the  National  AutomobQe  Associa- 

Q,  the  total  value  of  the  production  of  cars  and  trucks  from  1928  to 

^^929  was  $20,000,000,000.  If  assessed  at  60  per  cent,  this  value  would 

ome  $12,000,000,000.  If,  further,  we  depreciate  our  capital  sum  on 

!  assumption  of  an  average  life  of  seven  years  and  an  average  age  of 

^*liree    years    for    a    motor   vehicle,    we    have    a    total    of,    perhaps, 

♦7,000,000,000.  As  against  this,  the  taxes  of  $168,000,000  amount  to 

approximately  $24  in  the  thousand.  This  rough  calculation  does  not  make 

^  evident  that  motor  vehicles  are  paying  too  little  at  the  present  time, 

-^    ^nd  while  the  heavier  trucks  and  busses  may  be  causing  uncompensated 

damage  to  the  public  roads,  we  have  testimony  of  the  chief  of  the  United 

States  Bureau  of  Public  Roads  that  this  is  not,  generally,  the  case.  Mr. 

IkfacDonald's  remarks  may  be  summarized  by  saying  that  any  surfaced 

i*oad  which  he  would  recommend  building  will  support  a  wheel  load  of 

8,000  pounds;  that  only  very  heavy  trucks  exceed  this,  and  that  even 

•uch  trucks  could  be  brought  within  the  limit  of  tolerance  by  forcing 

them  to  multiply  their  wheels. 

A  wise  government,  in  a  time  of  transition,  will  see  (1)  that  the  losses 
due  to  transition  are  minimized;  (2)  that  the  government  itself  inter- 
poses no  obstacle  to  the  choice  of  the  most  effective  machinery,  or  to  the 
partial  or  entire  elimination  of  the  unfit;  and  (8)  that  competition  be- 
tween different  agencies  of  transport  takes  place  upon  the  plane  of 
service  to  the  public.  It  seems  to  me  that  the  transportation  problems 
which  face  the  country  at  the  present  time  can  be  attacked  in  the  light 
of  these  primary  obligations.  Such  standards  are  even  more  important 
for  the  moment  than  rules  for  valuation,  which  plagued  the  courts  during 
the  period  of  rising  prices.  Fifty  years  from  now  the  student  will  regard 
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the  first  half  of  the  twentieth  century  as  a  time  of  abaoriviiig  interest,! 
which  technical  improvements  of  the  first  magnitude  opened  new  pos 
bilities  for  service  to  industry  and  transport,  while  at  the  Mune  time  ttq 
compelled  certain  readjustments.  If  we  can  really  follow  a  line  of  oondd 
which  we  are  all  likely  to  approve  in  principle  without  controven^,  i 
may  be  that  the  losses  during  this  transition  period  will  appear  to  Im 
been  less  than  those  suffered  in  earlier,  similar  periods  when  bosineis  si 
industry  were  expanding  less  rapidly  but  when  different  classes  of  trsH 
portation  agencies  were  less  inclined  to  co-operate  among  themsdves. 


DISCUSSION 

Martin  L.  Fair. — In  respect  to  the  present  serious  plight  of  our  rail- 
da,  Mr.  Eastman  has  pointed  out  that  competition  and  depressions  are 
;  new  to  these  carriers  and  that  this  one  differs  only  in  its  extent.  How- 
r>  I  submit  that  never  before  have  the  railroads  faced  a  set  of  competitive 
iditions  analagous  to  those  which  they  now  face.  Though  the  situation  is 
iiniscent  of  the  early  period  of  railroad  development  which  was  charac- 
ised  by  water  and  highway  competition^  still  we  must  remember  that  at 
t  time  the  railroads  represented  the  threat  to  existing  transportation  and 
ranse  of  their  decided  superiority  over  alternate  facilities  there  was  no 
blic  loss  in  their  complete  substitution  for  existing  agencies.  The  present 
nation,  in  contrast,  finds  the  steam  railroads  the  basic  and  still  the  essen- 
Uy  superior  national  agency  of  transportation,  facing,  however,  a  group  of 
w  competitors,  which  under  present  inequality  in  competitive  conditions, 
.y  deprive  them  of  their  rightful  place. 

There  is  even  greater  contrast  between  the  present  competitive  situation 
d  that  which  prevailed  during  the  long  period  of  complete  railroad  domi- 
Dce.  It  was  then  a  case  of  competition  between  units  of  like  kinds — ^a  com- 
kition  that  was  limited  or  incomplete  with  much  security  in  the  monopoly 
noncompetitive  points.  Furthermore,  the  competitors  were  all  common  car- 
ers using  a  highway  that  was  constructed  and  maintained  at  their  own  cost, 
kiay  the  railroads  face  a  very  complete  competition  from  a  variety  of 
mpetitors  many  of  whom  are  unregulated  contract  carriers,  which  use  pub- 
:  maintained  highways  and  waterways. 

The  extent  and  nature  of  present-day  competition,  actual  and  potential,  has 
en  discussed  by  Professor  Daggett.  He  has  minimized  the  competition 
Pered  by  the  waterways.  But  I  am  sure  that  Professor  Daggett  will  admit 
I  importance  to  some  of  our  southern  railroads.  I  am  more  impressed  than 
t  with  the  traffic  possibilities  of  the  newly  constructed  and  definitely  pro- 
cted  11,000  miles  of  interstate  large-^bore  pipe  lines  for  the  transportation 

gas  and  gasoline. 

Professor  Daggett  has  indicated  that  the  most  dangerous  of  the  railway 
mpetitors  is  the  highway  motor  vehicle  which  has  already  taken  away  a 
rge  part  of  the  railroads'  passenger  traffic  and  much  of  its  most  valuable 
eight  traffic.  Its  practicability  as  a  carrier  in  both  passenger  and  short-haul, 
ss-than-carload  traffic  was  freely  predicted  some  years  ago,  but  within  the 
Lst  five  years  it  has  made  great  inroads  in  not  only  lightweight  carload 
eight  but  also  in  heavy  unclassified  freight,  such  as  coal  and  building  ma- 
rials.  Commissioner  Eastman  has  well  demonstrated  the  extent  to  which 
ese  inroads  have  affected  earnings. 

Now  in  reality  we  have  two  railroad  problems  facing  us. 
The  first  problem  involves  the  consideration  of  those  managerial  and  gov- 
nmental  policies  which  will  help  tide  the  railroads  over  the  existing  de- 
ession  and  which  will  eliminate  those  financial  practices  which  made  the  rail- 
ads  ill  prepared  for  this  depression. 
The  seeond  problem  involves  the  consideration  of  a  pTog;Y«m  ^\udi  ^^n^ 
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cause  each  form  of  transportation  to  prevail  in  its  rightful  eocmomie  pkee  ii 
an  efficiently  co-ordinated  transportation  system.  The  proper  solntioii  of  tUi 
problem  is  far  more  essential  than  the  solution  of  the  first.  The  raflraaJb  m 
rightly  concerned  over  the  doubtful  opportunity  of  seUing  their  acfflect  • 
as  to  preserve  their  rightful  place  in  this  co-ordinated  system.  In  the  soll^ 
tion  of  this  problem  the  policies  of  both  railroad  management  and  regdlMUtf 
bodies  must  take  a  new  direction. 

I  heartily  agree  with  Commissioner  Eastman  that  the  matter  of  regolilsif 
policy  is  secondary  to  the  matter  of  improved  railroad  operation.  Of  the  vari- 
ous competitive  wastes  to  which  Commissioner  Eastman  referred^  the  dupli- 
cation of  facilities  and  the  wasteful  terminal  operations  constitute  the  msjn 
obstacle  to  successful  competition  with  the  motor  carrier.  The  great 
tage  which  the  railroads  have  in  the  economy  and  speed  of  line-haul 
ments  is  often  nullified  by  delays  and  high  costs  in  terminal  operations.  TUl 
fact  largely  accounts  for  the  ability  of  the  motor  trucks  to  give  a  faster  sen?* 
ice  at  lower  costs  between  many  cities  which  are  within  260  miles  of  taA 
other.  This  vulnerable  aspect  of  railroad  operation  has  been  described  it 
a  considerable  number  of  terminal  investigations  made  since  the  World  Wife 
Even  more  eloquent  evidence  is  to  be  found  in  the  very  recent  tncceas  of  ftl 
motor  vehicle  in  intercity  transportation.  In  this  success^  the  conTenienoe  d 
direct  service  from  shipper  to  consignee  augments  the  advantages  of  speti 
and  economy  of  the  motor  vehicle^  all  of  which  modem  commercial  practe 
demands  in  package  freight  service.  There  is  no  alternative  left  for  the  fA 
roads ;  they  must  furnish  the  same  complete  and  expedited  aervioe  if  tky 
are  to  remain  a  major  factor  in  carrying  this  growing  small-shipment  trafie. 
The  recent  inroads  of  motor  vehicles  in  the  movement  of  coal  and  building  at- 
terials  indicate  that  the  railroads  may  be  compelled  to  idve  a  mine-to-eoih 
sumer's  door  service^  which  would  eliminate  the  local  coal  dealer's  serrioeSL 

The  facilities^  methods  of  operation,  and  rate  structure  of  the  America 
railroads  were  evolved  to  meet  the  growing  traffic  in  long-haul  movement  d 
large  shipments  to  and  from  factories  and  merchants  who  formerly  ordeiri 
their  goods  on  a  seasonal  basis.  Therefore,  railroad  transportation  meant  grest 
cars  which  moved  in  large  tonnage  trains  with  little  concern  for  expedited 
handling  within  terminal  areas.  It  meant  also  a  rate  structure  based  on  the 
value  of  service  with  the  consequent  highly  graduated  distance  scales  for  ratal 
and  one  that  was  characterized  by  relatively  high  rates  on  high  grade  frdgti 
To  change  such  conditions  to  meet  present  commercial  needs  will  require  a 
major  adjustment  of  railroad  rates. 

To  meet  this  challenge  the  railroads  must  first  adopt  new  facilities  asd 
methods  in  handling  package  freight;  second,  adopt  a  new  basis  of  dassifei- 
tions  and  rates ;  and  finally,  co-operate  in  both  the  standardisation  of  the  oev 
equipment  and  in  terminal  operations. 

The  exact  type  of  equipment  and  methods  of  using  it  wiU  vary  with  the 
type  of  traffic  and  conditions  existing  in  various  terminals  and  sections  of 
the  country.  Commissioner  Eastman  has  emphasized  that  within  oar  larger 
terminal  areas,  where  most  of  this  package  freight  is  handled,  eflkdent  opert- 
tion  of  this  co-ordinated  service  will  necessitate  abandonment  of  old  down- 
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town  tracks  and  freight  houses  with  a  motorised  service  from  outlying  freight 
■lations  and  the  use  of  standard  containers.  This  would  in  many  cases  be 
improvident  if  such  terminal  facilities  were  not  operated  as  a  unit  or  jointly 
\j  several  or  all  rail  carriers  entering  a  given  terminal  district.  Just  where 
ttis  co-operation  or  unit  operation  should  begin  and  where  it  should  end  will 
«Iso  vary  with  conditions  existing  in  the  respective  terminals.  In  some  of  the 
largest  cities  it  should  include  all  terminal  operations.  Truly>  the  railroads 
Imce  a  severe  penalty  if  they  do  not  sacrifice  competitive  advantages  in  order 
tD  establish  jointly  controlled  facilities. 

Jnst  why  has  railroad  management  so  largely  failed  to  adapt  its  opera- 
tions and  rate  structure  to  the  demands  of  modem  commerce  and  to  forestall 
eompetition  of  motor  vehicles?  It  has  been  pointed  out  by  Vice-President 
Tnmey  of  the  St.  Louis  Southwestern  that  first  the  express  companies^  then 
the  parcels  post^  and  finally  the  freight  forwarders  and  independent  motor 
earriers  were  aUowed  by  the  rail  carriers  to  obtain  a  foothold  rather  than 
adapt  their  operations  to  the  new  traffic  in  padsage  freight.^  Has  the  seniority 
nie  militated  against  capable  leadership  as  Professor  Daggett  infers  ?  I  am 
laelined  to  believe  that  vice-presidents  and  general  managers  of  traffic  and 
faansportation  departments  are  for  the  most  part  capable  men  who  are  expert 
Ib  the  technique  of  railroading  in  the  old  sense.  The  commendable  progress 
daring  recent  years  in  the  details  of  car  service  is  sufficient  proof  of  that. 
P«MMibly  the  explanation  of  their  unfruitful  efforts  lies>  firsts  in  the  unwilling- 
ness of  management  as  a  whole  to  abandon  old  facilities  which  constitute  heavy 
investments  that  have  long  represented  distinct  competitive  advantages  over 
rival  railroads;  second^  in  the  legal  barriers  to  practicable  use  of  motor 
vehicles ;  and^  thirds  in  the  fear  of  unfavorable  rate  regulation.  All  of  these^ 
I  believe^  have  been  important  factors  in  discouraging  proper  initiative  in  a 
field  of  operation  that  is  new  to  them. 

There  is  a  widespread  conviction  that  the  situation  requires  major  changes 
in  the  character  of  public  policy.  Shall  the  trend  be  towards  a  greater  com- 
petitive freedom  for  the  railroads  or  shall  it  be  towards  a  broadened  scope 
of  regulation  which  contemplates  the  equilisation  of  competitive  conditions. 
Some  railroad  spokesmen  assert  that  it  is  either  freedom  or  destruction  of 
private  ownership  and  operation.  Professor  Daggett  expressed  sympathy 
with  the  adherents  of  greater  freedom.  Commissioner  Eastman^  however^  has 
convincingly  demonstrated  the  illusions  of  security  and  prosperity  that  lay  in 
this  direction^  and  reminded  us  that  effective  regulation  was  sought  in  the 
beginning  to  remove  the  evils  of  competition  as  much  as  it  was  to  curb  mo- 
nopoly. 

The  alternative  is  to  remove  unjust  aids  to  the  competitive  agencies  and 
(o  subject  them  to  a  degree  of  regulation  that  will  remove  any  unfair  ad- 
vantages they  now  have.  This  is  the  course  of  action  that  the  Interstate  Com- 
merce Commission  advocates  in  its  last  annual  report.  Closely  related  to  this 
I  the  alleged  injustice  of  taxation  policies  to  which  Professor  Daggett  has 
gfcrrcd.  The  data  which  he  advances  to  show  that  the  motor  carriers  do  bear 

«  J.  R.  Tumcy,  "The  Motor  Truck— A  Threat  and  an  Opportunity,"  Railway  A^, 
ol.  91,  pp.  701-704. 


270  American  Eeanamie  A$$oeiaium 

their  proper  share  is  not  convincing.  In  any  events  our  conoem  is  not  ii 
to.  the  tax  burden  of  all  motor  vehicles  but  of  those  vehicles  which  opcnte 
hire  as  competitors  of  the  railroads.  There  is  certainly  a  great  need  for 
ough  study  into  this  matter.  ^'-^^ 

The  question  of  regulation  of  both  motor  busses  and  motor  trucks  hai 
undertaken  by  several  states  and  has  been  considered  by  the  IntersUte  Cm   c^ 
merce  Conmiission.  Our  objective  in  their  regulation  should  not  be  to  ii 
tablish  the  same  or  even  an  equal  degree  of  regulation  over  either  the  mM 
vehicles^  or  over  the  port-to-port  water  carriers^  but  to  establish  companU^  ^^ 
of  regulation.  The  great  differences  in  the  transportation  agencies  and  thee**  ^ 
ditions  under  which  they  operate  would  require  differentiatioii  in  the 
on  safety^  rates^  accountings  etc.  Professor  Daggett  despairs  of  effective  icp^ 
lation  of  the  contract  carriers.  Despite  the  unfruitful  efforts  of  our  stotei 
England  in  this  matter^  I  am  still  hopeful  that  the  legal  barrier  involved 
give  way  to  the  right  of  the  public  to  regulate  transportation  for  hire  over  HI 
own  highways.  Only  last  October  26^  Judge  Hutcheson  of  a  Federal  IMH: 
Court  in  Texas  upheld  the  recent  Texas  law  which  attempts  to  apply  icp* 
lation  to  these  carriers  not  as  common  carriers  but  as  private  carrien.' 

Commissioner  Eastman  has  pointed  out  that  the  policy  of  broadeiiiiig  ^ 
scope  of  regulation  as  a  remedy  does  not  preclude  changes  in  the  laws  vUi 
are  necessary  to  enable  the  railroads  to  employ  more  freely  other  traniporir 
tion  agencies  as  auxiliaries. 

Our  procedure  in  public  policy  should  be  based  upon  the  foUowiag  OA* 
siderations.  Firsts  our  chief  concern  should  be  the  furthering  of  a  piepe^f 
co-ordinated  transportation  system  in  which  neither  competition  nor 
dation  would  have  significance  per  se. 

Second^  I  believe  that  our  watchword  in  r^^ulation  during  this 
program  of  adjustment  should  be  flexibility. 

Thirds  I  further  contend  that  the  comprehensive  nature  of  this  progita 
will  require  more  initiative  and  sympathetic  guidance  on  the  part  of  govcm- 
mental  authorities  than  has  been  required  at  any  previous  time.* 

Fourths  the  need  for  facts  regarding  the  many  transportation  agencies  sii 
the  conflict  of  vested  interests  may  be  so  great  that  there  should  be  estab- 
lished an  institute  of  transportation  through  which  unbiased  investigatioi 
will  be  furthered. 

Finallys  before  further  increasing  the  scope  of  the  Interstate  ComiBeMe 
Commission's  regulations^  may  we  not  question  the  adaptability  of  this  body^i 
organisation  and  methods  of  procedure  to  a  program  which  is  primarily  sd-^ 
ministrative. 

While  questioning  the  adaptability  of  the  railroad  structure  to  meet  present- 
day  demands,  may  we  not  question  the  adaptability  of  a  quasi-judicial  com- 
missions effective  and  proper  as  it  has  been  in  attaining  our  early  objective^ 

'Stevenson  v.  Binford  et  al,  U.  S.  Dist.  Ct  No.  E.  479. 

*  Professor  W.  M.  Duffus,  in  a  discussion  on  commercial  motor  transportatkia  be- 
fore this  Association  in  December,  1929,  stated  that  "^e  complexity  of  transportstkio 
problems  [makes]  imperative  a  greater  reliance  for  their  solution  in  govemmeotal  Ini- 
tiative ana  less  upon  accidental  agreements  among  conflicting  interests."*  See  Am,  Ee. 
Bev.,  VoL  XIX,  Sup.  2,  pp.  246-251. 
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igolation?  We  should  not  abolish  the  Interstate  Commerce  Ccnnmission 
Mssibly  all  the  purely  administrative  work  of  that  body  could  be  better 
lied  by  a  snperadministratiye  division  integrating  the  work  of  all  bureaus 
headed  by  an  experienced  administrator  and  leader  in  transportation  mat- 
under  salary  which  would  not  have  a  statutory  limit.  With  district  repre- 
itives  to  maintain  constant  contacts  with  this  machinery,  we  might  ex- 
to  obtain  a  more  familiar,  flexible,  and  constructive  approach  to  regula- 
of  privately  owned  and  operated  carriers. 

owARD  C.  KiDD. — One  of  the  most  significant  statements  made  by  Com- 
ioner  Eastman  is  his  remark  that  new  conditions  in  transportation  call 
I  revision  of  the  railroad  rate  structure.  Railroad  executives  tell  us  that 
class  rates  that  become  effective  December  8  were  obsolete  long  before 
new  tariffs  were  actually  published.  Whether  this  observation  is  true  or 
there  are  many  questions  suggested  by  the  Commissioner's  aUusion  to 
I.  Is  mileage  the  correct  measure  of  what  the  traffic  will  bear  in  view  of  the 
)]ez  forces  of  carrier  and  market  competition?  Is  it  not  possible  to  give 
c  departments  greater  latitude  in  making  quick  adjustments  in  rates  to 
outside  competition,  without  at  the  same  time  disrupting  a  rate  struc- 
or  precipitating  an  old-fashioned  rate  war  among  the  rail  carriers  ?  Does 
k  long-  and  short-haul  clause,  devised  at  a  time  when  railroads  were  re- 
A  as  monopolies,  create  imfair  competition  which  its  f ramers  never  con- 
!ated?  Could  not  a  bold  experiment  be  made  with  L.C.L.  (less  than 
id)  tariffs,  making  them  so  simple  in  structure  that  a  layman  could 
stand  them,  and  designed  on  a  soning  principle  not  unlike  that  used  by 
arcel  post?  Would  it  not  be  wise  to  permit  the  railroads  to  quote  bulk 
on  train  load  instead  of  carload  lots  when  it  is  necessary  to  do  so,  in 
to  meet  water  and  pipe  line  competition? 

wever  these  questions  are  answered,  it  is  necessary  to  recognize  that  the 
ads  need  to  be  put  in  the  best  bargaining  position  possible,  if  they  are 
:d  their  own  under  the  conditions  they  are  compelled  to  face.  Even  if 
were  operating  under  an  ideal  rate  structure,  the  railroads  could  not 
[  to  Ignore  the  policies  of  intelligent  co-operation  which  Commissioner 
lan  has  outlined.  Commissioner  Eastman  states  that  with  regard  to  sub- 
,  more  facts  are  necessary  before  drawing  conclusions.  In  certain  fields 
lay  be  true,  but  with  reference  to  water  transportation  at  least  we  al- 
ba ve  studies  of  recognized  merit.  I  refer  to  the  researches  of  Dr.  Parme- 
the  Bureau  of  Railway  Economics,  and  Dr.  Moulton  of  the  Brookings 
ution.  In  fact,  one  needs  to  go  no  further  than  the  reports  of  the  govem- 
barge  line  to  see  the  generous  public  aid  to  one  segment  of  water  trans- 
Jon. 

larding  motor  vehicle  regulation  and  subsidies,  the  Commission  has  been 
lulating  data  for  some  time.  Within  the  past  few  years,  there  have  been 
ctensive  hearings  on  this  subject;  and  in  the  15  per  cent  case,  the  Com- 
»n  said :  "The  facts  in  regard  to  motor  competition  we  helped  to  develop 
fears  ago. . . .  We  hope  in  the  near  future  to  supplement  these  facts  and 
them  up  to  date,  together  with  specific  recommendations  for  legislation." 
er  reading  this  statement,  the  public  was  led  to  believe  that  the  ground 
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was  cleared  for  proposals  that  would  at  least  express  the  mind  of  tlie  Cm 
mission  on  a  most  controversial  problem^  and  therefore  the  reference  to 
need  for  an  additional  congressional  investigation  is  both  surprising  sod  i 
appointing. 

If  a  congressional  investigation  is  necessary^  let  us  have  it  by  all  ae 
as  quickly  as  possible  so  that  each  form  of  transportation  will  know 
and  how  it  stands.  But  the  very  fact  that  the  Commission  which  is  dm 
the  transportation  picture  is  in  need  of  more  information  on  a  subject 
has  been  in  the  foreground  of  discussion  for  a  decade^  suggests  what 
the  bewilderment  of  the  public^  including  transportation  economistSi  who  lirt 
the  scene  at  a  greater  distance.  We  are  working  pretty  much  in  the  daik; 
in  order  to  turn  on  the  light  and  keep  it  turned  on  we  need  a 
scientific  body^  independently  financed^  divorced  from  politics  or  carrier  ( 
trol>  to  study  and  give  us  the  facts  on  transportation  questions  at  issue.  I 
glad  to  report  that  Professor  L.  C.  Sorrell  of  the  University  of 
sponsored  by  the  Associated  Traffic  Clubs  of  America^  is  now  working  oa 
project  of  forming  a  transportation  institute  which  wiU  meet  our  impenM 
need  for  continuous  scholarly  research. 

Professor  Daggett  thinks  that  intercoastal  commerce  that  passes  tinoi^ 
the  Panama  Canal  is  relatively  unimportant.  But  I  suggest  that  if  ton 
cH>uld  be  used  as  a  basis  of  comparison^  the  results  would  be  more  impreuiiij 
Moreover,  it  is  the  influence  of  the  Canal  route  upon  market  competition  tfM 
the  rate  structure  of  the  western  lines  that  is  equally  as  important  as  M^\ 
statistics  in  measuring  the  economic  influence  of  coast-to-coast  trade.  Pidh' 
dent  Shoup  estimates  that  the  transcontinental  railroads  lost  $49^OOO/)00  k 
revenue  in  1 929  as  a  result  of  the  Canal  route^  and  the  Interstate  Commeni 
Commission  in  the  15  per  cent  case  goes  so  far  as  to  say  that  "wstennf 
ooinprtition  is  now  a  controlling  factor  on  transcontinental  traffic^  not  oslj 
lieiwern  the  coasts  but  also  reaching  far  inland." 

Kefereiu'c  has^ln^cn  made  by  Commissioner  Eastman  to  the  proposed  legt 
latUm  of  water  trans{^Hirtation.  But  the  legislation  that  was  recently  introduced 
th  Congress  prtn-ides  that  jurisdiction  be  given  to  the  Shipping  Board  rathci 
than  to  the  Interstate  Commerce  Commission.  While  there  is  nothing  tok 
Maid  against  the  Shipping  Board  as  a  responsible  agent  of  CongreM,  the  logi^ 
eal  regulatory  IhhIv  is  the  Interstate  Commerce  Commission.  The  Commissioi 
alrrailv  iHUitrt^ls  the  rates  of  a  large  volume  of  water  shipments  that  ma^ 
under  iHunnion  arrangements  with  the  railroads;  the  problems  of  rail  sm 
water  isuumeriv  are  interrelateil :  and  the  Commission  is  intrusted  by  di 
'rran«|H>rtati(m  .\et  with  the  duty  of  preser\'ing  in  full  vigor  both  rail  sa 
water  tran!«|H>rtation,  While  much  has  been  said  about  co-ordination  of  train 
portation,  more  neetls  to  be  said  regarding  the  coordination  of  regulation. 

SiioHKY  PrrKHSoN. — Many  details  in  the  principal  papers  deserve  coa 
nieut  and  elalH\ration»  but  1  shall  limit  myself  to  a  few  remarks  on  the  centn 
theme  of  eom|>etition  In  transportation  and  its  control. 

Coni)>etition  is  an  outstanding  and  persistent  fact,  despite  the  preferenee  ( 
many  (persons  to  s^^eak  of  the  xiclation  of  agencies  as  essentially  supplemei 
tary»  sind  the  Inclination  of  others  to  condemn  all  departures  from  the  prii 
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t  of  natural  monopolj.  It  is  nseful  to  be  reminded,  as  Cnmmlssioper  East- 
I  has  done,  that  competition  has  alwajs  characterised  the  railroads,  and 
;  it  underlay  the  necessity  of  r^rulation.  Because  nneontroUed  competi- 
was  ruinous  to  railroads,  it  does  not  follow  that  other  agencies  respcmd 
Qarly ;  some  are  quite  di£ferent.  But  it  does  follow  that  in  a  competition  of 
Dcies  which  include  the  railroads,  goremmental  superrision  of  that  com- 
Ltion  is  required. 

There  is  a  growing  public  interferenee  in  these  newer  relations  of  trans- 
t  agencies,  and  I  believe  the  consequences  wiU  be  substantiaL  A  member 
Jie  Interstate  Commerce  Commission  declared  recently  that  "ruthless  eco- 
oic  laws"  will  determine  which  agency  shall  prevail  "no  matter  what  arti- 
ml  impediments  may  be  interposed  to  interfere  with  natural  progress."  This 
us  a  questionable  half-truth.  With  public  subsidies  possessing  far-reaching 
laibilities,  and  with  certain  states  restricting  the  operation  of  contract  as 
U  as  conunon  carriers  on  the  highway,  and  increasing  special  taxes  until  a 
^  or  bus  may  pay  $1,000  annually,  the  scope  of  government  influenee  is 
Miderable.  Certainly  emphasis  should  chiefly  be  placed  on  the  high  respon- 
i]ity  assumed  by  those  who  manipulate  these  instruments  of  controL 
Danger  exists  that  the  business  depression  wiU  affect  permanent  policy 
duly.  The  wastes  of  competition  are  magnified  when  transport  capacity  is 
Hously  excessive;  but  improved  business  should  largely  remove  the  slack. 
Is  easy  now  to  forget  that  the  presence  of  alternative  agencies,  of  unlike 
iracter,  means  a  richer,  more  varied  service  than  one  agency  can  provide, 
ireover,  while  at  one  stage  of  transport  development  competition  may  pro- 
ex  wasteful  utilization  of  existing  equipment  and  methods^  our  experience, 
m  with  railroads,  suggests  that  competition  may  offer  a  stimulus  to  new 
els  of  performance  that  regulation  is  not  likely  to  supply.  No  comparison 
intended  of  gains  and  losses  which  are  essentially  incommensurable;  but 
remark  seems  pertinent  that  the  present  plight  of  the  railroads  should 
be  allowed  to  obscure  the  contribution  of  rival  agencies. 
3ut  competition,  to  be  economic,  must  be  equitable.  Motor  transportation 
sesses  strategic  advantages  which  do  not  spring  from  real  superiority,  but 
ich,  it  seems,  must  largely  escape  control.  Against  these  may  be  set  the 
erent  advantage  of  the  railroad  of  being  able  to  subsidize  competitive  by 
ins  of  noncompetitive  services.  But  competitive  advantage  conferred 
>ngh  public  subsidy  need  not  be  continued.  Professor  Daggett  does  well 
tress  how  seriously  the  railroads,  and  some  economists,  are  in  error  in  as- 
ling  that  motor  carriers  use  highways  free  of  cost.  I  suspect  that  certain 
aents  of  subsidy  remain  to  be  eliminated;  but  whether  a  congressional 
^stigation  will  greatly  clarify  a  matter  where  facts  are  less  elusive  than 
manner  of  interpreting  them,  is  open  to  legitimate  doubt,  though  the  pub- 
:j  should  be  useful.  The  waterway  interests  invoke  an  imposing  array  of 
ponderable  benefits  to  buttress  their  claim  to  subsidy,  and  characterize  all 
•osing  argument  as  railroad  propaganda ;  but  it  deserves  to  be  stated  again 
t,  as  a  matter  of  elementary  economics,  the  railroads  are  right,  and  that, 
dentally,  their  indirect  social  contributions  are  by  no  means  inferior. 
!U>mpetition,  however,  even  when  entirely  fair,  is  a  luxury  that  cannot 
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always  be  afforded.  Sitnatioiia  undoabtedly  eziat^  apart  from  tlie  pvefeotfr 
pressioDj  where  traffic  will  support  only  one  carrier^  and  competitioii  of 
cannot  be  depended  on  to  preserve  the  better  public  senranL  The  railroad 
be  indispensable  in  performing  some  functions  and  inferior  in  others;  but 
a  railroad  is  a  peculiar  unitary  sort  of  thing  that  cannot  readily  scsk 
its  facilities  and  live  within  the  revenue  of  its  indispensable  services,  ] 
interest  may  require  exclusion  of  the  rival  carrier.  In  r^^ulating  motor  a 
rierSj  some  states  appear  to  have  applied  this  principle^  and  more  miji 
to ;  but  the  operation  of  rival  agencies  seems  at  times  to  be  restricted  te 
compelling  reasons. 

Quite  apart  from  the  present  emergency,  it  is  desirable  that  artificial  cfl 
petitive  advantage  be  removed.  But  it  seems  that  any  further  restridioi 
competitors  specifically  undertaken  to  protect  the  railroads  should  not  be 
posed  until  the  possibilities  of  strengthening  the  railroads  have  beet  fi 
exploited,  through  their  own  efforts  and,  where  necessary,  through 
tion.  Among  the  means  suggested,  it  seems  that  the  civil  strife  of  rail 
may  well  be  abated,  and  new  arrangements  inaugurated,  in  the  cooM 
passenger  and  L.C.L.  services  subject  to  outside  competition.  Britidii 
perience  supports  the  view  that  store-door  delivery  is  capable  of  striking 
great  directness  at  a  leading  advantage  of  truds  transport;  but  our 
as  the  California  Commission  said  of  a  large  carrier  in  a  recent  case,  ban 
"incredibly  dilatory."  It  appears,  too,  that  steps  should  be  taken  to 
the  railroads  more  completely  of  the  cost  of  continuing  services  whose 
is  largely  gone  and  which  inevitably  incur  losses.  But  whatever  the  poedv 
ties  of  such  methods,  it  does  not  seem  desirable  to  restrict  rival  agenciei*^ 
less  the  railroads  have  achieved  their  utmost. 

D.  Philip  Locklin. — Commissioner  Eastman  and  Professor  DaggetthM 
both  made  it  clear  that,  aside  from  the  problems  caused  by  the  depresrioBilk 
transportation  problem  today  is  largely  the  problem  of  the  rdation  beftviM 
different  forms  and  agencies  of  transportation.  In  so  far  as  changes  in  legid^! 
tion  and  in  regulatory  policy  are  concerned,  four  distinct  methods  of  inecft| 
the  situation  have  been  suggested  in  recent  years. 

First,  we  may  follow  the  policy  of  protecting  the  railroads  from  the  e* 
petition  of  the  newer  agencies  of  transportation.  The  refusal  to  grant  ctf 
tificates  of  convenience  and  necessity  to  motor  carriers  when  they  would  cii 
pete  with  railroads  is  the  most  common  manifestation  of  this  policy.  There  ■ 
two  difficulties  with  this  policy  however.  In  the  first  place,  it  can  be  ori 
partially  successful  in  protecting  the  railroad,  because  the  private  autoiM 
bile  and  private  truds,  and  perhaps  the  contract  carrier,  cannot  be  r^^olak 
in  this  way.  After  all,  the  railway  is  competing  with  the  highway  uid  a 
merely  with  the  carriers  for  hire  that  operate  over  it.  The  second  difficulty  «i 
this  policy  is  that  in  so  far  as  it  is  successful  it  denies  the  public  the  cheap 
or  better,  or  different  service  that  the  trucks  and  busses  may  give.  There  I 
circumstances  in  which  it  is  justifiable  and  desirable  to  protect  railroads  fei 
bus  and  truck  competition.  But  power  to  deny  certificates  of 
necessity  to  bus  and  truds  operators  on  account  of  competitifltt 
28  a  power  whidi  should  be  cautiously  and  sparingly  ezerclaciAkt^.4j 
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second  policj  that  migbt  be  adopted  is  to  permit  the  railroads  to  acquire 
mopoly  of  aU  kinds  of  transportation^  or  of  such  forms  as  they  desire  to 
rol.  It  has  been  argned  that  this  policy  would  enable  the  transportation 
panics  to  use  the  most  economical  form  of  transportation  in  a  given  situa- 
.  There  are  some  regulatory  practices  now  followed  which  may  lead 
hially  to  such  a  monopoly.  Such  is  the  practice  of  giving  railroad  com- 
ics, or  their  subsidiaries,  a  preference  in  the  granting  of  certificates  to 
rate  trucks  and  busses  on  the  highways,  and  the  practice  of  protecting  such 
B  from  the  competition  of  independent  operators.  The  suggested  modifica- 
.  of  the  antitrust  laws  to  permit  railroad  control  of  competing  agencies  of 
isportation,  and  the  repeal  of  the  provisions  of  the  Panama  Canal  Act 
ch  keep  railroads  from  controlling  competing  boat  lines,  would  represent 
bher  steps  in  the  same  direction.  Two  dangers  lurk  in  the  monopoly  policy, 
iroiild  often  deprive  the  public  of  the  benefit  which  might  be  derived  from 
beaper  or  more  economical  method  of  transportation,  and  it  is  questionable 
etiier  society  has  brought  regulated  monopolies  under  sufficient  control  to 
Tender  completely  the  protection  which  competing  agencies  of  transporta- 
1  may  at  times  afford. 

1  third  method  suggested  for  dealing  with  the  new  situation  is  to  abandon 
»Qlation,  on  the  theory  that  railways  are  no  longer  monopolies  and  that  com- 
^tion  will  be  a  sufficient  regulator.  I  am  glad  that  Commissioner  Eastman 
I  devoted  so  large  a  portion  of  his  paper  to  the  experience  with  unregulated 
^petition  between  railroads.  If  unrestricted  competition  between  railroads 
olted  in  all  sorts  of  unjust  discrimination,  and  in  destructive  competition, 
^  is  no  reason  to  think  that  unregulated  competition  of  railroads  with  other  ' 
^cies  of  transportation  would  have  different  results.  And  since  the  ruinous 
Lracter  of  competition  between  railroads  resulted  in  combinations  and  at- 
ipted  monopoly,  it  is  probable  that  a  similar  result  would  follow  com- 
ition  of  railroads  with  other  transportation  agencies. 
The  fourth  method  of  dealing  with  the  new  competitive  situation  is  to 
alize  the  conditions  of  competition  between  the  various  forms  of  transporta- 
in  order  that  each  may  more  readily  find  its  proper  place  in  a  co-ordinated 
isportation  system.  This  policy  seems  to  involve  a  number  of  things.  It 
lies  that  one  agency  of  transportation  shall  not  be  subsidized  to  the  dis- 
intage  of  another.  It  is  commonly  alleged,  as  both  Professor  Daggett  and 
imissioner  Eastman  point  out,  that  motor  transportation  is  subsidized, 
or  trucks,  whether  private  trucks,  contract-carrier  trucks,  or  common-car- 
trucks,  should  be  taxed  sufficiently  to  contribute  their  share  of  highway 
itenance  and  capital  charges.  In  addition,  carriers  for  hire  may  properly 
axed  as  any  business  is  taxed.  But  equalization  of  advantage  should  not 
n,  as  it  seems  to  mean  to  some  persons,  that  the  taxing  power  is  to  be  used 
the  purpose  of  depriving  one  agency  of  transportation  of  such  inherent 
intages  as  it  may  possess. 

qualizing  the  conditions  of  competition  may,  as  Professor  Daggett  sug- 
a,  involve  the  modification  of  certain  restrictions  now  imposed  upon  rail 
iers.  It  is  quite  probable,  for  instance,  that  a  liberal  construction  of  the 
ae  prefeience  and  prejudice  provisions  of  the  Interstate  CoTmnere^  Kxi 
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(Section  8)  and  of  the  long-  and  short-haul  provisions  of  Section  4,  and  of  ft 
aggregate-of-intermediate  provisions  of  the  same  section,  would  be  definV 
in  order  to  enable  railways  more  easily  to  adjust  their  rates  to  the  new 
ditions  confronting  them.  Equalizing  conditions  of  competition  alio 
or  should  imply,  that  motor  carriers  should  be  required,  in  so  far  as 
to  publish  their  charges  and  to  adhere  to  those  charges,  and  that  thej 
be  prohibited  from  engaging  in  discriminatory  practices. 

There  are  serious  legal  and  practical  difficulties  in  the  way  of 
regulation  of  motor  transportation  arising  from  the  existence  of  the 
tract  carrier.  I  take  it  that  Professor  Daggett  considers  these  diiBeiiHiM 
insurmountable.  I  do  not  say  he  is  wrong,  but  I  doubt  whether  sufficient  dl 
has  been  directed  to  the  task  of  overcoming  the  practical  difficulties.  Aill 
those  who  believe  that  the  regulation  of  contract  carriers  is  not  l^^illy 
sible,  let  me  suggest  a  consideration  of  the  new  approach  to  the  proUea 
sented  by  the  Association  of  Railway  Executives  in  a  brief  before  the 
state  Commerce  Commission  in  the  recent  investigation  of  motor 
tion  co-ordination,  where  it  is  argued  very  effectively  that  the  contract 
can  be  regulated.  I  am  not  sure  but  that  the  carriers  could  make  out  la 
stronger  case  than  they  have  in  that  brief. 


MINUTES  OF  THE  BUSINESS  MEETINGS  OF  THE 

AMERICAN  ECONOMIC  ASSOCIATION,  HELD  IN 

WASHINGTON,  D.C.,  DECEMBER  28-80,  1981 

The  first  business  meeting  of  the  American  Economic  Association  was  held 

9:00  A.M.,  December  29,  1981,  in  Hotel  Washington,  Washington,  D.C., 

h  President  Bogart  presiding. 

rhe  minutes  of  the  meeting  of  December  81,  1980,  were  approved  as 

Dted  in  the  Proceedingi  of  the  Forty-third  Annual  Meeting,  pp.  268-270. 

rhe  following  reports  were  read  and  approved: 

;i)  The  Secretary,  Mr.  Deibler.  (See  p.  279.) 

>)  The  Treasurer,  Mr.  Deibler.  (See  p.  288.) 

[8)  The  Auditor,  Mr.  Deibler  for  Mr.  Eric  Kohler,  of  E.  L.  Kohler  and 

npanj.  (See  p.  284.) 

^4)  The  Managing  Editor,  Mr.  Dewey.  (See  p.  289.) 

^6)  The  Finance  Committee,  Mr.  Deibler  for  Mr.  C.  H.  Crennan.  (See 

191.) 

[6)  The  Joint  Census  Advisory  Committee,  Mr.  W.  F.  Willcox.  (See  p. 

».) 

^7)  The  Representative  to  The  American  Council  of  Learned  Societies, 

\  W.  F.  Willcox.  (See  p.  292.) 

(8)  The  Report  of  the  Encyclopedia  of  the  Social  Sciences,  Mr.  F.  Fetter 

'  Mr.  E.  R.  A.  Seligman.  (See  p.  294.) 

Professor  Joseph  Willits,  reporting  for  the  Committee  on  Honorary  Mem- 

rs,  recommended  the  following  European  scholars  for  election  to  honorary 

mbership  in  the  American  Economic  Association: 

Arthur  Lyon  Bowlcy,  University  of  London 

John  Maynard  Ke3me8,  Cambridge  University 

Walter  Layton,  Editor,  The  Economist,  London 

Arthur  Augustus  Caspar  Spiethoff,  University  of  Bonn,  Germany 

The  report  of  the  Committee  was  approved,  and  the  persons  nominated  were 

cted  to  honorary  membership  in  the  Association. 

President  Bogart  appointed  Dean  William  F.  Notz  of  Georgetoivn  Univer- 

y.  Professors  E.  E.  Agger  of  Rutgers  University,  and  Ward  L.  Bishop  of 

high  University,  a  Committee  on  Resolutions. 

Adjourned. 

The  second  business  meeting  of  the  American  Economic  Association  was 

Id  at  Hotel  Washington,  December  80,  1981,  at  9:00  a.m.,  with  President 

»gart  presiding. 

The  nunutes  of  the  meeting  of  December  29, 1981^  were  read  and  approved. 

Professor  L.  C.  Marshall  submitted  the  following  report  as  representative 

the  Business  Research  Council: 

)f  necessity,  the  current  year  has  been  primarily  devoted  to  organizing  the  CoundL 
November  28, 1981,  the  following  officers  were  elected: 

Henry  S.  Dennison,  President 

C  D.  Ruggles,  Vice-President 

W.  J.  Donald,  Secretary-Treasurer 

Kenneth  Andersen,  Assistant  Secretary 
report  on  collegiate  business  research  for  1981  has  almost  been  completed,  and  is 
9e  published  in  the  near  future. 
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On  motion^  the  report  was  accepted  and  ordered  to  be  made  part  of  tk 
records  of  the  Association. 

Mr.  Hammond  made  a  report  of  progress  for  the  Committee  on  Perot- j 
nent  Headquarters  and  the  Selection  of  a  Secretary-Editor.  On  motion^  it  v«  J 
voted  that  a  committee  of  three  be  appointed  to  continue  the  conaidera 
of  this  matter  and  to  report  at  a  subseqaent  meeting. 

The  question  of  determining  the  place  of  the  next  meeting  waa  refemil 
the  Execntiye  Committee  with  power. 

Dean  N^tz  presented  the  following  report  for  the  Committee  cb 
Intions: 

Whebbas,  The  successful  conduct  of  an  elaborate  series  of  meetings  such  si  I 
planned  annually  by  our  own  and  by  related  associations  requires  an  < 
of  preliminary  preparation  and  labor;  and 

Whxisas,  These  labors  have  devolved  largely  upon  Dean  W.  M.  W.  ^IsM^ll 
American  University,  and  upon  Dr.  Thomas  Rhodes,  Statistician  of  the  Feoenl  l| 
serve  Board;  therefore,  be  it 

Resolved,  That  the  Secretary  tender  to  these  gentlemen,  and  to  those  who  mvl 

(snda 


been  associated  with  them,  the  warm  appreciation  and  thanks  of  the  ( 

bers  of  the  American  Economic  Assodauon  for  thdr  helpful  service;  and  be  it  i 

Resolved,  That,  in  like  manner,  an  expression  of  the  gratitude  of  the  AssocistiMi 
conveyed  to  our  President,  to  the  members  of  the  Program  Committee^  and  t»  tt 
of  the  Publicity  Conmiittee,  for  their  contributions  to  the  success  of  this  jesfi  ] 
gr'am;  and  be  it  further 

Resolved,  That  thanks  be  similarly  extended  to  the  management  of  the  Hotel  Wt^  | 
ington  for  its  friendly  co-operation  in  arranging  the  necessary  physical  fadUtia  tor  I 
the  meeting,  to  the  local  press  for  the  generous  publicity  accorded  to  the  discunM  1 
and  to  the  Macmillan  Company  for  its  courtesy  in  making  so  freely  available  oopia  I 
of  the  New  York  Herald-TrU)une, 

The  resolutions  were  adopted  and  the  Secretary  instmcted  to  send  copki 
in  accordance  with  the  instructions  contained  therein. 

Professor  T.  S.  Adams  reported  for  the  Nominating  Conmiittee  the  foiWr 
ing  list  of  nominations : 

For  President:  G.  E.  Bamett^  Johns  Hopkins  University. 

For  Vice-Presidents:  Ralph  £.  Heilman^  Northwestern  University;  6.  U* 
Anderson^  Chase  National  Bank. 

For  Secretary-Treasurer:  F.  S.  Deibler,  Northwestern  University. 

For  Members  of  the  Executive  Committee:  John  Ise,  University  of  Kil- 
sas;  R.  H.  Tucker,  Washington  and  Lee  University. 

For  Members  of  the  Editorial  Board:  F.  A.  Bradford,  Lehigh  Univeisflj; 
P.  T.  Homan,  Cornell  University. 

For  Member  of  the  Program  Committee:  R.  O.  Tugwell,  Colnmbia  IM* 
versity. 

For  Member  Social  Science  Research  Council:  Max  Handman. 

There  being  no  additional  nominations,  the  Secretary  was  instructed  t* 
cast  a  ballot,  and  the  nominees  were  declared  duly  elected. 

Adjooraed. 
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ENDING  DECEMBER  12,  1981 

n  order  to  record  all  of  the  activities  of  the  Association  for  the  year  just 
led,  I  am  including  the  minutes  of  all  meetings  of  the  Executive  Com- 
tee  held  within  the  year. 
[1)  Minutes  of  the  first  meeting  of  the  1981  Executive  Committee: 

he  first  meeting  of  the  Executive  Committee  of  the  American  Economic  Assoda- 
for  the  year  1981  was  held  in  the  Harvard  aub.  New  York  Qty,  March  88,  1981, 

0  A.jc  There  were  present:  President  Bogart,  presiding,  and  Messrs.  Day,  Deibler, 
mnand,  Mitchell,  and  Willits. 

oted:  To  appoint  George  B.  Roberts,  Jr^  as  a  member  of  the  Finance  Committee, 
oted:  That  the  resolution  in  regard  to  the  dismissal  of  179  members  from  the  fac- 

of  four  state  institutions  in  Mississippi  be  laid  on  the  table, 
oted:  That  the  Executive  Committee  of  the  American  Economic  Association  ex- 
ts  its  confidence  in  the  past  history  of  the  American  Association  of  University 
fessors  and  its  cordial  endorsement  of  the  work  that  has  been  done  by  this  organi- 
OB  in  behalf  of  college  and  university  teachers  throus^out  the  country,  and  fur- 
more  it  expresses  its  willingness  to  participate  In  a  conference  on  acadeinlc  freedom 

academic  tenure  by  sending  a  representative  if  the  Council  of  the  American  As- 
RtloD  of  University  Professors  deems  it  advisable  to  hold  such  a  conference, 
oted:  In  connection  with  the  report  of  the  special  committee  on  permanent  head- 
rters  that  tlie  President  be  authorised  to  appoint  two  committees,  one  on  ways  and 
OS,  and  one  on  personneL  The  membership  of  these  two  committees  is  as  follows: 

Wats  astd  Mxaits  Cokmitri: 

(not  yet  appointed) 
GoMMimx  oir  Psiaojrinn.: 

PioPBSBoa  M.  B.  Hamkoitd 

PaorxBsoa  R.  B.  WssrsBimjD 

Paoflssoa  T.  W.  Pads 

oted:  That  the  President  be  (mthorised  to  appoint  a  conunittee  to  develop  an  ap- 
>riateprogram  for  a  special  meeting  of  the  Association  to  be  held  in  connection 
i  the  Chicago  World's  Fair  in.,1088.  The  members  of  this  committee  are: 

Da.  H.  G.  MouLTOK 
PaomsoB  H.  A.  Mnxn 
PaoFEssoa  F.  S.  Dsmuea 
PaovsMOB  C.  M.  Thompsoit 
Paoissioa  Enwnr  F.  Gat 

oted:  To  appoint  Professor  Jacob  Vlner  of  the  University  of  Chicago  as  a  mem- 
of  the  Executive  Committee,  to  fill  the  unexpired  term  of  Professor  E.  L.  Bogart. 
oted:  To  ratify  the  choice  of  Washington  as  the  place  of  holding  the  next  annual 
ling  of  the  Association,  which  will  be  held  Monday,  December  ^  to  Wednesday, 
tmber  80,  1981. 
oted:  That  the  President  and  Secretary  be  authorised  to  appoint  a  committee  on 

1  arrangements. 

oted:  To  publish  the  Handbook  in  reduced  form,  leaving  out  the  geographical 
lification  of  the  membership. 

Adjourned. 

2)   Minutes  of  the  second  meeting  of  the  1931  Executive  Conunittee: 

le  second  meeting  of  the  Executive  Committee  of  the  American  Economic  As- 
ition  for  the  year  1981  was  held  in  Hotel  Washington,  Washington,  D.C,  Decem- 
28,  1981,  at  5  p.m.  There  were  present:  President  Bogart,  presiding,  Messrs.  Dag- 
,  Deibler,  Dewey,  Ely,  Gay,  Jones,  Mitchell,  and  Willits. 

le  Committee  on  the  World's  Fair  meeting  in  1988  reported  a  resolution  sub- 
ed  from  the  Social  Science  Research  Council,  which  reads  as  follows: 
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R€$olv0d,  That  the  American  Economic  Assodatkm  approve  tbe  plao  i    . 
the  Social  Science  Research  Council  for  heading  a  World  CongrtMa  of  lodal  i 
at  the  Century  of  Progress  in  Chicago  in  June,  1988,  and  that  in  the  crent  t 
matures,  this  association  hold  a  sp<^al  meeting  as  a  part  of  the  proposed ' 
Congress. 

Voted  t  To  approve  this  resolution  and  continue  the  Committee. 

Mr.  R.  A.  Fluiders,  representing  the  Society  of  Mechanical  Engtneers,  pres 
request  to  the  effect  that  since  the  questions  that  are  now  coming  before  his  i 
tion  are  more  and  more  economic  in  nature,  the  mechanical  engineers  would 
advice  and  counsel  of  economists,  and  raised  the  question  of  some  plan  of 
between  the  mechanical  engineers  and  the  economists. 

Voted:  To  authorise  the  President  to  inform  Mr.  Flanders  that  tiie 
Economic  Association  would  be  glad  to  confer  with  the  Society  of  Mecfaanicti 
neers  on  the  possibility  of  a  Joint  program  and  to  give  such  advice  as  would  be 
sistent  with  the  general  policy  of  our  Association. 

Since  there  has  come  to  the  attention  of  the  Association  the  fact  that  tbt  Hi 
has  been  used  for  circularizing  the  membership  for  expressions  of  opinioD  on 
versial  issues,  and  since  in  some  instances  the  mqulry  seemed  to  imply  the  i 
the  inquiry  by  the  American  Economic  Association,  the  following  action  y 

Vol^t  To  instruct  the  Secretary,  when  his  attention  has  been  caOed  to 
the  Handbook  for  questionnaire  nurposes,  to  communicate  with  the  persoD 
conducting  the  investigation,  ana  to  suggest  to  them  that  they  should  ca 
care  in  avoiding  the  impression  that  the  American  Economic  Assodatioa  had 
sanction  to,  or  was  in  any  way  connected  with,  the  investigation. 

A  committee,  consisting  of  President  Bogart,  Messrs.  Handman,  Ifilllib 
representing  the  American  Economic  Association,  and  Dr.  Meredith  B.  GIv 
resenting  the  Social  Science  Research  Council,  presented  a  resolution  pertaiDiiig 
creation  of  a  Committee  on  Research.  (See  p.  895  for  a  report  of  this 

Voted:  That  the  Association  establish  a  Committee  on  Researcfat  for 
pose  of  making,  in  co-operation  with  the  Social  Science  Research  Council,  fuite 
vestigations  and  report  at  the  next  meeting  as  to  the  ways  and  means  1^  W^' 
Association  can  best  promote  research  in  the  field  of  economics. 

Voted:  To  appropriate  from  the  funds  of  the  Association  a  sum  not  to 
1250  to  defray  the  expenses  of  this  Committee. 

Voted:  To  authorize  the  President  to  appoint  a  icpresentative  on  the  Joint 
Advisory  Committee. 

Voted:  To  reappoint  the  following  persons  to  cod|dbtute  the  Finance  Oommtttw 
the  year  1988:  ^ 

C  H.  CuKKAir,  Ckairmmn 

F.  S.  DxiBLia 

Gaoaos  B.  Robbbxb,  Ja. 

Voted:  To  reappoint  Mr.  John  E.  Walker  as  Counsel  for  the  ABSodation  for 
year  1988. 

Voted:  To  appoint  Mr.  David  Friday  as  representative  to  the  National 
Economic  Research  for  the  year  1988. 

Voted:  That  it  is  the  sense  of  the  Executive  Committee  that  for  the  preaent 
than  six  round  table  sessions  be  provided  at  any  annual  meetings  and  that  the  _ 
of  these  sessions  must  be  approved  by  the  President  for  the  material  to  appear  ii 
annual  proceedings  of  the  Association. 

Votea:  That  a  small  committee  be  appointed  to  act  jointly  with  ^poioM' 
the  American  Statistical  Association  and  tiie  American  Association  of  Univeni^ 
structors  in  Accounting  for  the  purpose  of  urging  the  Treasury  Department  to  pal 
data  on  incomes. 

Adjouw 

Daring  the  year  the  office  of  the  Secretary  has  carried  on  the  oidinary  i^ 
tivitics  of  the  Association. 

The  Proctedingg  of  the  annual  meeting  of  1980  were  edited  and  p^ 
lishril  as  a  sapplcment  to  the  March..  1981.  issue  of  the  Review.  The  Hifr 
hook  containing  the  names  and  addresses  of  the  membership  was  pnUii^ 
as  a  supplement  to  the  June  issue  of  the  Review, 
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lie  year^  President  Bogart  made  the  following  appointments: 
Auditors: 

£.  L.  KOHLXR  AND  CoMPANT 

Nominating  Committee: 
T.  S.  Adams^  Chairman 
A.  Berglund 
H.  O.  Brown 

H.   £.   HOAOLAND 

A.  P.  Usher 
C.  W.  Wright 

ee  on  Local  Arrangements :  W.  M.  W.  Splawn^  Chairman. 

qnest^  the  following  persons  were  appointed  to  represent  the  As- 

n  special  occasions: 

iratioD  of  the  President  of  the  University  of  North  Carolina:  Calvin  B. 

atives  to  the  American  Academy  of  Political  and  Social  Science:  Profes- 
Barrett  and  Professor  Susan  M.  Kingsbury. 

dance  with  a  resolution  of  the  Executive  Committee  (Vol.  XX^  Sup. 
the  President  and  Secretary  have  approved  the  use  of  the  addresso- 
of  the  Association  by:  Princeton  University  Press^  to  announce 
ham's  Exchange  Pricet  and  Production  in  Hyper-Inflation,  and 
ital  Control  of  Crude  Rubber;  New  York  State  College  of  Agri- 
announce  the  publication  of  the  proceedings  of  the  first  and  second 
lal  Conferences  of  Agricultural  Economists;  Legal  Research  Com- 
be Commonwealth  Fund^  to  announce  a  volume  by  Professor  I.  L. 
University  of  Pennsylvania^  to  announce  several  of  their  publica- 
the  Academy  of  Political  Science^  to  announce  the  publication  of 
/  Plan  in  Operation. 

ociation  has  continued  its  co-operation  with  the  Pollak  Foundation 
delphi  Company^  and  circulars  announcing  reduced  rates  on  the 
is  of  these  two  concerns  have  been  sent  to  the  membership  of  the 
1.  This  arrangement  has  been  especially  beneficial  during  the  cur- 
as  reports  received  to  date  indicate  that  a  very  large  number  of 
ave  availed  themselves  of  the  special  rates  on  the  publications, 
owing  table  shows  the  present  status  of  the  membership  and  the 
at  have  occurred  during  the  year  ending  December  12^  1981^  the 
sing  the  books  of  the  Association : 

ers  and  subscribers  in  December,  1980 8,808 

ibers  in  December,  1980 2,704 

'8  removed: 

igned 94 

k  of  address 88 

i-payment  of  dues 151 

d   18       296 

2,408 
s  added 218 

1  members  In  December,  1981 2,826 
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Life  members  in  December,  IMN) fi 

Added 1 

7T 
Removed  18 

Total  life  members  in  December,  1981 64 

Honorary  members  in  December,  1880 17 

Removed  2 

Total  honorary  members  in  December,  1981 U 

Total  members  in  December,  1981 S^TOI 

Subscribers  in  December,  1980 IfiBO 

Removed  .* ITf 

877 

Added  188 

Total  subscribers  in  December,  1981 l/ffi 

Total  members  and  subscribers,  December,  1881 

Net  loss 


i 


There  was  a  net  loss  for  the  year  of  72.  This  is  the  first  year  sfaioe  1 
that  there  has  been  a  decline  in  membership. 

The  decline  is  accounted  for  by  the  fact  that  we  have  had  fewer  nev  i 
hers  and  subscribers  during  the  year  than  during  1980.  In  1980  we  i 
849  new  members  and  222  new  subscribers^  or  a  total  of  671.  Dmlqgl 
current  year  we  have  received  218  new  members  and  199  new 
or  a  total  of  417.  The  depression  has  clearly  prevented  many  persooi  fi|j 
becoming  members  at  this  time.  The  decline  would  have  been  larger^  ett^ 
for  the  co-operation  which  the  Secretary  has  received  from  membeai 
nominating  persons  for  membership.  The  Secretary  takes  this  opportanil^ 
express  his  appreciation  of  this  co-operation^  and  hopes  that  more  medii 
will  come  to  the  aid  of  the  Association  during  the  coming  year  fay  uti 
nominations  for  membership  to  this  office. 

We  regretfully  report  that  during  the  year  the  deaths  of  the  fdilovi 
members  have  occurred^  and  that  we  have  had  to  remove  their  names  from 
active  membership  list: 

lavnro  Azxsir  Chabub  Thmoobi  Guvs 

Edwabd  Wbmxu  Baios  JoHir  J.  Macwamlamm 

L.  BEBXTAiro  (Honorary  Member)  C  H.  Maaxbax 

L.  BucHsa  (Honorary  Member)  Bbsbdb  lavuro  Mnxca 

HoKAd  F.  Claex  Waubb  S.  Mrchbix. 

W.  L.  Clause  Dwioht  W.  Moaaow  (Life  Member) 

WHrrKBT  CooKBs  JoHir  P.  Mumr 

GuT  W.  Cuuhb  JAMn  F.  Wauh 

Gboioi  W.  Blub  Mumeat  SHirurr  WnjiMAW 

Ralph  Eixd  Willzax  Oopurr  WnrsLow  (life  I 

Chaelbs  a.  Fasamo  ber) 

Respectfully  submitted^ 

F.  S.  DBiBi.Bn,  Secretm 
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members  are  referred  to  the  report  of  the  Auditor  for  m  statement  of 
ancial  condition  of  the  Association  at  the  date  of  the  audit.  The  turrent 

and  current  liabilities  are  shown  in  Exhibit  I.  The  income  and  ez- 
ures  for  the  year  appear  in  Exhibit  II.  The  total  assets  of  the  Associa- 
ow  amount  to  $46^126.21.  This  figure  carries  the  investments  at  cost^ 

is  $6,827.04  above  their  present  market  value.  It  does  not  include  the 
of  unsold  copies  of  the  past  publications  of  the  Association,  which  have 
:barged  as  an  expenditure  against  past  income. 

i  total  receipts,  including  dues,  interest,  advertising,  and  other  publlca- 
icome,  and  miscellaneous  items,  amounted  to  $22,877.11,  or  $582.96  in 

of  the  receipts  for  the  year  1980.  The  income  from  dues  was  lower  by 
20,  whereas  the  publication  income  was  $782.24  in  excess  of  similar 
ts  of  last  year. 

IS  on  securities  sold  during  the  year  has  been  charged  against  current 
e,  so  that  the  net  income  of  $1,614.62  is  a  net  addition  to  surplus. 
:  administrative  and  operating  expenses  were  slightly  less  ($68.42) 
Ast  year.  The  publication  costs  were  $1,598.97  greater  than  a  year  ago. 
liifference  is  due  mainly  to  the  following  three  items:  $886.16  increase 
nting  the  Rexnew,  $565.27  in  printing  the  Proceedvngi,  and  $589.54  in 
iblication  of  the  Handbook,  which  did  not  appear  last  year.  These  three 
account  for  $1,490.92  of  the  increase  noted.  The  Proceedings  for  the 
it  year  contained  808  pages  as  against  218  pages  the  previous  year. 

were  4400  copies  per  issue  of  the  Review  published,  or  100  more  than 
M).  The  volume  also  contains  27  more  pages  than  the  previous  volume. 
>  investments  of  the  Association  are  given  most  careful  scrutiny,  and 
their  present  market  value  is  below  their  cost,  they  are,  in  the  opinion 
ir  Finance  Committee,  invested  in  securities  of  high  grade  concerns. 
eaa  there  should  be  unforeseen  declines  in  receipts,  the  Association  can 
ue  to  carry  on  its  present  activities  and  keep  within  its  present  income. 

Respectfully  submitted, 

F.  S.  Deibler,  Treasurer 


REPORT  OF  THE  AUDITOR 

December  19^  INl 
Executive  Committee, 
American  Economic  Association,  Inc., 
Evanston,  Illinois. 
DxAB  Sirs: 

As  a  result  of  our  audit  of  the  books  and  records  of  the  American  Econfl 
Association^  Inc.^  for  the  year  from  December  15^  1980^  to  December 
1981^  we  present  the  following  exhibits  together  with  our  report  thereon: 

Exhibit  Nuk 

Balance  sheet — December  12^  1981 I 

Statement  of  income  and  expense — Year  ending  December  18^ 
1981     II 

Results  from  Operations 

The  net  income  of  $1^614.62  for  the  year  ending  December  12^  19Sl|i 

$1^74.44  less  than  for  the  preceding  year,  as  shown  by  the  followiog  ei 

parison  of  the  operating  results  for  the  two  periods: 

Tear  ending  Inenl 

Fariioulars  December       December       er 

15,  1980  12,  1981     dtem 

Income  from — 

Dues  I  18,788^  $  18,586.60  | 

Interest  on  investments  and  bank  balances 2,095.76        2,211.49         lU 

Profit  and  loss  on  securities  redeemed  or  sold  57.50  StlM        471 

Eeanamic  Essays  20.88  12M 

Other  sources 8.92  2  J8 

Total  income   $  15,911ill  $  15,440.18  |      (H 


Expenses  and  costs — 

Administrative  and  other  operating  expenses..!    5,651.09  $    5,587.67  |  tt 

Publication  costs 18,254.00      14352.97  U» 

Publication  income 5,S8££4        6fil5M  7i* 

Total  expenses  and  costs $  18,022i^  $  18325.56  %  9^ 

Net  income 8    2^89.06  $    1,614.62  $  iX^k^ 


The  membership  roll  was  decreased  by  72  members  during  the  year.    | 

A  loss  of  $821.85  on  securities  resulted  from  the  following  sales:         J 

Selling         Prflij 
Cost  price  * 

Sseurity  10 

Armour  and  Company  first  and  refunding  5%% 

bonds  of  1948 8    1370.00$    IJB89J50  $ 

Commonwealth  Edison  Co.  first  mortgage  5%  bonds 

of  1948 2,050.00        2,206.65 

Totals    8 

In  the  following  summary  the  publication  income  and  expenses  for  I9t 
are  compared  with  1930  and  with  the  budget  for  1981  submitted  by  the  mil 
aging  editor : 


r 
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Tear  Budget 

PoftioiOart  IMN)  1981      For  1981 

Income — 

SubacriptionB  other  than  from  members %  4.917.42  %    5,182.45 

Sales  of  copies 588.10  749.06 

Advertising    877.82  788.57 

Total  income %    5^82.84  8    6,615.08 


Ezpens 

Printhig   8  5312.09$  5/148.20  8  5,800.00 

W            Editor's  honorariun 2/SOO.OO  8/K)0.00  2/M)0.00 

ContribuUons   1,447.75  l,458i^  1/JOO.OO 

Pro€€0dmff$    1358.91  1^19.18  — 

Handbook  —                 589JS4  — 

Other  costs 2,640.25  2,742.80  2,700.00 

Total  expenses 8  18^54.00  8  14352.97  8  12,000.00 

►  Net  expenses 8    7371.16  8    8387.89 

^         The  budget  of  the  managing  editor  was  based  on  a  printing  of  4^800  copies ; 
4,400  copies  of  each  issne  were  printed,  the  total  pages  being  886. 

The  Proceedings  and  Handbook^  issued  by  the  Secretary,  cost  $2,608«72. 

SParHeulart  Pag^i  OopUs      Cost 

Proessdings  808    4300  81319.18 

Mandbook    88    4300       S89M 

Total   82308.72 


Forty-two  hundred  copies  were  issued  of  the  1980  Proceedings  which  con- 
tained 218  pages. 

Balance  Sheet — December  12,  1931 

Cash  in  checking  and  saving  accounts  was  reconciled  to  a  certificate  re- 
ceived from  the  State  Bank  and  Trust  Company,  Evanston,  Illinois. 

The  securities  are  in  the  custody  of  the  State  Bank  and  Trust  Company, 
who  furnished  us  with  a  certified  list  of  the  securities  held.  The  finance  com- 
mittee is  preparing  a  report  on  the  securities  owned. 

During  the  year,  $212.41  was  spent  from  the  membership  extension  fund 
for  printing,  postage,  and  salaries. 

Life  memberships  were  reduced  by  $675.00  for  the  following  reasons: 

ParticiUars  Amount 

Deaths  (8) 8  225.00 

Lack  of  address  (6) 200.00 

Removals  authorized  bv  Mr.  F.  S.  Deibler  as  re8ult  of  registered  mailing 

of  December,  1980,  R€vi0w  (4) 250.00 

Total   ..,.,.,.., , , 8       676 .00 
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Changet  m  Financial  Condition 

The  changes  in  the  financial  condition  of  the  Association  during  the  ytir 
are  reflected  in  the  following  comparison  of  the  balance  sheets  at  December 
15, 1980,  and  December  12, 1981 : 

Ineitaii 

A9i€t$                                                   December     December  or 

18»  IMN)       li,  1881  dtenm 

Cash  and  cash  funds $      9,008.48$    8,888.81$  SMJfl 

Investments,  at  cost 88,489.48      89484.48  6,MJI 

Receivables   (net) 768.00        IfiiZM  SUM 

Inventories,  at  cost 1,677.18       1,811.7S  9iB 

Fnmitnre,  fixtures,  etc.,  at  cost 1,127.91        1,189M  UjOI 

Reserve  for  depredation 54eM          6S6M  90M 

Total  assets $  44382JM  8  48,128.91  $  l,70Ui 

lAabmisB  and  net  worth 

Accounts  payable 8        10.00  8       18a95  $  IMJf 

Unearned  income 24M0.48       2372.40  AM 

Membership  extension  fund 4380.14       4,687.78  SISJU 

Life  memberships 6/06.00       6,660.00  ^75i» 

Surplus- 
Balance— December  16,  1980. . 81307.42      81307.48  — 

Net  income  for  the  year  ending  December  12, 

1981   —              1314.82  IjnM 

Transfer  from  life  memberships  to  surplus — 

1981    —                 876.00  VfM 

Total  liabilities  and  net  worth 8  44382.99  8  46,126.21  $  l,7(»fl 


On  July  16,  1981,  the  balance  in  the  savings  accomit  in  the  Central  Tmst 
Company,  Cambridge,  Massachusetts,  was  withdrawn.  The  decrease  in  cssh 
and  the  net  income  for  the  year  were  invested  in  bonds. 

We  appreciate  the  courtesies  extended  to  us  during  the  coarse  of  the  audit 

Very  truly  yours, 

£.  L.  KOHLER  AKD  C6MPANT 

Certified  PuhUc  AecounUmU 


( 
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EXHIBIT  I 

AMERICAN  ECX)NOMIC  ASSOCIATION,  INCORPORATED 

BAuoroi  Shsr,  Decbkbu  12,  1281 

A99€U 

CusKSjrr  Amri  astd  iHYBtncumt 

Cash   in   State   Bank   and  Trust   Company, 

Evanston,  Illinois 8    8,888.61 

Investments,  at  cost 89484.48 

Receivables— 

R€v%0w   advertising 8  280.25 

Interest  accrued  on  investments 057410 

Membersliip  does 888JK) 

Publication  sales 128JM) 

Total  receivables 8    14246.25 

Less— Reserve  for  doubtful  accounts 285.00       1,018J5 

Inventories,  at  cost — 

Economic  Bitayi 8    1,286.00 

Cover  stodc SM4^SI8 

SUmped  envelopes. . .  111.44        1,611.72  8  45,628.06 

PuBjnTuax,  FixTuaas  avd  Bouiro 

FniomcAia,  at  cost 8  1,189.99 

Less — Reserve  for  depreciation 686.84  508.15 

Total  assets 8  46,126.21 

LiabiUt%0$  and  Net  Worth 

CuKBxvT  LiABiunas: 

Accounts  payable 8       188.95 

Unearned  income — 

Membership  dues 8       411.08 

Subscriptions   1,816.41 

Advertising   45.00        2,272.49  8    2,411.44 

Membsbship  Exisksiok  FmfD 4,667.78 

Nrr  Worth  : 

Life  memberships 8    5,550.00 

Surplus  unappropriated- 
Balance— December  15,  1980 8  81,207.42 

Net   income — Year   ending   December   12, 

1981  (Exhibit  II) 1,614.62 

Transfer  from  life  memberships 675.00      88,497.04      89,047.04. 

Total  liabilities  and  net  worth 8  46,126.21 
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EXHIBIT  n 

ParHevlars  AmamU 

Ivoou  nox  DuHt 

Regular  members  (less  8250.00  defaulted  dues  un- 

'  paid  at  December  12,  1981)  818,040.80 

Subscribing  and  contributing  members 405.00    818^S8S. 

Othbb  Ijrooiat 

Income  from  investments- 
Interest  earned  on — 

Bonds 8  1»886.81 

Certificates  of  deposit 85.85 

8  1,978.68 

Custodian's  fee 8  85.85 

Loss  (net)  on  sales  of  bonds 821.85  857.70    8  1,614^6 

Interest  earned  on  savinffs  and  checking  accounts  874.88 

Royalties  on  Beanomie  E$say$ 12.56 

Miscellaneous  income 8.88       l,90ii 

Total  income  8lfi,*40.: 

ADXnrilTEATXVB  AKD  OTHXa  OFXEATXjrO  EXPIKOS: 

Secretary's  salary 8  1,000.00 

Office  salaries   2,951.67 

PosUge    895.70 

Stationery  and  printing 119.28 

Office  supplies  80.68 

Telephone  and  telegrams 68.98 

Insurance    79.10 

Depreciation    90.28 

Annual  meeting 288.71 

Executive  Committee  expense 856.86 

American  Council  of  Learned  Societies 65.00 

Auditing   50.00 

Other  expenses  102.01    8  5,587.67 

PUBLZCATIOK  ExPIKSU: 

Printing 8  8,648JW 

Editor's  honorarium  2,500.00 

Editor's  traveling  expenses 60.85 

Editorial  expenses  and  supplies 2,682.60 

Contributions   l,458i^ 

Proe€€dings  1,919.18 

Handbook   589.54 

Sundry  publication  expense 49.85 

Total  publication  expenses  8l4,852inr 

Publication  income — 

Subscriptions  other  than  from 

members    86,182.45 

Sales  of  copies 749.06 

Advertising  788.57    6,615.08        8,887.89 

Total  expenses 818,82fiJ 

Net  income  for  year  (Exhibit  I)  8  1.614.< 


REPORT  OF  THE  MANAGING  EDITOR  OF  THE 

AMERICAN  ECONOMIC  REVIEW  FOR  THE 

YEAR  ENDING  DECEMBER,  1981 

cost  of  the  Review  during  1981  was  $11,982.29  as  compared  with 
15.22  for  1980.  There  will  be  a  small  additional  amount  for  postage, 
its  and  reprints  for  the  December  number,  the  charge  for  which  had 
me  from  the  printer  when  the  books  of  the  treasurer  had  to  be  closed. 
0  be  noted  that  the  total  expenditure  was  very  close  to  the  budget  esti- 
nade  last  year,  $12,000. 

:re  was  a  slight  increase  in  the  number  of  copies  printed — 1»,400  per 
n  1981  as  compared  with  4,800  in  1980.  The  number  of  pages  was  814 
ipared  with  811  in  1980. 
principal  items  the  cost  of  the  Review  during  1981  was  as  follows:^ 

Printing  (paper,  reprints,  postage,  etc.)  $6399>94 

Editorial   2,500.00 

Oerical    2,800.00 

Supplies 827.60 

Contributors  1,454.75 

$11,982.29 
the  basis  of  printing  4,400  copies  the  following  budget  for  1982  is  sub- 
Printing  (paper,  reprints,  postage,  etc.)   $  5,400.00 

Editorial   2,500.00 

Clerical    2^00.00 

Supplies •. 800.00 

Contributors 1,500.00 

$12,000.00 

following  persons  have  served  as  editors  during  the  past  year:  Pro- 
I.  L.  Sharfman  and  Professor  Sumner  H.  Slichter,  whose  terms  expire 
;ar;  Professor  F.  B.  Garver  and  Professor  N.  S.  B.  Gras,  whose  terms 
in  1932 ;  and  Dr.  L.  C.  Gray  and  Professor  Myron  W.  Watkins,  whose 
expire  in  1988. 

ing  the  past  year  nearly  200  persons  have  co-operated  in  writing  lead- 
licles,  communications,  reviews,  and  notes. 

•ended  are  the  comparative  tables  showing  the  distribution  of  contents 
st  by  principal  items,  in  continuation  of  tables  previously  given. 

Respectfully  submitted, 

Davis  R.  Dewey,  Managing  Editor 


Editor's  report  is  based  on  the  calendar  year.  The  Treasurer's  and  the  Auditor's 
are  on  the  fiscal  year  December  15,  1980,  to  December  12,  1981. 
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Year 

Leading 
artidea 

Be- 
viewi 

New 
booka 
liated 

Doco- 
menta,re- 
poita»etc 

Periodical 
ahatnuita 

Noica 

Tlienf 

T 

IMl 
IMS 
1088 
1924 
1985 
1926 
1927 
1928 
1929 
1980 
1981 

895 
881 
293 
298 
889 
825 
270 
202 
885 
815 
848 
869 

109 
108 
91 
122 
110 
181 
187 
120 
111 
181 
154 
170 

155 
188 
158 
184 
191 
178 
184 
195 
176 
178 
210 
197 

98 
89 
85 
26 
28 
27 
15 
82 
12 
18 
12 
18 

122 

117 

124 

118 

118 

110 

108 

114 

121 

1 

0 

0 

4ft 

88 
87 
48 
42 
88 
48 
42 
45 
52 
58 
40 

15 
11 
18 
14 
18 
28 
27 
27 
28 
28 
29 
25 

*  Figuzea  for  1911-19  may  be  found  in  the  lepori  for  1980,  publidied  in  tbe  I 
w^eni.  Biarcfa.  1981,  p.  284. 


Tablb  n— ExPDnnruKaa 


Year 

Printing 

Salary  of 
editor 

Pkymentato 
oontributora 

Clerical 

Snpplic* 

Td 

1920 

$6656.81 

$1500.00 

$1122.75 

$1595.64 

$307.20 

$lllf 

1921 

5646.97 

1500.00 

64.50 

1472.50 

319.97 

M 

1922 

4795.28 

1500.00 

~. 

1870.00 

814.77 

7» 

1928 

5032.59 

1500.00 

..— 

1650.09 

487.86 

m 

1924 

5423.28 

1500.00 

1110.25 

1464.01 

805.8ft 

991 

1925 

5718.01 

1500.00 

1133.50 

1757.82 

406.86 

105: 

1926 

5332.24 

1500.00 

1128.00 

1589.86 

8ft8.4S 

98: 

1927 

5619.20 

1500.00 

1018.75 

1806.50 

297.25 

1022 

1928 

5321.95 

1500.00 

1190.50 

1956.50 

875.87 

103^ 

1929 

4927.62 

1500.00 

1328.75 

2004.50 

261.72 

100! 

1980 

5386.67 

2500.00 

1447.75 

2258.00 

847.80 

119! 

1981 

5399.94 

2500.00 

1454.75 

2800.00 

827.60 

119( 

REPORT  OF  THE  FINANCE  COMMITTEE 

)ariiig  the  year  ending  December  12^  1981^  the  following  changes  in  the 
Mtment  list  were  made: 

M    Commonwealth  Edison  Company  Ist  fPs^  due  1948»  called 98,208.66 

30    Armour  and  Ca  of  Delaware  Ist  and  Ref.  Series  ''A"  S^'s,  due  1948, 

sold  1 ,889.50 

nie  proceeds  from  these  bonds^  together  with  additional  fonds^  were  in- 
led  as  follows: 

DO  Alabama  Power  Co.  1st  Mtge.  Lien  and  Ref.  8*8,  due  1966 $1,048.60 

00  City  of  Qeveland  Water  Works  4%%  due  1988 1,089.00 

IN)  City  of  New  York  Corp.  Stock  Water  4*8,  due  1980 1,007.60 

00  Commonwealth  Edison  Co.  4*8,  due  1981  1396.00 

00  Detroit  Edison  Co.  Gen.  and  Ref.  Series  *«ir  4Vi'8,  due  1961 1,048.60 

00  Great  Northern  RaUway  Co.  Gen.  Mtoe.  Vs,  due  1986 1,106.00 

00  Sindair  Crude  Oil  Purchasing  Co.  10-Tr.  Series  "A**  6%'s,  due  1988  . .  1,088.60 

OO  Southern  Pacific  Railway  60-Yr.  4%'s,  due  1981 927.60 

DO  United  States  of  America  Treasury  8%'s,  due  1949 1,628.60 

^or  many  years  the  Association  has  maintained  a  savings  account  with  the 
[tral  Trust  Company  of  Cambridge^  Massachusetts.  While  no  question 
le  as  to  the  safety  of  this  account^  it  was  the  sense  of  your  Committee  that 
iB,  segregated  for  purpose  of  investment^  should  be  invested  in  readily 
ketable  securities  that  would  lend  themselves  to  frequent  scrutiny  and 
Bcation.  The  account^  therefore^  was  closed^  and  the  funds^  together  with 
proceeds  of  the  bonds  sold^  were  invested  in  the  list  of  securities  described 
re. 

"he  total  investments  of  the  Association^  carried  at  cost  or  market^  which- 
r  is  lower^  now  amount  to  $82^06.19.  The  market  value  of  the  list  on 
«mber  22  was  $6^27.04  below  cost.  The  investments  of  the  Association 
e  been  formally  reviewed  quarterly  by  your  Conmiitteej  and  have  in  fact 
A  investigated  more  frequently  than  this.  The  annual  interest  return  from 
list  now  amounts  to  $1^64.86. 

The  year  1981  has  been  notorious  for  declines  in  all  types  of  security 
res.  Your  Committee  has  not  regarded  the  portfolio  of  the  Association  as  an 
ount  in  which  the  securities  were  to  be  traded  for  profit.  It  has  followed 
policy  of  watching  for  stability  of  earnings  of  the  issuing  companies^  and 
ir  ability  to  meet  the  principal  account  at  its  maturity.  Whenever  any 
ority  has  been  unable  to  meet  these  two  tests^  it  has  been  promptly  sold  and 
funds  reinvested  in  accordance  with  the  principles  here  stated. 
Vt  the  end  of  last  year^  Mr.  Waddill  Catchings^  who  had  served  on  the 
lance  Committee  since  1926^  tendered  his  resignation.  The  Executive  Com- 
tee  appointed  Mr.  George  B.  Roberts^  Jr.^  of  the  National  City  Bank  of 
w  York  to  fill  the  vacancy. 
The  list^  at  market  or  cost^  whichever  is  lower^  stands  as  follows: 

00  Alabama  Power  Go.  1st  Mtge.  Uen  and  Ref.  6*8,  due  1966 $  966.00 

00  Bell  Telephone  Company  of  Pa.  Ist  and  Ref.  6*8,  due  1948 1,978.00 

00  By-Products  Coke  Corp.  Ist  Mtge.  6y,'8,  due  1946 698.76 

00  Chicago^  Rock  Island  and  Pacific  Equip.  Tr.  Series  "P"  4y,'8»  due  1986     900.00 

00  Cily  of  aevdand  Water  Works  4y,'s,  due  1988 960.00 

00  aty  of  New  Yoric  Corp.  Stock  Water  4*8,  due  1980 780.00 
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2fi00  Commonwealth  Edison  Co.  4*8,  due  1981 umM 

1,000  Crown  WiUamcttc  Paper  Co.  Ist  S.F.  (Ts,  due  1951  WMI 

IfiOO  Detroit  Bdison  Co.  Gen.  and  Ref .  Series  ''D"  ^y^'s,  due  1961 WM 

1,000  Erie  Railroad  Co.  Ref.  and  Imp.  ff^s,  due  1975 IM 

2,000  Great  Northern  Railway  Co.  Gen.  Mtge.  Ts,  due  1986  l,aMyl 

2,000  Illinois  BeU  Telephone  Co.  Ist  and  Ref.  "A"  5's,  due  1906 

2,000  Illinois  Central  RaUroad  Co.  1st  and  Ref.  ''A"  IPs,  due  1968 

1,000  LoulsviUe  Gas  and  Elec.  Co.  1st  and  Ref.  5's,  due  1962 nU 

1,000  National  Dairy  Products  Corp.  5%%  Debentures,  due  1948 Ml 

1,000  North  American  Edison  Co.  Deb.  Series  *Kr' 5's,  due  1969 f8J 

5,000  Northern  Pacific  Railway  Co.  Ref.  and  Imp.  6's,  due  9047  fl^M 

1,000  Ohio  Power  Co.  1st  and  Ref.  "D"  4y,'8,  due  1956 M 

2,000  Pacific  Gas  and  Electric  Co.  Ist  and  Ref.  514's,  due  1952 VM 

2,000  Pacific  Mills,  Ltd.  1st  Serial  6*8,  due  1985 MMj 

1,000  Pennsylvania  Railroad  Co.  Deb.  4yi's,  due  1970 

1,000  Sinclair  Crude  OU  Purchasing  Co.  10-Yr  Series  ''A"  5ya's,  due  1988 

1,000  Southern  HI.  and  Mo.  Bridge  Co.  4's,  due  1951 

1,000  Southern  Pacific  Railway  50-Yr  4y,'s,  due  1981 

1,000  United  Biscuit  Co.  6's,  due  1942 

2,000  United  States  of  America  4th  Liberty  Loan  4^4*8,  due  1988 ^i-ri 

1,500  United  States  of  America  Treasury  8%'s,  due  1949 UVI 

Respectfully  submitted^ 

C.  H.  Crennan^  CMtnMi 
F.  S.  Dbiblbr 
Gkorob  B.  B0BSRT81  Jb. 

REPORT  OF  THE  REPRESENTATIVES  OF  THE  AMERICAN 

ECONOMIC  ASSOCIATION  TO  THE  AMERICAN 

COUNCIL  OF  LEARNED  SOCIETIES 

The  following  is  a  catting  from  the  annual  report  of  the  American  CoaB 
of  Learned  Societies  that  is  thought  to  be  of  special  interest  to  memben 
the  American  Economic  Association: 

Members  of  the  staff  have  carried  on  certain  specific  projects  or  studies*  sudi  ill 
Catalogue  of  Current  Bibliographiee,  a  planographed  trial  edition  of  whidb  was  pi 
pared  for  the  meeting  of  the  UAI,  the  study  or  American  philological  Joanialib< 
which  a  preliminary  report  will  be  presented  to  the  Council  at  the  next  annual  mectti 
the  final  editing  and  preparation  for  publication  of  the  report  on  lAnguietie  ami  9 
tional  8took$  <n  the  Population  of  the  United  States  <fi  1790,  which  is  to  be  pul^ 
by  the  American  Historical  Association,  and  the  revision  of  a  Liit  of  American  M 
Publieationi  in  the  HumanUiei,  which  will  be  printed  in  an  early  number  of  the  B< 
letin. 

Olouary  of  Medieval  Italian  Terms  of  Business.  (A  project  of  the  Mediaeval  Acs 
emy  of  America.)  Dr.  Florence  Edler,  working  under  the  direction  of  Professor  N.  i 
B.  Gras,  has  completed  a  first  part  of  the  Glossary.  Three  hundred  entries  from  tl 
part  are  being  planographed  for  preliminary  distribution  during  December.  Tlie 
entries  deal  with  accounting,  banlcing  and  exchange,  insurance  and  surety,  fonitf* 
business  association  and  of  sales,  business  men,  employees  and  business  auzilisifc 
transportation  and  warehousing,  and  customs  dues  and  tolls.  During  1981  plans  bv 
been  approved  by  the  Academy  for  the  continuance  of  Dr.  Edler's  work  and  for  t 
listing  the  aid  and  co-operation  of  other  scholars,  including  an  Italian,  to  oontlDue  tl 
study  of  Italian  terms.  Plans  have  also  been  approved  for  initiating  a  study  of  mediev 
Latin  terms,  particularly  as  found  in  Genoese  documents. 

Respectfully  submitted^ 

Walter  F,  Willcox 
Edwin  F.  Oar 


REPORT  OF  THE  JOINT  CENSUS  ADVISORY 
COMMITTEE 

A  meeting  of  the  Joint  Advisory  Committee  of  the  American  Statistical  and 
UDerican  Economic  Associations  with  the  Director  of  the  Census  was  held 
^  the  Bureau  of  the  Census^  March  13  and  14t,  1981.  The  main  sahject  of 
scussion  was  the  wisdom  of  planning  a  new  series  of  monographs^  and  at 
e  end  the  Committee  recommended  a  provisional  list  of  five^  two  of  which 
ia  understood  are  now  in  course  of  preparation  each  hj  a  member  of  the 
>ixumttee. 

Inuring  the  period  after  the  problems  growing  out  of  the  census  have  for 
^  most  part  been  settled  and  before  questions  arising  in  connection  with  the 
i^rcensal  work  on  other  subjects  come  to  the  fronts  the  Director  of  the 
'^nsQS  has  had  little  occasion  to  consult  with  the  Advisory  Committee. 

The  following  resolutions  were  adopted: 

199.  Resolved  that  in  addition  to  continuing  the  Series  of  monomphs  started  after 
be  census  of  1920  the  Committee  recommends  that  a  series  of  briefs  and  more  popular 
todies  be  prepared  within  the  census  period  to  tdce  the  place  of  the  text  of  earlier 
ports. 

900.  Resolved  that  the  Committee  recommends  that  the  Census  Bureau  aim  at  the 
leparation  of  brief  studies  on  each  group  of  tables  in  each  of  the  four  main  reports 
to  which  the  Census  of  1980  will  be  divided. 

201.  In  view  of  the  extensive  experience  of  the  Department  of  Ag^culture  in  re- 
&rdi  in  its  field,  the  Advisory  Committee  recommends  that  the  preparation  of  studies 
d  monographs  in  the  field  of  census  statistics  of  agriculture  be  limited  to  a  few 
mograpns  based  upon  census  material. 

202.  Resolved  that  the  Advisory  Committee  recommends  that  a  series  of  chapters 
the  statistics  of  distribution,  wholesale  and  retail,  in  its  various  phases  based  on  the 

suits  of  the  census  of  distribution  be  prepared  for  publication  within  the  census 

riod. 

208.  The  Advisory  Committee  recommends  that  every  effort  be  made  to  finish  the 

blication  of  the  census  of  1980  at  the  earliest  possible  date  and  in  any  case  within 

e  three  year  census  period  ending  December  81,  1982. 

204.  The  Advisory  Committee  believes  that  the  series  of  monographs  started  after 
e  census  of  1920  should  be  continued  but  that  the  number  to  be  published  within  the 
esent  census  period  should  not  exceed  six. 

205.  Resolved  that  the  Advisory  Committee  suggests  the  following  as  a  provisional 
t  of  subjects  for  monographs: 

(1)  Occupational  Changes  in  the  United  States 

(Author — Professor  King) 

(2)  Vital  SUtistics  in  the  United  SUtes,  1900  to  1980 

(Author— Professor  Willcox) 
(8)  Differential  Fecundity 

(Author — Dr.  Notestein) 

(4)  Location  of  Manufactures 

(Author — Professor  Thompson) 

(5)  Age  Composition  of  the  Population  of  the  United  States 

(Author — Professor  Chaddock) 

206.  Resolved  that  the  Advisory  Committee  recommends  that  the  office  be  re- 
lested  to  prepare  as  early  as  possible  a  typical  study  and  submit  it  to  the  members 

the  Advisory  Committee  for  their  comments. 

207.  Resolved  that  the  Advisory  Committee  recommends  that  the  Bureau  of  the 
:nsus  prepare  a  topical  index  to  all  the  volumes  of  the  Fifteenth  Census. 

Respectfully  submitted^ 

W,  F.  Willcox 


REPORT  ON  THE 
ENCYCLOPAEDIA  OF  THE  SOCIAL  SCIENCES 

Since  the  last  axmnal  report  which  was  made  in  December^  1980^  the  woik 
has  progressed  satisfactorily.  Volumes  4,  6,  and  6  appeared  in  19S1,  nl 
Volumes  7^  8^  and  9  are  either  in  the  printer's  hands  or  in  a  forward  state  d 
preparation^  and  will  appear  in  1982.  There  is  no  reason  why  we  maj  not  loA 
forward  to  a  completion  of  the  entire  fifteen  volumes  before  the  end  of  1911 

The  efforts  that  hare  been  necessary  in  order  to  maintain  our  standards  ail 
to  keep  to  our  program  of  three  volumes  a  year  hare  been  very  great  F« 
some  time  we  have  had  a  force  of  fifty-six  hdpers  of  whom  some  twenty  odd 
have  been  assistant  editors^  each  of  them  an  expert  in  his  own  fields  and  Ae 
consequence  has  been  that  our  expenses  have  been  far  more  than  was  oirigina% 
anticipated.  We  have  for  some  time  been  spending  for  editorial  pmpese^ 
including  payment  for  contributions^  $215/)00  a  year.  As  a  conseqnenee  ttl 
entire  enterprise  will  give  an  outlay  for  editorial  expenses  of  about  $1^A^ 
instead  of  the  $600^000  originally  estimated. 

The  carrying  out  of  this  great  enterprise  has  been  rendered  possiUe  bj  ike 
help  of  the  Rockefeller  Foundation^  the  Carnegie  Corporation^  and  the  Bat- 
sell  Sage  Foundation^  together  with  contributions  from  individuals.  Otf 
budget  for  the  coming  year  has  been  completely  covered.  We  entertain  a  lifc^ 
hope  that  we  shall  be  able  to  push  the  project  through  to  completkm. 

Although  no  effort  has^  for  obvious  reasons^  been  made  to  institate  a  drift 
or  selling  campaign  during  the  present  depression^  it  may  be  of  intereit  to 
note  that  we  have  already  sold  about  five  thousand  sets  of  the  woi^  in  die 
ordinary  channels.  As  soon  as  conditions  permit^  the  publishers  intend  to  it- 
stitute  a  vigorous  selling  campaign. 

The  reviews  which  are  now  becoming  abundant  in  the  scientific  jounab 
of  the  entire  world  have  been  without  exception  uniformly  favorable  wd 
many  of  them  in  fact  embarrassingly  laudatory.  We  hope  to  be  aUe  tl 
maintain  the  same  high  standard  for  tiie  rest  of  the  work. 

Respectfully  submitted, 

Edwiv  R.  a.  Sbuomav 


REPORT  OF  AN  INTERIM  COMMITTEE  ON  RESEARCH 

Am  the  result  of  correspondence  with  Dr.  ]J[eredith  B.  Oivens,  Secretary  of 

t  Committee  on  Industry  and  Trade^  of  the  Social  Science  Research  Council^ 

BBertmg  was  held  in  Chicago^  Illinois^  on  October  24i,  1981. 

The  matter  under  consideration  was  how  the  Social  Science  Research 

MDiGil  and  the  American  Economic  Association  might  co-operate  m  the  most 

Fectire  manner  to  foster  research. 

The  following  report  and  resolutions  were  drafted  to  be  presented  for  ap- 

"orml  to  the  EzeentiYe  Committee: 

An  informal  meeting  was  held  in  Chicago  on  October  24i,  1981^  at  the 
request  of  the  Social  Science  Research  Council  in  which  the  following  per- 
sons participated:  President  E.  L.  Bogart  of  the  American  Economic  As- 
•odation^  Professor  F.  S.  Deibler^  Secretary  of  the  Association^  Professor 
H.  A.  Millis^  and  Professor  Max  S.  Handman^  the  representatives  of  the 
Aasodation  to  the  Social  Science  Research  Council  and  Dr.  Meredith  B. 
Givens,  the  Research  Secretary  of  the  Council's  Committee  on  Industry  and 
Trade.  Professor  A.  B.  Wolfe^  the  third  representative  of  the  Association 
to  the  Council^  was  absent,  but  the  present  report  was  submitted  to  him 
lor  his  approvaL 

The  meeting  grew  out  of  a  request  from  the  President  of  the  Social 
Science  Research  Council  to  the  American  Economic  Association  to  con- 
aider  ways  and  means  in  which  the  Council  could  co-operate  with  the  Ameri- 
can Economic  Association  in  order  to  promote  research  in  the  field  of  eco- 
nomics. After  canvassing  the  situation,  the  persons  present  at  the  meeting 
came  to  the  following  conclusions: 

That  they  recommend  to  the  Executive  Committee  of  the  American  Eco- 
nomic Association  that  a  standing  committee  be  set  up  to  be  known  as  the 
Committee  on  Research,  to  be  made  up  of  three  members,  and  to  function 
for  a  period  of  three  years.  If  possible,  one  of  the  members  of  this  commit- 
tee shall  be  one  of  the  Association's  representatives  to  the  Social  Science 
Research  Council.  The  functions  of  this  committee  shall  be  as  follows : 

1.  To  sit  with  the  Social  Science  Research  Council  during  such  times  as 
the  Council  shall  see  fit  m  order  to  communicate  to  it  those  problems 
on  which  the  Coundl's  help  and  advice  might  be  needed. 

2.  To  receive  from  the  Council  information  and  suggestions  concerning 
research  in  economics,  and  to  submit  to  the  Council  similar  sugges- 
tions. 

8.  To  be  the  repository  of  such  funds  as  the  Association  might  receive 
from  any  source  for  the  encouragement  of  research  and  to  function  as  a 
clearing  house  to  which  requests  might  be  directed  for  funds  and  in- 
formation in  support  of  research  by  the  members  of  the  Association. 

4.  To  canvass  the  possibilities  of  setting  up  regional  or  local  committees 
for  the  purpose  of  fostering  economic  research  in  those  regions  where 
at  present,  owing  to  financial  and  educational  disadvantages,  it  is 
difficult,  if  not  impossible,  for  the  economists  living  in  those  regions 
to  find  the  necessary  time  and  support  for  such  problems  as  they  may 
feel  impelled  to  investigate. 
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5.  To  co-operate  with  local  and  regional  persons  and  groups  in  an  effol 
to  ascertain  to  what  extent  there  exists  research  material  which  ii  i 
danger  of  being  lost  or  scattered^  and  to  take  steps  to  safegaard 
preserve  sach  material. 

6.  To  negotiate  with  the  American  Library  Association  in  order  to  eat^ 
lish  some  arrangement  bj  which  significant  foreign  and  domestic  mtr 
terials^  such  as  statistical  publications  of  goyemments  and  munidpil- 
ities  and  fugitive  material  of  interest  to  members  of  the  Association 
might  be  collected  and  stored  in  a  few  strategic  centers^  due  attentki 
being  paid  to  already  existing  collections  and  the  possibility  of  nuk- 
ing these  collections  more  effective  and  complete. 

7.  To  encourage  local  and  regional  meetings  of  economists  similar  ti 
to  those  now  carried  on  by  the  local  branches  of  the  American  Stt* 
tistical  Association  and,  if  possible^  to  see  to  it  that  these  local  aai 
regional  groups  are  visited  occasionally  by  a  member  of  this  cob- 
mittee^  by  a  representative  of  the  Social  Science  Research  Council,  or 
by  any  other  representative  of  the  American  Economic  AssociatnOi 

It  is  of  course  realized  that  a  committee  charged  with  such  a  progran 
cannot  carry  on  without  adequate  secretarial  help  and  without  suffidesl 
funds  to  meet  the  expenses  incident  to  its  activity.  It  is  hoped,  and  there 
seems  sufficient  reason  for  such  hope,  that  funds  can  be  obtained  either 
through  or  from  the  Social  Science  Research  Council  or  other  agendei  is 
addition  to  those  collected  from  dues  paid  by  the  members  of  the  Associa- 
tion. The  setting  up  of  such  a  committee  and  the  range  of  its  activitief 
brings  the  American  Economic  Association  in  line  with  the  activities  of  other 
scientific  societies  who  are  realizing  that  they  have  a  responsibUity  towards 
those  areas  and  towards  those  members  who  are  barred  from  making  their 
contribution  to  science  because  of  the  difficulties  of  time  and  resources  under 
which  they  are  laboring. 

It  is  further  recommended  that  the  American  Economic  Review  carry  in 
its  columns  notices  of  meetings  of  these  local  groups  and  that  a  place  be 
kept  on  the  program  of  the  annual  meetings  for  the  discussion  of  probleoi 
of  research  and  its  stimulation. 

Respectfully  submitted, 

E.  L.  BOOART 

F.  S.  Dkiblkr 
Meredith  B.  Giteni 

H.  A.  MiLLIB 
A.  B.  WOLFB 

Max  S.  Handmajt 
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Nwmhen  starred  are  $old  only  with  the  set*;  the  supply  of  those  double  starred  is 
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Volume  I,  1880 

Price  in  paper 
1.     Report  of  Organisation  of  the  American  Economic  Association.  Pp.  46.  9  •^O 

8-11.    **  Relation  of  the  Modem  Municipality  to  the  Gas  Supply.  By  E.  J.  James. 

Pp.  66.  .75 

4.    Co-operation  irt  a  Western  City.  By  Albert  Shaw.  Pp.  106.  .75 

6.    ••  Co-operation  in  New  England.  By  E.  W.  Bemis.  Pp.  186.  .75 

6.    **  Relation  of  the  State  to  Industrial  AcUon.  By  H.  C.  Adams.  Pp.  85.  .75 

Volume  II,  1887 

1.  Three  Phases  of  Co-operation  in  the  West.  By  Amos  G.  Warner.  Pp.  119.        .75 

2.  Historical  Sketch  of  the  Finances  of  Pennsylvania.  By  T.  K.  Worthington.  Pp. 

106.  .75 

8.    The  Railway  Question.  By  Edmund  J.  James.  Pp.  68.  .75 

4.  Early  History  of  the  English  Woolen  Industry.  By  W.  J.  Ashley.  Pp.  85.  .75 

5.  **  Mediseval  Guilds  of  England.  By  E.  R.  A.  Seligman.  Pp.  118.  .75 

6.  Relation  of  Modem  Municipalities  to  Quasi-Public  Works.  By  H.  C.  Adams 

and  others.  Pp.  87.  .75 

Volume  III,  1888 

1.  Statistics  in  College,  by  C.  D.  Wright;  Sociology  and  Political  Economy,  F.  H. 

Giddings;  The  Legal-Tender  Decisions,  by  E.  J.  James.  Pp.  80.  .75 

2.  Capital  and  Its  Eamings.  By  John  B.  Clark.  Pp.  69.  .75 
8.    The  Manual  Laboring  Class,  by  F.  A.  Walker;  Mine  Labor  in  the  Hocking 

Valley,  by  E.  W.  Bemis;  Report  of  the  Second  Annual  Meeting.  Pp. 

86.  .75 

4-5    ^*  Statistics  and  Economics.  By  Richmond  Mayo-Smith.  Pp.  127.  1.00 

6.    Tbe  Stability  of  Prices.  By  Shnon  N.  Patten.  Pp.  64.  .75 
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Volmne  IV,  1889 
1.    ContrlbutioiiB  to  the  Wages  Qoestiont  The  Theory  of  Wam»  bj  Stuat  Wood| 

Po08ibUit7  of  a  Sdcntiflc  Law  of  Wages,  by  J.  B.  Oaric  Pp.  8t.  I.H 

9.    Socialism  in  England.  By  Sidney  Webb.  Pp.  78.  .H 

8.    Road  Legislation  for  the  American  State.  Bv  J.  W.  Jenks.  Pp.  88.  .fl 

4.  Third  Annual  Meeting!  Report  of  the  Proceedings.  Pp.  1S8.  .H 
6.    ••  Malthus  and  Ricardo,  by  S.  N.  Patten;  The  Study  of  SUtistlcs,  1^  D.  R. 

Dewey;  AnalysU  in  Political  Economy,  by  W.  W.  FdwdL  Pp.  68.  .« 

6.    An  Honest  Dollar.  By  E.  Benjamin  Andrews.  Pp.  00.  M 

Volume  V,  1880 

1.  The  Industrial  Transition  in  Japan.  By  Yeijiro  One.  Pp.  12S.  \M 

2.  Two  Essays  on  Child-Labor.  By  W.  F.  Willoughby  and  Clare  de  Graten- 

ried.  Pp.  IffO.  .n 

8-4.    Papers  on  the  Canal  Question.  By  E.  J.  James  and  L.  M.  Haiq>t  Pp.  88.  LN 

5.  History  of  the  New  York  Property  Tax.  By  J.  C.  Schwab.  Pp.  108.  UO 

6.  Educational  Value  of  Political  Economy.  By  S.  N.  Patten.  Pp.  86.  .Yl 

Volume  VI,  1891 

1-8.    Fourth  Annual  Meeting:  Reports,  Papers,  Discussions.  LM 

8.    Government  Forestry.  Papers  by  Pinchot,  Bowers,  and  Femow.  Pp.  108.  .H 

4^,    Municipal  Ownership  of  Gas  in  the  U.S.  By  E.  W.  Bemis.  Pp.  186.  ]M 

6.    State  Railroad  Commissions.  By  F.  C  Clark.  Pp.  110.  .Vi 

Volume  VII,  1892 
1.    ••  The  SUver  Situation  in  the  United  States.  By  F.  W.  Taussig.  Pp.  lia 
2-8.    **  Shifting  and  Incidence  of  Taxation.  By  E.  R.  A.  Sellgman.  Pp.  4M  (Re- 
vised). tiN 
4-6.    Sinking  Funds.  By  Edward  A.  Ross.  Pp.  106.  LOO 
6.    The  Reciprocity  Treaty  with  Canada  of  1864.  By  F.  E.  Haynes.  Pp.  70.  .Tl 

Volume  VIII,  1898 

1.    Fifth  Annual  Meeting:  Report  of  the  Proceedings.  Pp.  180.  .Tl 

2-8.    Housing  of  the  Poor  in  American  Cities.  By  M.  T.  Reynolds.  Pp.  188.  100 

^4i.    Public  Assistance  of  the  Poor  in  France.  By  £.  G.  BaldL  Pp.  180.  LOO 

6.    First  SUges  of  the  Tariff  Policy  of  the  U.S.  By  William  HilL  Pp.  168.  LOO 

Volume  IX,  1894 
Sixth  Annual  Meeting:  Handbook  and  Report  Pp.  78.  JO 

1-2.    **  Progressive  Taxation  in  Theory  and  Practice.  By  Edwin  R.  A.  Sellg- 
man. Pp.  222.  (See  1908,  No.  4.) 
8.    The  Theory  of  Transportation.  By  C  H.  Cooley.  Pp.  148.  .Tl 

4.    Sir  William  Petty.  By  WUson  Uoyd  Bevan.  Pp.  102.  .Tl 

(i^.    Papers  on  Labor  Problems.  By  J.  B.  Clark,  C  D.  Wright,  D.  R.  Dewej,  A. 

T.  Hadley,  and  J.  G.  Brooks.  Pp.  94.  .Tl 

Volume  X,  1896 
Seventh  Annual  Meeting:  Handbook  and  Report  Pp.  188.  JO 

1-8.    The  Canadian  Banking  System,  1817-1890.  By  R.  M.  Breckenridge.  Pp.  478.    IJO 
4.    Poor  Laws  of  Massachusetts  and  New  York.  By  John  Cummings.  Pp.  186.  .71 

0^.    Letters  of  Ricardo  to  McCulloch,  1816-1888.  Edited  by  J.  H.  HoUander. 

Pp.  204.  (In  eloth,  only.)  LTI 

Volume  XI,  1896 
1-8.    **  Race  Traits  and  Tendencies  of  the  American  Negro.  By  F.  tt.  Hoffknan. 

Pp.880.  IM 

4.    Appreciation  and  Interest  By  Irving  Fisher.  Pp.  110.  .Tl 

*Gaieral  Index  to  Volumes  I-XI  (1886-1896.)  H 
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ECONOMIC  STUDIES 
Pfiee  of  ik^  Be<momie  8tudi$$  fgJO  p§r  vohms  In  pap§r. 

Volume  1, 1896 
Eighth  Annual  Meeting:  Handbook  and  Report  Pp.  178.  9  M 

.    The  Theory  of  Econonuc  Progress,  by  J.  B.  Clark;  The  Relation  of  Changes 

In  the  Volume  of  the  Currency  to  Prosperity,  by  F.  A.  Walker.  Pp. 

48.  .80 

.    The  Adjustment  of  Wages  to  Eflkdency.  Three  Papers t  Gain  Sharing^  by 

H.  R.  Towne;  The  Premium  Plui,  by  F.  A.  Halsey;  A  Piece-Rate  System, 

by  F.  W.  Taylor.  Pp.  88.  .80 

L    **  The  Populist  Movement  By  Frank  L.  McVey.  Pp.  81.  .80 

i.   The  Present  Monetary  Situation.  By  W.  Lexis;  translated  by  John  Cum- 

mings.  Pp.  78.  M 

(-«.    The  Street  RaUway  Problem  In  Qerdand.  By  W.  R.  Hopkins.  Pp.  94.         .78 

Volume  II,  1897 
Ninth  Annual  Meeting:  Handbook  and  Report  Pp.  188.  .80 

1.   Economics  and  Jurisprudence.  By  Henry  C  Adams.  Pp.  48.  .80 

i  The  Saloon  Question  In  Chicago.  By  John  E.  George.  F^.  88.  M 

t  The  General  Property  Tax  in  California.  By  C  C.  Plehn.  Pp.  88.  .80 

i  Area  and  Population  of  the  United  States  at  the  Eleventh  Census.  By  W.  F. 

WiUcoz.  Pp.  80.  .80 

&   A  Discussion  Concerning  the  Currencies  of  the  Britldi  Plantations  In  Ameri- 
ca, etc  By  William  Douglass.  Edited  by  C.  J.  BuUodc  Pp.  888.  .80 
1   Density  and  Distribution  of  Population  In  the  United  States  at  the  Eleventh 

Census.  By  W.  F.  Wlllcox.  Pp.  79.  .80 

Volume  III,  1898 
Tenth  Annual  Meeting:  Handbook  and  Report  Pp.  188.  .80 
.  Government  by  Injunction.  By  William  H.  Dunbar.  Pp.  44.  .80 
.  Economic  Aspects  of  RaUroad  Receiversliips.  By  H.  H.  Swain.  Pp.  118.  .80 
.  The  Ohio  Tax  Inquisitor  Law.  By  T.  N.  Camer.  Pp.  80.  .80 
.  The  American  Federation  of  Labor.  By  Morton  A.  Aldrlch.  Pp.  84.  .80 
.  Housing  of  the  Working  People  In  YonJcers.  By  E.  L.  Bogart  Pp.  88.  .80 
.  The  State  Purchase  of  Rallwajrs  In  Switxerland.  By  Horace  Michelle;  trans- 
lated by  John  Cummlngs.  Pp.  78.  JiO 

Volume  IV,  1899 

Eleventh  Annual  Meeting:  Handbook  and  Report  Pp.  186.  .80 
.    I.  Economics  and  Politics.  By  A.  T.  Hadley.  II.  Report  on  Currency  Reform. 

III.  Report  on  the  Twelfth  Census.  Pp.  70.  .80 

.    Personal  Competition.  By  Charles  H.  Cooley.  Pp.  104.  .00 

.    Economics  as  a  School  Study.  By  F.  R.  Clow.  Pp.  78.  .80 

-8.    The  English  Income  Tax.  By  J.  A.  Hill.  Pp.  168.  1.00 
.    Effects  of  Recent  Changes  In  Monetary  Standards  upon  the  Distribution  of 

Wealth.  By  F.  S.  Kinder.  Pp.  91.  .80 


NEW  SERIES 
**The  Cotton  Industry.  By  M.  B.  Hammond.  Pp.  888.  91.80 

Scope  and  Method  of  the  Twelfth  Census.  Critical  discussion  by  over  twenty 

statistical  experts.  Pp.  888.  8.00 
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THIRD  SERIES 

Nor— D«fif^  1896-1899  the  Aaoeiation  %$iusd  U$  ^UeaUom  im  tmo  9^ri§$,  vk, 
ths  bimonthly  EcononUe  Studies,  and  the  "New  Seriet"  of  larger  monofrofhe  frimUi 
at  irregular  intervals.  In  1900  it  reverted  to  the  policy  of  issuing  its  monographs,  nsm 
called  the  "Third  Series"  of  the  publications  at  qtMrterly  intervals. 

Price  per  volume  f4,00. 

Volume  I,  1900 

1.  Twelfth  Annual  Meeting:  Papers  on  Economic  Theory  and  Political  Morality; 

Trusts;  Railroad  Problems;  Public  Finance;  Consumers'  League; 
Twelfth  Census.  Pp.  186.  $1.00 

2.  The  End  of  Villeinage  in  England.  By  T.  W.  Page.  Pp.  99.  1.00 
8.  Essays  in  Colonial  Finance.  By  Members  of  the  Association.  Pp.  808.  liO 
i.    Currency  and  Banking  in  the  Province  of  Massachusetts  Bay.  By  A.  McF. 

Davis.  Part  1 :  Currency.  Pp.  464  H- 19  photogravure  plates.  LfS 

Volume  II,  1901 

I.  ••Thirteenth  Annual  Meeting:  Papers  on  Competition;  Commercial  Educa- 
tion; Economic  Theory;  Taxation  of  Quasi-public  Corporations;  Munic- 
ipal Accounts.  Pp.  800.  lii 

8.    Currency  and  Banking.  By  A.  McF.  Davis.  Part  II:  Banking.  Pp.  841  +  18 

photogravure  plates.  L7i 

8.    Theory  of  Value  before  Adam  Smith.  By  Hannah  R.  SewalL  Pp.  182.  1.00 

4.    Administration  of  City  Finances  in  the  U.S.  By  F.  R.  Clow.  Pp.  144.  1J» 

Volume  III,  1902 

1.  Fourteenth   Annual   Meeting:   Papers   on    International  Trade;    Industrial 

Policy;  Public  Finance;  Protective  Tarlflf;  Negro  Problem;  Arbitration 
of  Labor  Disputes  in  Coal  Mining  Industry;  Porto  Rican  Finance;  Eco- 
nomic Hlstoiy.  Pp.  400.  liO 

2.  ••The  Negro  in  Africa  and  America.  By  Joseph  A.  TUlingfaast  Pp.  240.  liS 
8.  Taxation  in  New  Hampshire.  Bv  M.  H.  Robhison.  Pp.  282.  ISi 
4.    ••Rent  in  Modem  Economic  Theory.  By  Alvin  S.  Johnson.  Pp.  186.  J9 

Volume  IV,  1908 

1.  Fifteenth  Annual  Meeting:  Papers  and  Discussions  on  Economics  and  Social 

Progress ;  Trade  Unions  and  the  Open  Shop ;  Railway  Regulation ;  Theory 
of  Wages;  Theory  of  Rent;  Oriental  Currency  Problem.  Pp.  298.  ISi 

2.  Ethnic  Factors  in  the  Population  of  Boston.  By  F.  A.  Bushee.  F^.  171.  1.00 
8.    History  of  Contract  Labor  in  the  Hawaiian  Islands.  By  Katherine  Coman. 

Pp.  74.  .W 

4.    ••The  Income  Tax  in  the  Commonwealth  of  the  United  States.  By  Delos  O. 

Kinsman.  Pp.  184.  1.00 

Volume  V,  1904 
Sixteenth  Annual  Meeting.  Papers  and  Proceedings  published  in  two  parts. 

1.  Part  I — Papers  and  Discussions  on  Southern  Agricultural  and  Industrial 

Problems;  Social  Aspects  of  Economic  Law;  iUlations  Between  Rent  and 
Interest  Pp.  240.  1.00 

2.  Part  II — Papers  and  Discussions  on  The  Management  of  the  Surplus  Re- 

serve; Theory  of  Loan  Credit  in  Relation  to  Corporation  Economics; 
State  Taxation  of  Interstate  Commerce;  Trusts;  Theory  of  Social  Caus- 
ation. 1.00 

8.    Monopolistic  Combinations  hi  the  German  Coal  Industry.  By  Francis  Walker. 

Pp.  840.  116 

4    ••The  Influence  of  Farm  Machinery  on  Production  and  Labor.  By  Hadley 

Winfleld  Quaintance.  Pp.  110.  .75 

Volume  VI,  1905 
Seventeenth   Annual   Meeting.   Papers   and   Proceedings  published   In   two 
parts. 
I.    Part  I— Papers  and  Discussions  on  the  Doctrine  of  Free  Trade;  Theory  of 

Prices;  Theory  of  Money;  Open  Shop  or  Closed  Shop.  Pp.  226.  1.00 
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art  II — Papers  and  Diseussloiis  on  GoTemment  Interference  with  Indus- 
trial Combinations;  Regulation  of  Railway  Rates;  Taxation  of  Rail- 
ways; Preferential  Tariffs  and  Reciprocity;  Indosure  Movement;  Eco- 
nomic History  of  the  United  SUtes.  Pp.  270.  <1.00 
^The  History  and  Theory  of  Shipping  Subsidies.  By  R.  Medcer.  Pp.  880.        1.00 
actory  LeglslaUon  in  the  State  of  New  Yoric.  By  F.  R.  Fairchild.  Pp.  818.         1.00 

Volume  VII,  1006 
ighteenth  Annual  Meeting:  Papers  and  Discussions  on  Tlie  Love  of  Wealth 
and  the  Public  Service;  Theory  of  Distribution;  Government  Regulation 
of  Railway  Rates;  Municipal  Ownership;  Labor  Disputes;  The  Eco- 
nomic Future  of  tlie  Neffro.  Pp.  825.  1.00 
Ailroad  Rate  Control.  By  H.  S.  Smalley.  Pp.  147.                                             1.00 
n  Collective  Phenomena  and  the  Scientific  Value  of  Statistical  Data.  By 

E.  G.  F.  Gryzanovsld.  Pp.  48.  .75 

[andboolc  of  the  Association,  1906.  Pp.  48.  J26 

he  Taxation  of  the  Gross  Receipts  of  Railways  in  Wisconsin.  By  G.  E. 
Snider.  Pp.  188.  1.00 

Volume  VIII,  1907 
ineteenth  Annual  Meeting:  Papers  and  Discussions  on  Modem  Standards 
of  Business  Honor;  Wages  as  Determined  by  Arbitration;  Conunercial 
Education;  Money  and  Banlcing;  Western  Civilisation  and  Birth  Rate; 
Economic  History;  Government  Regulation  of  Insurance;  Trusts  and 
Tariff;  Child  Labor.  Pp.  868.  1.00 

[istorical  Slcetch  of  the  Finances  and  Financial  Policy  of  Massachusetts  from 

1780  to  1905.  By  C.  J.  BuUodc.  Pp.  144.  1.00 

[andbook  of  the  Association,  1907.  Pp.  50.  .85 

he  Labor  Legislation  of  Connecticut.  By  Alba  M.  Edwards.  Pp.  882.  1.00 

he  Growth  of  Large  Fortunes.  By  G.  P.  Watldns.  Pp.  170.  1.00 

Volume  IX,  1908 
andboolc  of  the  Association,  1908.  Pp.  49.  .25 

wentieth  Annual  Meeting:  Papers  and  Discussions  on  Principles  of  Govern- 
ment Control  of  Business;  Are  Savings  Income;  Agricultural  Economics; 
Money  and  Banking;  Agreements  in  Political  Economy;  Labor  Legis- 
lation; Relation  of  the  Federal  Treasury  to  the  Money  Market;  Public 
Service  Commissions.  Pp.  811.  1.25 

fiicago  Traction.  By  R.  E.  Heilman.  Pp.  181.  1.00 

actory  Legislation 'of  Rhode  Island.  By  J.  K.  Towlcs.  Pp.  119.  1.00 

^Progressive  Taxation  hi  Theory  and  Practice.  Revised  Edition.  By  E.  R.  A. 
Seligman.  Pp.  834.  1.25 

Volume  X,  1909 
wenty-flrst  Annual  Meeting:  Papers  and  Discussions  on  The  Making  of 
Economic  Literature;  Collective  Bargaining;  Round  Table  on  Account- 
ing; Labor  Legislation;  Employers'  Liability;  Canadian  Industrial-Dis- 
putes Act;  Modem  Industry  and  Family  Life;  Agricultural  Economics; 
Transportation;  Revision  of  the  Tariff;  A  Centr^  Bank;  The  National 
Monetary  Commission;  Capitalisation  of  Public  Service  Corporations  in 
Massachusetts.  Pp.  432.  1.50 

andbook  of  the  Association,  1909.  Pp.  59.  .25 

The  Printers.  By  George  E.  Barnett.  Pp.  879.  1^ 

ife  Insurance  Reform  in  New  York.  By  W.  H.  Price.  Pp.  95.  ,75 

Volume  XI,  1910 
irenty-sccond  Annual  Meeting:  Papers  and  Discussions  on  History  of  the 
Association;  Observation  in  Economics;  Economic  Dynamics;  Theory 
of  Wages;  Country  Life;  Valuation  of  Public  Service  Corporations; 
Trusts;  Taxation.  Pp.  886.  1.50 

Handbook  of  the  Association,  1910.  Pp.  79.  .25 

le  Child  Labor  Policy  of  New  Jersey.  By  A.  S.  Field.  Pp.  229.  1.25 

le  American  Silk  Industry  and  the  Tariff.  By  F.  R.  Mason.  Pp.  178.  1.00 
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THE  ECONOMIC  BULLETIN 

Published  quarterly  in  1908,  1909,  and  1910,  and  containing  persoDal  notes,  sa 
of  the  economic  world,  annoonoements  of  special  lines  of  investigation,  and  a  dM^ 
fled  and  annotated  bibliography  of  the  current  books  and  articles  on  ecopomic  id 
jccts.  ^ 

Volume      I,  1908.    Four  numbers.  98XX);  eadi  J 

Volume    II,  1909.    Four  numbers.  98XX);  eadi  J 

Volume  III,  1910.    Four  numbers.  98XX);  eadi  J 


FOURTH  SERIES 
Subteriptioiu  by  fum'fnemb0rs,  Ubrariet,  0te.,  fSjOO  a 

Volume  I,  1911  , 

The  American  Economic  Review,  **Mardi,  June,  September,  and  December; 

each.  HI 
Twenty-third  Annual  Meetingt  Papers  and  Discussions  on  the  Siniflcanoe  of 
a  Comprehensive  System  of  Education;  Money  and  Prices;  The  Ricardo 
Centenary;  Accounting;  Canals  and  Railways;  Population  and  Immi- 
gration; Labor  Legislation;  Taxation;  A  Definition  of  Sodalism;  Com- 
petition in  the  Fur  Trade.  Pp.  888.  14 
•^Handbook  of  the  Association,  1911.  M 

Volume  II,  1912 

The  American  Economic  Review,  March,  June,  September,  and  December; 

eachbUl 

Supplement — ^Twenty- fourth  Annual  Meeting: 

Papers  and  Proceedings.  The  Economic  Utilisation  of  History;  Tariff 
Legislation;  The  Federal  Budget;  Rural  Conditions;  Selection  of  Popu- 
lation by  Migration;  The  Price  Concept;  An  International  Commisnon 
on  the  Cost  of  Living;  Industrial  EiBdency.  Pp.  146.  IM 

Volume  III,  1918 
The  American  Economic  Review,  March,  June,  **September,  and  ^'December; 

eadi  18 
Supplement— Twenty-fifth  Annual  Meetingt 

Papers  and  Proceedings.  Population  or  Prosperity;  The  Rising  Cost  of 
Living— Standardising  the  Dollar;  Banking  Reform;  llieories  of  Distri- 
bution; Farm  Management;  Governmental  Price  Regulation.  Pp.  166.       18 
Supplement — Handbook  of  the  Association,  1918.  M 

Volume  rV,  1914 
The  American  Economic  Review,  March,  June,  September,  and  December; 

eadi,Ui 
Supplement — ^Twenty-sixth  Annual  Meetingt 

Papers  and  Proceedings.  The  Incrraslng  Governmental  Control  of  Eco- 
nomic Life;  The  Control  of  Public  Utilities;  Raflroad  Rate  Makings 
Ssmdlcalism;  Trust  Decisions  and  Business.  Pp.  211.  Ui 

Supplement — Handbook  of  the  Assodatlon,  1914.  -^ 

Volume  V,  1916 
The  American  Economic  Review,  March,  June,  September,  and  ^'December; 

eadi,L> 
Supplement— Twenty-seventh  Annual  Meeting: 

Papers  and  Proceedings.  Economics  and  the  Law;  Regulation  of  the 
Stock  Exchanges;  Market  Distribution;  SUtistical  Work  of  the  United 
States  Government;  Relation  of  Education  to  Industrial  Eflldenq^;  The 
Effect  of  Income  and  Inheritance  Taxes  on  the  Distrfbntkm  of  wealth; 
Public  Regulation  of  Wages.  U 
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Volinne  VI*  IMd 

Amerioui  Bcononilc  ReWew^  **H«tc1i,  **Jiine»  September,  and  **Deceiiiberi 

each,  91 J6 

opplement— Twenty-eighth  Annual  Meetlngi 

Papers  and  Proeeedinga.  The  Apportionment  of  RepresentatiTesi  Bifeet 
of  the  War  on  Foreign  Trade;  Budget  Makinff  and  the  Increased  Cost 
of  Government {  Economic  Costs  of  War;  Economic  Theorising  and 
Scientific  Progress;  The  Rde  of  Money  hi  Economic  Theory;  Price 
Maintenance;  Investment  of  Foreign  Capital  Pp.  848.  IM 

plement — Handboolc  of  the  Association,  1916.  .75 

Volvme  VII,  1917 

American  Economic  Review,  March,  June,  September,  and  December; 

each,  1.25 

plement. — ^Twenty-ninth  Annual  Meeting  t 

Papers  and  Proceedhigs.  The  Naaonal  Pohit  of  View  hi  Economics; 
Landed  Property;  Two  Dimensions  of  Economic  Productivity;  Some 
Social  Surveys  in  Iowa;  The  Land  Problem  and  Rural  Wdfare;  The 
Federal  Farm  Loan  Act;  Statistics  of  the  Concentration  of  Wealth; 
Gold  Supply  at  the  Close  of  the  War;  Loans  and  Taxes  in  War  Finance; 
Problems  of  Population  after  the  War;  Some  Phases  of  the  Mhiimum 
Wage.  Pp.  275.  IM 

plement—Indez  to  the  Publications,  1886-1910.  .85 

Volume  VIII,  1918 

!  American  Economic  Review,  Mardi,  June,  September,  and  **Decemher; 

each,  1.25 

plement. — ^Thirtieth  Annual  Meetingi 

Papers  and  Proceedings.  Economic  Reconstruction;  Federal  Taxes  upon 
Income  and  Exctos  Profits;  Land  Utilisation  and  Colonisation;  Federal 
Valuation  of  Railroads;  Co-ordination  of  Emplo3rment  Bureaus;  Control 
of  the  Acquisition  of  Wealth;  Motives  hi  Economic  Life;  Price-Fixing; 
Problems  of  Governmental  Efficiency;  Economic  Alliances  and  Tarifl'  Ad- 
justments. Pp.  817.  1^ 
Volume  IX,  1919 

American  Economic  Review,  **Mardi,  June,  September,  and  December; 

eadi,  1.25 
upplement — ^Thirty-first  Annual  Meeting! 

Papers  and  Proceedings.  Economists  in  Public  Service;  Interest  on  In- 
vestment a  Manufacturing  Cost  Factor;  Control  of  Marketing  Methods 
and  Costs;  War  and  the  Supply  of  Capital;  War  and  the  Rate  of  In- 
terest; Index  of  the  Cost  of  Living;  Securing  the  Initiative  of  the  Worlc- 
man;  A  Legal  Dismissal  Wage;  After-War  Gold  Policies;  Foreign  Ex- 
change; Stabilisingthe  Dollar;  Tenancy  of  Landed  Property;  Price- 
Fixing;  Economic  Theory  in  an  Era  of  Readjustment;  Psychology  and 
Economics;  The  Open  Door  and  Colonial  PoUcy;  Reports  of  Commit- 
tees on  Foreign  Trade  and  Purchasing  Power  of  Money.  Pp.  868.  1.25 
tipplement  No.  2. — Report  of  the  Committee  on  War  Finance.  Pp.  142.  M 
plement  No.  8.^Handbook  of  the  Association,  1919.                                              .75 

Volume  X,  1920 

American  Economic  Review,  ^March,  June,  September,  and  December; 

each,lJ5 

ipplement — ^Thirty-second  Annual  Meeting t 

Papers  and  Proceedings.  Excess  Profits  Taxation;  Germany's  Repara- 
tion Payments;  International  Supervision  over  Foreign  Investments; 
Results  of  a  Balanced  Industrial  System;  Employee's  Representation  in 
Management  of  Industry;  Prices  and  reconstruction;  Banking  Policy  and 
Prices;  Large-Scale  Marketing;  Reports  of  Committees  on  Foreign 
Trade,  Co-ordination  in  Taxation,  Census  Advisory  Committee.  Pp.  278.  1.25 

plement  Na  2.~Taxation  of  Excess  Profits  hi  Great  Britahi.  Pp.  244.  2.50 
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Volnme  XI,  1981 
The  American  Economic  Review,  March,  Jmie,  September,  and  Deeendier; 

eadwWl 
Supplement — ^Thirtv-third  Annual  Meeting: 

Papers  and  Proceedings.  The  Railroad  Situation;  Our  Poreign  Tnde 
Balance;  Problems  of  the  Bituminous  Coal  Industry;  Traditional  Eco- 
nomic Theory;  Non-Euclidean  Economics;  Federal  Taxation  of  Proflti 
and  Income;  Teaching  of  Elementary  Economics.  Pp.  194.  U 

Supplement  No.  8. — Karelsen  Priie  Essays,  on  What  Can  a  Man  Afford?  Pp. 
118.  li 

Volume  XII,  1988 
The  American  Economic  Review,  March,  June,  September,  and  December; 

eadipU 
Supplement — ^Thirty- fourth  Annual  Meeting: 

Papers  and  Proceedings.  Business  Cycles;  American  Trade  Unkmism; 
The  Railroads;  Workmen's  Compensation;  Federation  in  Ccntni 
America;  Teaching  of  Elementary  Economics;  The  Chain  Store  Groeer; 
Economics  and  Ethics.  Pp.  194.  li 

Supplement  No.  8. — Handbook  of  the  Association,  1988.  li 

Volume  XIII,  1988  ^ 

The  American  Economic  Review,  March,  June,  September,  and  December;  j 

Supplement — ^Thirty-fifth  Annual  Meeting: 

Papers  and  Proceedings.  Trend  of  Prices;  Trend  of  Rate  of  Interest 
and  Investment;  Outiook  for  Wages  and  Employment;  Overiiead  Costs; 
Commercial  Rent  and  Profits;  Labor  Turnover;  Factors  in  Wage  De- 
terminations; Income  of  Farmers;  Larse-Scale  Production  and  Mer- 
chandising; Marketing  Farm  Products;  Bureaus  of  Business  ReseardL 
Pp.898.  U 

Volume  XIV,  1984 

The  American  Economic  Review,  **March,  **June,  September,  and  December; 

eadvLl 

Supplement — ^Thirtv-sixth  Annual  Meeting: 

Papers  and  Proceedings.  International  Trade  and  Commercial  PoUcjr; 
Railroad  Consolidation;  Economic  Theory;  Transportation;  American 
Foreign  Trade;  Marketing.  Pp.  198.  U 

Supplement  No.  8. — Handbook  of  the  Association,  1984.  U 

Volume  XV,  1985 

The  American  Economic  Review,  March,  June,  September,  and  December; 

each.  1 J 

Supplement — ^Thirty-seventh  Annual  Meeting: 

Papers  and  Proceedings.  The  Economics  of  Advertising;  Problems  of 
Economic  Theory;  Transportation;  Marketing;  Giant  Power;  The  Teach- 
ing of  Business  and  Economics;  Business  Administration;  Mcmetary 
Stabilisation;  Foreisn  Service  Training;  Highway  Economics;  Psycho- 
logical Problems  of  Industry.  Pp.  165.  li 

Supplement  No.  8.— Babson  Prise  Essay,  on  Forecasting  the  Price  of  Hogs. 

Pp.  88.  10 

Volume  XVI,  1986 

The  American  Economic  Review,  March,  June,  September,  and  December; 

each,!  J 

Supplement — ^Thirty-eighth  Annual  Meeting: 

Papers  and  Proceedings.  Movement  of  Real  Wages;  Teaching  of  Eco- 
nomics; Consuming  Power  of  Labor  and  Business  Fluctuations;  Eco- 
nomic Problems  involved  hi  the  Payment  of  International  Debts;  Eco- 
nomics and  Geography;  Agriculture  in  our  National  Policy;  Tariff 
Making;  Trade  Associations;  Theory  of  Wages;  Reducing  the  Costs  of 
Marketing;  Topics  in  Economic  History;  Railway  Problems;  Land 
Economics;  Feaeral  Reserve  Policies.  Pp.  858.  w| 

Sopplement  No.  8.— Handbook  of  the  Association,  1986,  Ui 
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Volume  XVII,  1927 

The  American  Economic  Review,  March,  June,  September,  and  December; 

each,lJ6 

**SapplemcnL — Thirty-ninth  Annual  Meeting: 

Papers  and  Proceedings.  Economics  of  Prohibition;  Economic  History; 
Use  of  the  QuantitatiTe  Method  in  tlie  Study  of  Economic  Theory; 
Present  Day  Corporation  Problems;  American  Practices  Analagous  to 
Foreign  Controls  over  Raw  Materials;  Marketing;  Interest  Theory  and 
Price  Movements;  Problem  of  Effective  Public  Utility  Regulation;  Im- 
migration Restriction — Economic  Results  and  Prospects;  Family  Bud- 
gets; Motor  TransporUUon  hi  the  United  SUtes.  Pp.  81&  IM 

Supplement  No.  2.— Report  of  the  Dhiner  in  Honor  of  Professor  John  Bates 

Qark.  Pp.  18.  M 

Volume  XVIII,  1928 

The  American  Economic  Review,  March,  June,  September,  and  December; 

each,  1.25 

Supplement. — Fortieth  Annual  Meeting: 

Papers  and  Proceedings.  Land  Economics;  Marketing;  Present  Status 
and  Future  Prospects  of  Quantitative  Economics;  Post-War  Fluctua- 
tions of  Commodity  Prices;  Relationship  between  Departments  of  Eco- 
nomics and  Collegiate  Schools  of  Business;  Economic  History;  Shnpli- 
flcation  of  the  Federal  Income  Tax;  Economic  Significance  of  the  In- 
creased Efficiency  of  American  Industry;  An  Approach  to  the  Law  of 
Production  and  Its  Relation  to  the  Welfare  of  the  Wage-Earner; 
Meaning  of  Valuation;  Railroad  Valuation  with  Special  Reference  to 
the  CFaUon  Decision;  Interest  Rates  as  Factors  in  the  Business  Cyde; 
Should  the  Debt  Settlements  be  Revised;  An  Examination  of  the  Rea- 
sons for  Revision  of  the  Debt  Settlements.  Pp.  800.  1.25 

Supplement  No.  2.— Handbook  of  the  Association,  1928.  2.00 

Volume  XIX,  1929 
The  American  Economic  Review,  March,  June,  September,  and  December; 

each,  1.25 
Supplement — Forty-first  Annual  Meeting: 

Papers  and  Proceedings.  Market  Shifts,  Price  Movements,  and  Em- 

gloyment;  Some  Observations  on  Unemplojnment  Insurance;  Market- 
ig;  Land  Economics;  Law  and  Economics;  Price  Stabilization;  London 
and  the  Trade  Cycle;  Federal  Reserve  Policy  and  Brokers'  Loans; 
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F.  S.  Deiblee 
Secretary 


BOUND  TABLE  CONFEBENCES 

THE  BISE  OF  MONOPOLY  IN  THE  UNITED  STATES 
Abbott  Patson  Ushbr^  Chairman 

Chester  W.  Wright. — In  this  discussion  the  term  "trust"  is  used  in  the 
broad  sense  regardless  of  the  form  of  organization  adopted.  The  period  coy- 
ered  is  down  to  1898^  at  which  date  the  movement  is  greatly  accelerated  and 
new  aspects  develop^  so  that  the  conclusions  here  stated  relative  to  the  earlier 
movement  are  not  necessarily  applicable  to  that  of  subsequent  years. 

My  method  of  procedure  was  inductive  in  character.  I  first  made  a  list  of 
the  trusts  formed  within  the  period  and  then  attempted  to  analyze  their 
causes  for  growth  and  their  sources  of  power.  In  view  of  the  lack  of  adequate 
information  it  must  be  frankly  admitted  that  the  conclusions  arrived  at  on 
this  point  are  of  a  highly  impressionistic  character.  The  final  step  was  to  trace 
m  the  general  economic  development  of  the  United  States  the  changes  tending 
to  create  conditions  favorable  to  those  causes  of  growth  and  sources  of  power 
^bich  the  previous  analysis  had  indicated  as  most  important. 

By  a  cause  for  growth  I  mean  a  condition  or  influence  impelling  towards 
combination;  by  a  source  of  power^  a  factor  giving  a  combination  an  ad- 
vantage over  actual  or  potential  rivals  tending  to  build  up  and  to  maintain 
Ha  monopolistic  power.  The  same  factor  may  appear  in  both  categories ;  but 
this  is  not  always  the  case^  hence  the  differentiation. 

In  a  broad  sense  there  was  but  one  important  and  impelling  cause  for  the 
^owth  of  trusts — the  desire  for  greater  profits.  Other  motives^  such  as  the 
desire  for  personal  prestige  or  leadership^  were  relatively  insignificant.  There 
Ai'e  three  main  methods  by  which  profits  can  be  increased  through  forming  a 
tinst:  (1)  by  checking  the  abnormal  competition  that  is  reducing  profits  be- 
^ow  a  fair  return  obtainable  in  an  industry  on  the  average  under  normal  com- 
petition; (2)  by  reducing  costs  through  securing  any  advantages  of  large- 
scale  production  and  eliminating  wastes  of  competition;  (8)  by  raising  prices 
^oagh  trust  control  above  the  level  yielding  a  fair  return  so  as  to  secure  a 
Monopoly  profit.^  These  distinctions  are  difficult  to  apply  in  any  concrete  case^ 
since  they  merge  at  an  indeterminable  point;  yet  they  are  useful  for  our 
purposes. 

My  analysis  leads  to  the  conclusion — ^hardly  novel — that  by  far  the  strong- 
est impelling  motive  leading  to  the  formation  of  trusts  at  this  period  was 
the  desire  to  check  the  heavy  losses  of  potential  profits  resulting  from  an 
intensity  of  competition  which  at  times  threatened  ruin  to  whole  industries. 
The  hope  of  also  securing  a  monopoly  profit  was  doubtless  generally  present^ 
but  was  less  important  as  an  original  and  impelling  impetus  to  action.  Least 
influential  of  all  was  the  expectation  of  reducing  costs.  The  basis  for  my 
conclusions  can  only  be  smnmarized.  In  a  large  proportion  of  the  industries 
where  trusts  were  organized  we  have  evidence  of  extreme  competition  and 
in  most  cases  where  more  detailed  evidence  is  available  it  is  clear  that  the 

*  1  omit  the  motive  of  promoters'  profits  as  unimportant  before  1898. 
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main  concern  was  to  check  this  competition.  The  large  proportion  of  trosti 
formed  which  adopted  a  loose  type  of  organization^  such  as  the  pool^  rather 
than  the  consolidated  type^  indicates  that  reduction  of  costs  was  not  the 
dominant  objective.  The  pool's  chief  purpose  is  to  check  price  cutting,  and 
its  potentialities  for  reducing  costs^  though  varying  with  the  form  of  agiee- 
mentj  are  relatively  limited  and  largely  confined  to  reducing  certain  wastes 
of  competition.  Even  among  consolidations^  many  acquired  inefficient  plants 
and  clearly  relied  more  on  buying  out  competitors  or  killing  them  off  by 
resort  to  unfair  methods  of  competition  than  on  driving  them  out  by  lower 
prices  based  on  lower  costs. 

Far  more  important  than  the  motives  leading  to  the  formation  of  trusts 
are  the  sources  of  power  of  the  trusts  or  the  conditions  which  enabled  those 
desiring  to  form  a  trust  to  build  up  and  maintain  monopolistic  power;  for 
without  such  power  the  movement  would  have  slight  social  significance. 

As  a  source  of  power^  reduction  of  costs  through  obtaining  the  advantages 
of  large-scale  production  and  saving  the  wastes  of  competition  does  not  ap- 
pear to  have  been  of  marked  importance  in  most  cases  at  this  period.  The 
loose  type  of  organization  limited  such  potential  advantage  in  most  trusts. 
Among  consolidations^  while  the  savings  of  the  wastes  of  competition  would 
increase  up  to  the  point  of  absolute  monopoly^  this  point  was  rarely  attained; 
and  it  is  doubtful  if  there  were  half-a-dozen  instances — perhaps  none — where 
the  advantages  of  large-scale  production  continued  up  to  the  point  where 
one  concern  could  supply  the  whole  market.  Additional  evidence  is  found  in 
the  weakness  of  so  many  trusts  while  the  strength  of  others  can  best  be  ex- 
plained on  the  basis  of  their  possessing  other  sources  of  power.  It  should 
be  added^  however^  that  in  a  secondary  manner  the  growing  scale  of  pro- 
duction did  in  various  ways  further  the  growth  of  trusts. 

Among  the  other  sources  of  power — the  one  which  my  analysis  suggests 
as  by  far  the  most  important — was  the  use  of  so-called  "unfair"  methods  of 
competition^  especially  where  backed  by  large  resources.  It  was  not  only 
very  common  but^  even  when  combined  with  other  sources  of  power^  it  was 
usually  the  chief  element  of  strength.  Probably  next  in  rank  was  the  posses- 
sion of  patent  rights — of  fairly  frequent  occurrence,  though  seldom  the 
main  source  of  power.  Next  might  be  placed  control  of  a  natural  resource 
and  then  railroad  discriminations,  each  a  dominant  source  of  power  in  only 
a  few  cases.  Still  less  important  was  the  check  on  foreign  competition  pro- 
vided by  an  overprotective  tariff.  Finally  there  was  a  group  of  trusts  not  en- 
joying any  appreciable  and  special  source  of  power  other  than  a  common 
desire  to  act  together  to  check  competition. 

The  preceding  analysis  stresses  the  predominant  importance  of  the  grow- 
ing ferocity  of  competition.  The  underlying  economic  developments  chiefly 
responsible  for  this  are:  (1)  the  spread  of  the  railroad  system  combined  with 
the  rate-making  policies  of  the  period;  (2)  the  growing  scale  of  production. 
For  this  period,  at  least,  the  latter  has,  if  anything,  been  overemphaaixed  and 
the  former  too  generally  neglected. 

The  years  between  about  1850  and  1885  mark  the  period  during  which  the 
introduction  of  railroads  exerted  the  most  revolutionary  influences  upon  the 
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economic  order  in  this  country.  Except  for  the  Atlantic  coast  region  prac- 
tically the  whole  country  secured  the  main  outlines  of  its  railroad  system 
during  this  period.  In  the  seventies  came  the  ferocious  rate  wars^  rebating^ 
and  the  adoption  of  a  rate-making  policy  which  stressed  cutting  rates  to  get 
traffic.  Much  the  most  rapid  reduction  in  freight  rates  in  the  country's  history 
occnrred  between  about  1870  and  1885.  The  effects  of  these  two  developments 
on  the  intensification  of  competition  are  obvious. 

The  growing  scale  of  production  and  size  of  the  business  unit  were  chiefly 
based  on  technological  advance  introducing  machine  methods^  and  the  ex- 
pansion of  the  market.  Up  to  1850^  if  not  1860^  the  introduction  of  large- 
scale  factory  methods  of  production  had  proceeded  rather  slowly.  A  marked 
impetus  came  from  the  Civil  War.  Then  the  two  decades  from  1870  to  1890 
brought  the  most  rapid  rate  of  growth  in  manufacturing  the  country  has  ex- 
perienced since  census  figures  are  available.  The  growth  of  population  and 
per  capita  income  provided  a  growing  market^  expanded  geographically  by 
the  railroad  developments.  The  railroad  rate  policy  favoring  highly  competi- 
tive localities  stimulated  concentration  of  production.  But^  though  individual 
plants  were  growing  rapidly  in  size^  the  great  and  general  expansion  in  the 
sise  of  the  business  unit  came  after  1897.  I  would  suggest  as  a  tentative 
hypothesis  that  up  to  the  latter  eighties  the  domestic  market  for  goods  pro- 
duced in  most  localities  was  generally  expanding  more  rapidly  than  the  size 
of  the  business  unit^  but  that  thereafter  the  reverse  was  more  frequently 
the  case;  and  that  herein  lies  one  reason  for  the  accelerated  growth  and 
greater  strength  of  the  trusts  in  the  subsequent  period^  despite  the  increased 
effectiveness  of  governmental  opposition. 

Other  developments  of  minor  significance  can  be  briefly  listed.  The  over- 
development of  certain  industries  during  the  Civil  War  was  immediately 
responsible  for  several  of  the  early  pools.  The  downward  trend  in  the  gen- 
eral price  level  from  1866  to  1896  accentuated  the  severity  of  competition. 
The  acceptance  of  the  policy  of  high  protection  was  advantageous  for  some 
trusts.  The  great  activity  in  invention  Increased  the  number  of  cases  where 
patent  rights  were  a  source  of  more  or  less  power^  though  also  at  times 
tmdermining  a  source  of  power.  Until  declared  illegal  the  device  of  the  orig- 
inal trust  form  of  organization  was  a  facilitating  factor.  The  changes  in 
general  incorporation  laws  started  by  New  Jersey  in  1888  were  similar  so 
far  as  the  holding  company  is  concerned^  while  the  opportunities  thus  pro- 
vided for  promoters'  profits  were  only  significant  after  1897.  Until  then  the 
iominant  factor  underlying  the  trust  movement  was  a  combination  of  devel- 
opments tending  to  produce  in  the  last  quarter  of  the  nineteenth  century  a 
ferocity  of  competition  more  widespread  and  cutthroat  in  character  than  the 
i^orld  has  ever  witnessed  either  before  or  since. 

John  Isb. — Monopoly  has  plagued  mankind  for  some  thousands  of  years, 
[t  has  existed  in  various  forms  at  different  times^  and  in  many  forms  at  al- 
nost  all  times;  and  in  varying  degrees  has  oppressed  the  people  of  every 
ige. 

In  the  ancient  worlds  monopoly  dominated  the  economic  life  to  an  extraordi- 
lary  degree — state  monopolies^  and  occasional  privileged  monopolies^  usually 
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under  complete  domination  by  the  state.  The  Pharaohs  of  andent  Egypt,  lad 
the  Thinite  monarchy  as  well^  practically  owned  all  of  the  land  and  minei, 
exploited  the  mines  and  carried  on  at  least  some  of  the  trade^  as  state  monop- 
olies. The  Phoenicians^  too^  are  said  to  have  carried  on  their  trade  through 
royal  and  privileged  companies,  somewhat  as  the  English  and  French  dfid 
in  the  late  medieval  period. 

In  early  Greek  history,  we  find  a  very  different  situation.  Bugged  in- 
dividualists as  they  were,  the  Athenians  enjoyed  a  far  more  democratic  eco- 
nomic life,  than  the  other  earlier  states,  and  they  doubtless  suffered  far  km 
from  state  or  other  monopoly.  Large-scale  establishments  with  slaves  were 
a  rare  exception.  In  all  history  such  establishments  appear  to  a  conaideraUe 
extent  only  where  there  is  an  absolute  monopoly  of  the  branch  of  productioB 
concerned. 

The  market  places  in  early  Athens,  where  vegetables,  fruit,  cheese,  fish, 
poultry,  and  game  were  sold,  were  generally  simple  affairs,  and  monopolj 
was  probably  difficult  to  secure.  The  com  trade,  extremely  important  to  a 
people  dependent  on  imports,  was  regulated  very  closely.  There  were  special 
magistrates  in  the  control  of  the  market.  The  sitophylakes  saw  that  grain 
was  sold  at  current  prices,  that  miUers  sold  flour  and  bakers  bread  at  a  rate 
proportionate  to  this,  and  that  bread  had  a  standard  weight.  Death  was  tiie 
common  penalty  for  attempts  to  monopolize  the  market. 

In  the  early  history  of  Rome,  there  was  a  fairly  democratic  economic  o^ 
ganization,  in  spite  of  the  great  privileged  companies  engaged  in  mining; 
and  trade  was  reasonably  free.  Markets  were  held  in  the  city  every  nine 
days ;  and  the  trade  carried  on  with  neighboring  states  was  concentrated  in 
the  periodical  great  fairs.  In  the  later  Republic  there  was  a  growing  domina- 
tion of  economic  life  by  the  state.  Tenney  Frank  states  that  at  the  end  of 
the  Republic  "the  forces  that  worked  in  favor  of  large-scale  and  monopolii- 
tic  production  differed  but  little  from  those  of  a  similar  tendency  todaj." 

In  the  middle  ages,  as  before,  the  industrial  world  was  dominated  by 
privilege  and  monopoly;  but  that  privilege  and  monopoly  was  no  longer 
imposed  by  a  great  despotic  state,  but  usually  by  smaller  units.  Monasteries, 
lords,  and  military  orders  controlled  most  of  the  conamerce  and  indnstrj) 
and  almost  all  of  the  land;  and  craft  and  merchant  gilds  grew  up  whid 
limited  economic  freedom  still  further.  The  attention  given  to  engrossing, 
regrating,  and  forestalling  in  medieval  legislation  indicates  that  those  offenses 
must  have  been  rather  conmion. 

The  craft  gilds  took  a  considerable  toll  of  the  medieval  consomers'  dol- 
lar. As  Weber  says,  "Externally,  the  policy  of  the  gild  was  purely  monop- 
olistic." It  usually  undertook  the  policing  of  the  industry  in  matters  affect- 
ing the  craft,  and  so  controlled  the  technique  and  procedure;  it  tried  to 
achieve  compulsory  membership ;  and  in  many  places — conspicuously  in  Ge^ 
many — it  succeeded  in  establishing  a  gild  district;  that  is,  monopoly  in  a 
certain  territory. 

It  is  impossible  here  to  discuss  the  various  privileged  companies  of  the 
later  medieval  and  mercantilist  period.  In  France,  the  state  granted  a  great 
many  exclusive  privileges  to  private  domestic  enterprises;  in  England,  ac- 
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»rdiiig  to  Leyjj  there  was  scarcely  a  commodity  which  was  not  the  object 
of  a  monopoly.  Many  of  the  English  monopolies  were  held  by  joint  stock 
trading  companies^  controlling  trade  with  various  parts  of  the  world. 

The  first  colonies  in  America  were  planted  by  noble  proprietors  or  privi- 
leged companies;  but  from  the  first  the  colonists  were  generally  hostile 
to  monopolies^  and  granted  monopoly  privileges  only  where  the  public  utility 
aspects  of  the  situation  clearly  warranted  such  action.  Such  monopoly  as 
existed  in  the  early  history  of  this  country  was^  for  the  most  part^  of  a 
itrj  different  character — or  perhaps  it  should  be  termed  lack  of  competi- 
tion rather  than  monopoly. 

From  a  study  of  an  isolated  pioneer  community  in  central  Kansas^  I  was 
driven  to  the  conclusion  that  those  people  probably  suffered  more  from 
monopoly — or  from  lack  of  competition — than  is  generally  supposed.  In 
the  first  few  years  of  that  conomunity^  there  was  only  one  store  within 
a  radius  of  sixty  miles^  and  this  store  afforded  the  only  market  for  the  set- 
tiers'  products^  and  the  only  source  of  practically  all  goods  purchased. 
Ilie  proprietor  retired  with  a  fortune  in  about  ten  years.  When  the  railroad 
came>  a  town  sprang  up^  but  much  of  the  business  was  monopolized  as 
before.  The  first  bank  soon  failed — for  the  benefit  of  one  of  the  officers — 
mt  the  next  bank  had  a  near  monopoly  for  twenty  years^  lending  money  to 
armers  at  a  high  rate  of  interest^  and  discounting  lightning  rod  and  pack 
»eddler  notes  at  rates  even  higher^  in  addition  to  regular  banking  business, 
t  proved  highly  profitable.  The  grain  elevator  which  came  with  the  build- 
og  of  the  railroad  monopolized  the  grain  market  for  years^  and  one  cattle 
uyer  bought  most  of  the  cattle  that  were  shipped  out  of  town.  Farmers  occa- 
ionally  hauled  grain  twenty  miles^  or  even  more^  to  get  to  another  railroad^ 
nd  into  a  somewhat  competitive  market.  When  a  flour  mill  was  built^  it 
fforded  a  competitive  market  for  only  a  small  amount  of  grain^  and  for 
I  small  number  of  cattle  each  year.  When  the  first  lord  proprietor  of  the 
ommunity  retired^  a  lumber  yard  was  established^  at  which  the  farmers 
Kmght  lumber  for  their  new  houses  and  bams  at  such  monopoly  prices 
bat  the  lumberman  was  within  a  few  years  the  wealthiest  man  in  the  com- 
Qunity.  When  a  threat  of  competition  appeared^  he  built  a  second  yard  across 
he  street  to  preserve  his  control  of  the  market.  A  line  creamery  was  built 
nd  soon  there  was  complaint  of  falling  prices  paid  for  cream — with  what 
ustice  I  was  unable  to  learn.  In  retail  stores  there  was  competition^  but  of 
ourse  it  was  sluggish. 

Thus  we  see  that  for  most  of  our  present  forms  of  monopoly  we  have 
istorical  precedent — ^perhaps  running  back  to  antiquity.  We  have  no  fed- 
ral  fiscal  monopolies^  but  in  such  monopolies  as  the  steel  corporation^  and 
oubtless  other  capitalist  monopolies^  we  have  something  similar  to  the 
rivileged  monopolies  of  late  medieval  times — recognized^  if  not  definitely 
pproved^  by  the  state.  Labor  monopolies  have  much  that  was  common  to  the 
ilds  of  Greeks  Boman^  and  medieval  times.  Today  banking  and  finance  are 
ften  closely  associated  with  monopoly  just  as  in  Roman  and  medieval  times^ 
specially  in  medieval  Italy. 
It  is  Uie  thesis  of  this  paper  that  monopoly  is  a  very  old  disease;  that  it 
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has  flourished  in  different  forms  ahnost  everywhere  and  at  all  times.  Vazi- 
ous  considerations  indicate  that  monopoly  was  almost  always  a  very  heavy 
burden^  even  dovm  into  the  nineteenth  centary.  The  monopolies  that  ex- 
ploited the  people  a  generation  or  two  ago^  took  money  that  had  a  high 
marginal  utility.  We  are  so  rich — or  perhaps  I  should  say,  we  have  beea 
so  rich,  and  soon  will  be  so  again — ^that  we  can  afford  to  pay  monopoly  prices 
without  great  suffering.  This  is  doubtless  an  important  reason  for  the  extraor* 
dinary  apathy  of  the  people  toward  monopoly  during  the  past  decade  or  two. 

I  trust  that  nothing  in  this  paper  will  seem  to  suggest  a  policy  of  ignor- 
ing or  condoning  the  practices  of  the  great  capitalistic  combinations,  or  « 
let-up  in  our  efforts  to  get  them  under  control.  There  is  some  reason  to  believe 
that  it  may  be  easier  to  control  them  finally,  than  to  secure  relief  from  local 
monopoly  conditions  in  large  cities.  These  larger  concerns,  by  their  very 
size^  are  somewhat  in  the  open,  and  may  easily  be  made  more  so.  When  thej 
attain  a  considerable  element  of  monopoly  power,  they  will  lose  much  of 
the  vitality  that  competition  is  supposed  to  insure;  and,  as  the  aocialiiti 
suggest,  may  even  finally  be  taken  over  by  the  government.  The  larger  tiiey 
become,  and  the  greater  their  monopoly  power,  the  more  easily  this  may 
be  done,  and  the  less  will  be  the  loss  in  efficiency  involved.  Perhaps  we  may 
have  to  admit  that,  in  the  long  view,  the  era  of  modified  competition  was 
a  brief  and  exceptional  era  in  human  history,  and  admit  the  inevitability  of 
further  monopoly  in  the  system  which  is  destined  to  follow  competitive  capi- 
talism. 

A.  Berolund. — Present-day  industrial  technique  is  characterized  by  what 
is  called  large-scale  production,  or  large  output  by  single  units  or  ownerahip 
organizations.  It  is  true  that  the  large  producing  unit  has  not  yet  appeared 
in  several  important  branches  of  industry. 

Large-scale  production  and  monopoly  production  are  not  synonymous 
terms.  Large  producing  units  may  compete  as  well  as  small  units.  Wbea 
large  business  organizations  are  so  formed  as  to  eliminate  comt>etition  locallyi 
this  elimination  by  virtue  of  rapid  and  cheap  transportation  is  often  offset 
by  rivalry  from  similar  organizations  in  more  remote  regions.  It  cannot  be 
said,  therefore,  that  the  development  of  large-scale  production  has  thus  far 
sounded  the  death-knell  of  competition  as  a  regulative  factor  in  business  and 
in  the  adjustment  of  market  prices. 

In  certain  instances  the  very  nature  of  the  product  or  services  rendered 
practically  precludes  any  real  competition.  Two  or  more  competing  telephone 
companies,  for  example,  would  be  something  of  a  nuisance  rather  than  a 
service  to  patrons.  What  are  called  public  utilities,  especially  where  they 
serve  local  communities,  are  generally  monopolies.  Such  monopolies  are  rec- 
ognized at  law,  and  charges  for  the  services  they  render  are  fixed,  at  least  in 
theory^  by  governmental  authority.  In  the  railroad  business,  where  a  con- 
siderable measure  of  competition  still  exists,  rates  do  not  reflect  the  upa  and 
downs  of  trade  as  do  ordinary  conmiodity  prices  where  commercial  rivalry  is 
relatively  free. 

In  addition  to  these  instances  and  others  that  might  be  mentioned,  qnea- 
tions  are  being  raised  as  to  the  possibility  of  maintiiining  competition  as  the 
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sole  or  principal  regulating  factor  in  the  fixing  of  price  levels  in  industries 
to  which  our  anti-trust  laws  apply. 

It  has  been  said  that  men  compete  in  order  to  destroy  competitors.  Com- 
petition^ according  to  this  view^  is  a  scramble  for  monopoly  power.  Let  com- 
petition have  full  sway  and  the  result  will  be  one  sole  survivor — ^a  monopolist. 
This  contention  is  not  entirely  true^  if  the  competing  units  are  many  and  the 
fields  open  on  practically  the  same  terms  to  all.  The  attainment  and  main- 
tenance of  monopoly  power  for  most  industries  is  conditioned  upon  the  control 
of  some  strategic  or  crucial  step  in  the  productive  process  like  exclusive  own- 
ership of  the  sources  of  raw  material^  possession  of  patent  rights^  control  of 
transportation  or  special  transportation  favors  by  common  carriers.  The 
preservation  of  competition  is  largely  a  matter  of  preventing  any  control  of 
the  kind  indicated. 

Over  a  considerable,  and  apparently  increasing,  part  of  our  industrial 
domain  forces  are  at  work  making  monopoly  control  in  some  form  practically 
inevitable.  These  forces  are  especially  noticeable  when  large-scale  production 
limits  the  number  of  producers  who  can  supply  the  country's  demand  to  but 
a  few,  and  when  the  capital  invested  in  such  production  takes  fixed  and  highly 
specialized  forms.  How  far  these  forces  have  operated  to  create  and  maintain 
monopolies  in  the  United  States  is  difficult  to  estimate. 

A  good  illustration  of  an  industry  whose  technique  calls  for  a  high  degree 
of  concentration  is  the  manufacture  of  what  is  called  tonnage  steel ;  i.e.,  steel 
produced  in  large  amounts  and  used  in  the  making  of  plates  and  sheets, 
rails,  structural  shapes,  pipes  and  tubings,  and  the  like.  It  is  good  economy 
for  the  producer  to  control  his  supply  of  iron  ore  and  metallurgical  coal  and 
manufacture  his  own  pig  iron. 

The  showing  with  reference  to  the  economies  brought  about  by  a  vertical 
combination  of  successive  stages  in  production  does  not  tell  the  whole  story 
of  the  effectiveness  of  very  large  producing  units.  Most  tonnage  steel  is  what 
is  called  soft  steel — steel  of  low  carbon  content  and  with  little  but  generally 
some  aUoy  metal.  The  demand  for  this  steel,  however,  has  generally  been 
such  that  the  producer  would  provide  a  product  of  varying  degrees  of  softness 
and  hardness  according  to  the  uses  to  be  subserved  and  the  differences  in  the 
shapes  to  be  assumed.  Production  is  thus  facilitated  by  separate  furnaces  and 
rolling  mills.  The  growing  demand,  too^  in  late  years  for  certain  alloy  steels, 
particularly  in  the  manufacture  of  automobiles  and  certain  kinds  of  heavy 
machinery^  is  leading  to  a  further  elaboration  in  both  vertical  and  horizontal 
directions. 

The  manufacture  of  tonnage  steel,  therefore,  is  an  industry  in  which 
efficient  production  involves  concentration  in  a  very  limited  number  of  con- 
cerns or  corporations.  The  annual  output  of  heavy  standard  steel  rails  in  the 
United  States  (including  the  exported  product)  under  normal  conditions  is 
from  two  and  a  half  to  three  million  tons.  The  great  bulk  of  this  tonnage  is 
furnished  by  the  plants  of  three  or  four  companies. 

It  has  been  said  that  two  or  three  large  producers  can  compete  as  vigorously 
as  a  hundred  small  producers.  In  a  sense  this  is  true.  But  competition^  if  it  is 
real  and  has  any  material  influence  on  price  levels,  will  almost  inevitably  act 
differently  in  the  two  cases. 
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Beverting  again  to  the  steel  business,  let  ns  note  what  has  happened  doring 
the  past  thirty  years,  or  since  this  industry  came  under  the  control  of  a  lew 
large  corporations  or  consolidations.  The  outstanding  producer  in  this  field, 
of  course,  is  the  United  States  Steel  Corporation.  If  one  were  asked  whetber 
or  not  this  organization  exercises  monopoly  control  over  the  output  of  any 
one  or  more  of  the  leading  groups  of  steel  products,  he  would  have  to  answer 
that  in  a  technical  sense  it  had  no  such  control.  There  is  little  or  no  evidenoe 
of  the  resort  to  unfair  competitive  methods  looking  toward  the  elimination  of 
rivals.  Neither  has  there  been  any  marked  disposition,  either  on  its  own 
initiative  or  in  conjunction  with  independents,  to  raise  prices  unduly.  Whether 
or  not  steel  prices  are  too  high  is  a  matter  of  opinion,  but  many  persons  ac- 
quainted with  the  steel  business  characterize  the  price  policy  of  the  corpora^ 
tion  as  a  moderate  one.  Nevertheless,  an  examination  of  steel  prices  shows 
that  since  the  organization  of  this  corporation  some  quotations  have  been 
pegged  at  certain  figures  for  long  periods — ^in  one  case  for  several  years  at « 
time — ^irrespective  of  the  fluctuations  of  trade.  Whether  such  pegging  wu 
made  possible  by  virtue  of  the  size  of  the  corporation  in  an  effort  to  stabilise 
prices  in  which  independents  on  their  ovm  initiative  joined  or  by  some  jomt 
action  with  one  or  more  of  the  larger  independents  is  not  known.  In  either 
case  some  control  was  exercised.  This,  of  course,  is  not  saying  that  the  policj 
of  price  stabilization  has  been  harmful  to  the  public.  In  fact  much  may  be 
said  in  favor  of  such  stabilization.  However,  a  stabilized  price  is  not  stricdj 
speaking  a  competitive  price. 

Closely  connected  with  an  industrial  technique  which  in  some  lines  of  pro- 
duction makes  for  a  high  degree  of  concentrated  control  is  the  importance 
of  capital  in  fixed  and  highly  specialized  forms. 

In  some  branches  of  manufacture  the  care  and  upkeep  of  idle  equipment 
is  nearly  as  costly  as  the  maintenance  of  the  same  equipment  steadily  em- 
ployed, to  say  nothing  of  interest  charges  on  the  investment  involved.  In  cer- 
tain metallurgical  industries  the  spasmodic  or  intermittent  use  of  furnaces 
is  much  more  costly  than  their  constant  use.  Powerful  pressure  from  the  very 
nature  of  such  industries  is  thus  brought  to  bear  upon  producers  to  secure 
some  measure  of  stabilization. 

Price  stabilization  is  sought  not  necessarily  in  the  interest  of  high  selling 
values  or  what  is  called  monopoly  prices,  but  for  the  purpose  of  limiting  those 
fluctuations  in  demand  that  often  result  from  market  uncertainty.  A  business 
organization  with  a  large  capital  outlay,  a  great  part  of  which  is  in  fixed  and 
highly  specialized  forms,  has  reason  to  fear  a  price  demoralization  wherein 
the  costs  per  unit  of  output  tend  to  mount  rapidly  at  the  very  time  that  market 
conditions  force  prices  downwards.  Price  stabilization,  however,  can  only  be 
brought  about  when  a  single  organization  controls  a  large  enough  proportion 
of  a  country's  output  to  influence  independents  to  adopt  its  price  policy  or 
act  in  unison  with  other  organizations  so  as  to  establish  some  kind  of  market 
control.  This  in  a  sense  means  monopoly  but  it  is  monopoly  which  arises  oot 
of  much  of  our  present-day  technique. 

In  many  fields  great  industrial  organizations  are  appearing  whose  priee 
policies  are  only  to  a  limited  degree,  if  at  all,  affected  by  ordinary  ccnnpetiti?e 
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onditions.  Grover  Cleveland's  famous  aphorism^  "A  condition  confronts  uSj 
lot  a  theory^"  may  well  be  applied  to  this  sitaation.  Or  to  state  it  more  pre- 
cisely: over  an  important  part  of  onr  industrial  organization  a  condition  con- 
fronts the  nation  to  which  a  past  theory  does  not  apply. 

Harrt  W.  Laidlbr. — The  valuable  papers  by  Professors  Wright,  Ise, 
md  Berglund  re-emphasize  the  great  importance  of  monopoly  trends  in  the 
industries  of  the  United  States.  From  1919  to  1928,  over  seven  thousand 
firms  were  merged  or  acquired  in  mining  and  manufacturing  alone.  Two 
hundred  corporations  controlled  in  early  1980  nearly  one-half  of  all  non- 
banking  corporate  wealth  in  the  country,  and  received  48  per  cent  of  the 
income  of  non-banking  corporations.  If  the  trend  of  the  last  twenty  years 
continues,  by  1950,  these  two  hundred  corporations  will  control  about  70 
per  cent  of  all  corporate  activity,  while  if  concentration  continues  they  will 
control  about  85  per  cent  of  the  non-financial  corporate  wealth. 

Professor  Ise  has  cited  a  surprisingly  long  list  of  governmental  monop' 
olies.  Most  of  the  monopolies  of  the  past  ages,  unfortunately,  were  run 
not  in  the  interest  of  society  at  large,  but  in  the  interest  of  a  king  or  a  small 
governing  group  who  dominated  the  political  machinery  of  the  country.  The 
government  monopoly  of  the  future,  if  it  is'to  solve  the  problems  of  pres- 
ent-day industry,  must  have  as  its  object  the  welfare  of  society,  not  th^ 
aggrandizement  of  the  political  group. 

The  days  of  free  competition  in  many  industries  are  over,  never  to  rt;- 
tum.  Free  competition  was  merely  a  passing  phase  of  our  industrial  system 
The  growth  of  large-scale  production  and  quasi-monopoly  has  weakened  the 
arguments  formerly  used  against  an  advance  to  public  monopoly  and  makes 
the  transfer  from  private  to  public  ownership  less  difficult.  It  is  merely 
necessary  to  socialize  one,  two,  or  three  corporations  in  a  given  field,  in 
order  to  control  the  greater  portion  of  the  industry. 

The  modem  government  monopoly,  too,  is  showing  a  flexibility  not  shown 
by  monopolies  in  the  past.  Instead  of  departments  of  government,  they  are 
coming  to  be  public  corporations  of  the  type  of  the  Port  Authority  of 
New  York,  semi-autonomous  in  their  nature  and  removed  from  certain  xm- 
desirable  restrictions  of  political  leaders.  If  to  this  corporate  structure 
could  be  added  a  functional  control  which  gave  adequate  representation 
to  all  parties  at  interest,  an  efficiency  combined  with  democracy  of  a  high 
order  might  be  expected  in  the  commensurate  future. 

Our  great  industries  are  industries  involving  mass  production.  If  the 
products  they  are  able  to  produce  are  to  be  consumed,  they  must  be  pur- 
chased by  the  masses.  But,  with  our  present-day  control  of  industry,  there 
has  been  a  growing  lag  between  our  power  to  produce  and  the  power  of 
the  masses  to  consume.  If  a  balance  is  to  be  made  between  our  productive 
machinery  and  our  power  of  consumption,  increasing  numbers  of  thinkers 
insist  that  we  must  change  our  methods  of  industrial  control  and  introduce 
planning  on  a  national  scale.  The  important  power  of  planning  cannot  be 
left  to  private  monopoly  intent  on  private  profit. 

If  these  contentions  are  substantially  correct,  does  it  not  present  to  econ- 
omists a  great  challenge;  a  challenge  to  do  their  part  not  in  seeking  to  re- 
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store  the  planless  competitive  system  of  the  past^  but  to  place  oor  indm- 
trial  structure  under  such  social  control  that  our  increasingly  oomplez  ma- 
chinery of  production  and  distribution  will  bring  security,  eliminate  poverty 
and  useless  luxury^  and  bring  about  the  full  utilisation  of  the  resources  of 
the  country  for  the  common  good. 

Vandbryeer  Custis. — Much  has  been  said  at  this  session  about  the  prob- 
lem of  monopoly ;  but  in  considering  it  we  should  not  forget  that  there  ii 
also  a  serious  problem  of  competition.  Such  competition  as  can  exist  pro- 
vides very  inadequately  in  many  fields  of  industry  for  the  adjustment  of 
production  to  demand.  In  many  cases  it  involves  losses  from  the  point  of 
view  of  society  as  serious  as  those  that  result  from  monopoly,  at  least  who 
monopoly  is  subject  to  even  a  moderate  degree  of  public  r^ulation. 

While  a  study  of  production  and  prices  under  assumed  conditions  of  pe^ 
feet  competition  is  both  legitimate  and  useful,  we  should  recognise  that  we 
never  have  conditions  of  perfect  competition.  Such  conditions  include  among 
other  things  a  large,  if  not  an  infinite,  number  of  competitors ;  but  in  minj 
fields  of  industry  economy  in  production  results  in  a  small  number,  with 
a  large  share  for  each  in  the  total  supply.  Where  the  number  is  large  the 
action  of  a  typical  concern  can  have  but  little  effect  on  the  price.  Wheie 
it  is  small,  the  action  of  a  typical  concern,  if  not  offset  by  that  of  the  others, 
can  have  an  appreciable  effect  on  the  price.  Under  such  circumstances  as 
understandings  not  necessarily  in  the  sense  of  an  agreement,  but  merely  in 
the  sense  that  each  has  a  knowledge  of  the  situation  and  an  appreciation  of 
its  significance,  may  put  some  restraint  on  competition.  From  one  point  of 
view  this  is  a  problem  of  monopoly,  but  it  arises  out  of  the  imperfect  chu- 
acter  of  such  competition  as  is  practicable. 

It  has  been  said  that  pooling  does  not  bring  about  economy  in  produc- 
tion; but  marketing  is  a  part  of  production,  and  while  pooling  has  doubt- 
less been  undertaken  primarily  as  a  means  of  restraining  competition^  it 
may  bring  about  significant  reductions  in  the  cost  of  marketing. 

One  of  the  chief  reasons  for  the  inadequacy  of  competition  as  a  regulator 
of  production  lies  in  the  importance  of  fixed  costs.  This  is  conspicuous  in 
the  case  of  steel,  as  has  been  pointed  out  by  Professor  Berglund.  It  is 
conspicuous  in  the  case  of  oil ;  and  it  is  worth  noticing  that  two  of  the  states 
that  have  been  most  opposed  to  trusts  have  resorted  to  martial  law  to  xe- 
strict  the  production  of  petroleum.  It  is  not  so  generally  recognized  that 
in  the  case  of  agriculture  some  of  the  most  serious  problems  arise  out  of 
competition  in  the  presence  of  fixed  costs;  though  it  is  clear  enough  that 
something  is  wrong.  The  farmer's  land  represents  to  him  a  fixed  cost  So 
do  most  of  his  improvements  and  much  of  his  equipment.  The  government 
has  tried  to  encourage  him  to  restrict  production,  but  the  individual's  share 
in  the  total  output  is  so  small  that  if  he  were  to  restrict  his  production 
he  would  increase  his  unit  cost,  but  have  practically  no  effect  on  the  price. 
This  problem  is  distinctly  one  of  competition,  and  recent  governmental  at- 
tempts to  deal  with  it  have  really  been  attempts  to  introduce  into  the  situation 
;  element  of  monopoly. 

of  the  evils  of  competition  does  not  imply  that 


The  EUe  of  Monopoly  in  the  United  StateM  11 

plete  monopoly  is  the  only  alternative.  There  are  degrees  of  monopoly^  and 
in  some  cases  a  very  moderate  restriction  of  competition  may  be  all  that 
\a  needed.  How  much  competition  shonld  we  have?  What  limitations  should 
be  imposed  upon  it  or  upon  monopoly?  The  answers  to  these  questions  will 
differ  from  industry  to  industry  and  no  single  or  simple  formula  can  be 
applied.  It  need  not  be  denied  that  the  presence  of  monopoly  gives  rise  to 
difficult  problems  of  regulation^  but  the  inadequacies  of  competition  as  a 
means  of  regulation  should  be  more  generally  recognised  than  they  are. 

Francis  Ttson. — May  I  point  out  that  the  emphasis  Professor  Berglund 
makes  in  his  pertinent  illustrative  material  from  the  steel  industry  needs  to 
be  shifted  somewhat  in  the  light  of  amazing  recent  changes  P 

Obviously^  the  tendencies  making  for  price  control  had  not  operated  to 
stabilize  the  industry  so  far  as  control  of  production  was  concerned. 

Until  the  depression^  reduction  of  costs  by  virtue  of  integration  and  large- 
scale  production  was  not  a  relevant  issue^  as  compared  with  nonexistent  small 
nnits^  as  the  battle  was  one  of  giants.  Six  or  eight  companies  produce  over 
90  per  cent  of  the  steel  ingot  tonnage  in  a  good  year.  They  enjoy  similar 
advantages  and  include  the  new  low  cost  National  Steel  Corporation  (the  new 
blast  furnaces  of  the  industry^  for  instance,  produce  not  600  to  700  tons 
daily,  but  1000  to  1200,  and  cost,  with  equipment,  not  2  million  dollars,  but 
4  to  5  million  dollars  a  unit) . 

The  real  problem  is  that  of  uncontrolled  large-scale  competition,  sustained 
by  the  expenditure  by  the  Corporation  of  some  110  million  dollars  on  steel 
ingot  capacity  at  South  Chicago  and  Gary,  and  about  70  millions  at  Lacka- 
wanna, and  Sparrow's  Point  by  the  Bethlehem,  1928-80.  The  problem  of 
controlling  new  investment  and  relating  capacity  to  rate  of  increase  of  de- 
mand was  still  awaiting  solution  (with  the  depression,  of  course,  came  ad- 
vantages to  small  steel  producing  units,  because  of  the  collapse  of  scrap  price 
— scrap  is  new  in  acid  open  hearth  steel  making — as  compared  with  the  con- 
tinuous pig  iron  process  of  the  big  units). 

But  the  great  problem  of  the  industry  is  still  that  of  excessive,  unused 
capacity,  the  pressure  of  fixed  charges,  and  depreciation  costs.  If  depression 
continues,  there  will  be  strong  pressure  toward  lowered  prices,  and  even 
toward  liquidation  and  reorganization  in  some  important  sections  of  the  in- 
dustry. Failure  of  price  understanding  to  bring  production  control  would 
seem  to  make  some  such  approach  to  national  organization  for  the  industry, 
as  suggested  by  the  Swope  plan,  pertinent  indeed! 


THE  EECORD  OF  INSURANCE  DURING  THE  DEPRESSION 
Frank  G.  Dickinson^  Chairman 

In  opening  this  session  greetings  were  extended  by  Mr.  Hardcastle^  Tice- 
president  of  the  Union  Central  Life  Insurance  Company^  in  whose  library 
the  meeting  was  held.  Four  papers  were  read  and  were  discussed.  The  fol- 
lowing report  presents  an  abstract  of  the  material  and  ideas  that  were  set 
forth. 

David  McCahan. — Strange  as  it  may  seem^  the  general  health  conditions 
of  life  insurance  policy  holders  have  improved  during  the  depression.  It 
is  interesting  to  note  that  the  death  rates  per  100^000  for  ordinary  and  in- 
dustrial business^  as  indicated  in  a  recent  address  of  Dr.  Augostus  S.  Knif^t, 
before  the  Twenty-sixth  Annual  Convention  of  the  Association  of  Life  In- 
surance Presidents^  were  lower  for  the  first  ten  months  of  the  year  198S 
than  for  a  similar  period  in  any  of  the  preceding  ten  years.  Moreover^  iihe 
average  for  the  last  three  years  is  better  than  for  any  one  of  the  eight  years 
preceding  1980  with  the  exception  of  1927.  It  is  significant^  however,  that 
this  record  is  very  largely  due  to  the  inclusion  of  industrial  boainess.  If 
ordinary  business  be  taken  by  itself^  the  death  rate  for  the  first  ten  months 
of  1982  was  higher  than  for  any  of  the  preceding  ten  years,  except  1929^ 
and  the  average  for  the  three  years  of  the  depression  was  snbstantiaUy  higher 
than  for  any  of  the  eight  years  preceding  1929. 

Another  important  influence  upon  the  mortality  ratios  of  ordinary  com- 
panies has  been  the  "Jumbo''  policies.  The  mortality  under  policies  of  a  large 
size  has  been  very  much  higher  than  under  smaller  policies  and  weekly  pre- 
mium forms. 

The  disability  problem  antedates  our  present  economic  troubles.  As  we 
all  know,  the  disability  situation  was  quite  unsatisfactory  even  daring  the 
prosperous  years  preceding  the  crash  of  1929,  one  authority  having  esti- 
mated about  two  years  ago  "that  the  ultimate  losses  of  life  companies  from 
the  disability  experiment  will  run  somewhere  between  $100,000,000  and 
$250,000,000."  The  report  of  the  Special  Committee  to  the  National  Con- 
vention of  Insurance  Conmiissioners  was  submitted  in  September,  1929,  and 
the  uniform  clause  became  effective  on  July  1,  1980.  But  the  correction  had    * 
not  been  made  sufficiently  soon,  so  starting  in  the  fall  of  1981,  many  com-    < 
panics  restricted  the  coverage  offered  to  waiver  of  premium,  and  withdrew 
entirely  from  the  field  of  income  disability  underwriting,  their  exit  being  so 
hurried  that  it  assumed  the  nature  of  a  stampede.  Others  have  substantially    '■' 
modified  their  clauses  and  increased  their  rates.  The  important  modifications    ! 
have  been  extension  of  the  waiting  period  to  six  months,  lowering  of  the    ^ 
age  before  which  disability  must  occur  to  fifty-five,  and  reduction  of  benefits    < 
to  waiver  of  premium  and  five  dollars  monthly  income  per  $1000  of  face.    ' 
Underwriting  rules  have,  of  course,  been  tightened  and  the  maximum  amonal  J 
of  protection  available  to  the  prospect  has  been  materially  reduced. 

There  has  been  a  disposition  on  the  part  of  some  to  believe  that  we  may   » 
be  entering  into  an  era  such  as  from  1874  to  1885.  Throughout  that  twelve*   ^ 
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:  faithfully^  taking  its  losses  philosophicalljj  meeting  its  responsibilities  com- 
ageoosly^  and  revising  its  policies  and  practices  so  that  they  will  conform 
to  the  new  order  of  things  which  we  all  hope  is  now  emerging  from  the 
chaos  of  the  depression. 

£.  L.  Bowers. — The  cash  demands  made  npon  the  life  companies  both 
in  respect  to  policy  loans  and  surrenders  as  well  as  in  meeting  contract 
obligations  have  been  exceedingly  heavy.  For  the  three-year  period  now 
closings  payments  on  death  claims  to  estates  or  beneficiaries  amounted  to 
$2^27^622^000  and  cash  payments  to  living  policy  holders  accounted  for 
$4^12^484^000,  a  total  cash  outlay  of  $7,140,056,000,  a  sum  equal  to  about 
one-third  of  total  assets.  Policy  loans  and  surrender  values  comprised  over 
56  per  cent  of  the  total  disbursements. 

During  the  same  period  the  cash  income  of  the  companies  amounted  to 
$11,820,880,000,  of  which  78  per  cent  came  from  premium  payments  and 
22  per  cent  from  interest,  dividends,  and  rents.  Thus,  a  total  of  over 
$4,180,000,000  was  available  for  expenses  and  investment.  The  actual  in- 
vestment operations,  however,  were  much  larger  than  this  sum  indicates. 
Through  the  sale,  redemption,  or  maturing  of  securities  and  the  sale  of  real 
estate  the  companies  received  $8,479,762,000;  through  investment  and  re- 
^         investment  they  acquired  capital  items  amounting  to  $7,771,465,000. 

y  DisTRnunoH  of  IvYEwnaism 

I-  Principal  United  States  Legal  Reserve  Life  Insurance  Companies 

i^                                                              Investment  portfolio  New  investments 

^                                                                      at  end  of  1929  made  during 

%  1980  1981        1982 

%  %           % 

Farm  Mortgage  Loans   14.1  10.0  7.6          9.6 

City  Mortgage  Loans  89.4  45.0  86.5        81.8 

RaQway  Bonds  and  Stocks 22.4  10.0  10.4          1.0 

Public  Utility  Bonds  and  Stocks 11.7  15.9  21.4        10.1 

Miscellaneous  Bonds  and  Stocks 8.1  8.8  5.0          4.9 

U.  S.  Government  Bonds 2.4  8.1  6.7        19.0 

State,  County  and  Municipal  Bonds 8.8  4.5  9.8        14.8 

Canadian  Government  Bonds 2.8  2.6  8.4         8.7 

Other  Foreign  Government  Bonds JB  .1  J2         5.1 

I                 Total    100.0%  100.0%  100.0%  100.0% 

\  It  is  evident  that  the  companies  have  made  concessions  in  the  interest  of 

^  liquidity,  without,  at  the  same  time,  sacrificing  too  much  in  interest  return. 
Mortgages,  a  non-liquid  but  relatively  high  yield  investment,  and  govem- 
t  ment  and  municipal  bonds,  a  liquid  but  relatively  low  yield  investment,  are 
t.  now  of  approximately  equal  importance  in  new  investment  distribution  and 
^  together  comprise  over  four-fifths  of  total  investments.  With  a  few  excep- 
tions those  companies  with  the  largest  proportion  of  farm  mortgages  have 
^  encountered  the  most  difficulty,  the  amount  of  mortgages  in  arrears  ranging 

from  16  per  cent  to  20  per  cent  of  mortgages  held. 
%        United  States  government  bonds  have  undergone  the  greatest  change  of 
tti  uiy  of  the  new  investments  of  the  past  three  years.  At  the  end  of  1929 
%e  ^  Federals  comprised  only  2.4  per  cent  of  total  investments,  advanced  to 
)|r  8.1  per  cent  in  1980'8  new  investments,  jumped  to  6.7  per  cent  in  1981,  and 
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soared  to  19  per  cent  in  1982  placements^  an  increase  of  691  per  cent  in 
three  years. 

This  tremendous  increase  in  total  government  bond  purchases,  now  amount- 
ing to  nearly  48  per  cent  of  all  new  investmentSj  indicates  that  the  cont 
panics  are  vitally  interested  in  security  and  liquidity,  and  as  far  as  tlie 
latter  is  concerned,  this  practice  stands  out  in  marked  contrast  to  that  of 
previous  years. 

Policy  and  premium  loans  and  lapses  constitute  the  principal  investment 
problem  of  the  depression.  Without  them,  as  was  once  the  case,  the  com- 
panies could  weather  a  prolonged  depression  with  little  difficulty.  These 
privileges,  the  legal  rights  of  the  policy  holder,  have  transformed  life  in- 
surance companies  into  demand  paying  institutions,  and  have  exposed  them 
to  all  the  problems  which  "cash  over  the  counter"  demands.  Suppose  this 
depression  had  been  more  severe  than  it  has  been  to  date,  or  suppose  it  had 
been  of  longer  duration,  would  the  time  not  have  come  when  the  companies 
would  have  had  to  sell  bonds  at  prices  below  the  amortised  values,  and  stodu 
below  the  "commissioner's"  values,  and  foreclosed  real  estate  below  the 
amount  of  unpaid  principal  plus  foreclosure  and  interest  charges,  and  real 
estate  mortgages  below  their  current  listing?  The  spread  between  income 
and  disbursements  has  steadily  narrowed  since  1928,  the  income  dropping 
from  147  per  cent  of  disbursement  in  that  year  to  118  per  cent  at  the  close 
of  1931.  True,  there  was  a  gross  surplus  of  nearly  two  billion  dollars  at 
the  beginning  of  1982,  only  a  minor  part  of  which  was  in  cash.  To  convert 
the  balance  would  have  entailed  loss. 

To  date  the  companies  have  met  their  cash  demands.  They  have  done 
everything  that  their  sixty-five  million  contracts  could  demand  of  thenu  And 
they  have  done  it  with  very  little  assistance.  The  Reconstruction  Finance 
Corporation  from  February  2  to  August  81  authorized  loans  amounting  to 
slightly  over  one  and  a  third  billion  dollars,  only  5.8  per  cent  of  which  was 
for  insurance  companies  of  all  types,  the  principal  potential  borrowers  being 
banks  and  trust  companies,  building  and  loan  companies,  and  railroads. 
The  amount  loaned  to  life  insurance  companies  to  date  is  at  the  outside  not 
more  than  one  dollar  for  each  five  hundred  dollars  of  assets  when  all  com- 
panies are  considered. 

Although  the  situation  today  is  considerably  different  from  what  it  was 
in  former  depressions  certain  aspects  of  life  insurance  experience  daring 
the  economic  disturbances  of  the  seventies  and  nineties  may  add  something 
to  an  understanding  of  present  problems.  Real  estate  foreclosures  were  more 
numerous  then  than  now,  some  of  the  acquired  properties  being  held  by  the 
companies  until  the  turn  of  the  century.  During  the  twenty-year  period, 
1878  to  1898,  real  estate  always  comprised  more  than  10  per  cent  of  total 
assets,  in  some  cases  contrary  to  the  laws  governing  investment*  Not  until 
after  the  Armstrong  investigation  did  real  estate  holdings  drop  below  6  per 
cent. 

In  the  depression  of  1898,  policy  loans  amounted  to  only  2  per  cent  of 
assets,  not  because  the  people  did  not  need  them  but  because  they  were 
not  obtainable  under  the  contracts,  either  because  the  companies  were  in  re- 
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ceiyership  or  the  policies  bad  not  yet  obtained  casb  yalnes  under  tbe  existing 
laws.  Tbe  number  of  life  insurance  company  receiversbips  today  is  negli- 
gible in  contrast  witb  the  many  failures  of  tbe  earlier  period.  All  of  these 
things^  and  in  fact  almost  ever3rtbing  which  affects  tbe  life  insurance  busi- 
ness, depend  fundamentally  upon  the  future  course  of  business  in  generaL 

C.  A.  KuLP. — ^There  are  at  least  three  questions  that  need  to  be  answered 
in  order  to  present  a  statement  of  the  investment  experience  of  insurance 
companies,  in  any  period.  They  are:  What  has  been  the  rate  of  income 
earned  on  their  assets?  What  have  been  the  capital  losses  or  gains?  What 
appear  to  be  the  results  on  the  financial  condition  of  the  companies,  and 
ultimately  on  their  safety  ? 

The  net  rates  of  investment  return  (Connecticut  Reports)  from  invest- 
ments (net  after  deducting  investment  expense)  for  the  years  1928-81  have 
been  as  follows: 

Fire  and  Marine  Casualty 
(%  of  admitted  assets) 
1028  .086  .086 

1929  .088  .08a 

1980  .042  .089 

1981  .042  .089 

The  outstanding  feature  of  these  figures  is  the  fact  that  both  classes  of  car- 
riers have  maintained  a  higher  investment  return  in  the  two  depression  years 
than  before.  While  it  is  quite  obvious  that  the  high  prices  of  boom  years 
serve  to  keep  down  yields,  it  is  just  as  true  that  the  low  prices  of  depres- 
sion will  produce  relatively  high  investment  returns  only  as  long  as  dividends 
and  interest  are  paid.  Real  bargains  in  yields  are  not  to  be  had  merely  for 
the  buying,  and  to  be  able  to  show  yields  of  4  per  cent  net  in  the  second 
full  year  of  a  serious  depression  is  at  least  presumptive  proof  of  sound 
investment  policy.  Just  why  the  fire  and  marine  companies  show  an  advan- 
tage in  investment  return,  the  combinated  statistics  will  not  allow  us  to 
answer  without  reservations.  It  is  perhaps  significant  that  the  proportion 
of  their  assets  invested  in  securities  is  uniformly  higher  than  for  the  casualty 
carriers,  particularly  in  stocks.  Both  in  1930  and  1981,  89  per  cent  of  fire 
and  marine  assets  were  in  stocks ;  only  22  per  cent  of  casualty.  Although  it 
is  quite  true  that  stocks  as  a  whole  are  not  depression-proof,  those  owned 
by  insurance  companies  are  conspicuously  of  the  better  grade,  principally 
those  of  banks,  public  utilities,  and  insurance  companies.  They  include  also 
many  preferred  stocks  which  maintain  dividends  longest^  and  are  least  dis- 
turbing to  an  investment  program.  Whether  or  not  there  is  a  direct  connec- 
tion between  greater  stock  holdings  and  higher  investment  return  cannot  of 
course  be  shown  without  more  intensive  analysis. 

But  there  is  the  other  side  of  investment  experience  that  must  be  ascer- 
tained in  order  to  gain  a  rounded  picture.  It  is  found  in  the  figures  showing 
net  profit  and  loss  on  investments.  Assets  during  the  year  have  been  sold 
for  more  or  less  than  their  book  value,  book  values  themselves  may  have 
been  written  up  or  down.  The  company  indeed  may  be  losing  on  assets  at 
the  same  time  it  is  gaining  on  income.  To  give  an  idea  of  their  relations  to 
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each  other  we  show  figares  for  net  underwritixig  gain  or  loss  in  aorpliis,  ud 
for  investment  gain  or  loss  in  surplus.  Both  are  expressed  as  per  cents  of 
admitted  asisets: 

Fire  and  Marine  Casualty 

(%  of  admitted  assets) 
Underwriting    Investment    Underwriting    InveetmmU 

1928  4-.082       +.069  4-.016       +.048 

1929  +,083  4-01^       —'^^  4-^>^ 

1980  4-.021       — .0«1       —.021       —.0068 

1981  4-0^       —.100       —.086       —.088 

While  it  is  evident  that  the  investment  results  for  the  casualty  companiei 
are  not  as  serious  as  for  fire  and  marine^  the  former  for  the  last  three 
years  have  had  no  underwriting  gains  on  which  to  fall  back.  Instead  mlde^ 
writing  has  been  an  important  source  of  loss.  While  the  ^t  and  marine 
companies  show  a  10  per  cent  investment  loss  in  1981,  an  underwriting  gain 
of  8  per  cent  brings  total  net  operating  results  to  a  7  per  cent  loss  on  ta- 
sets;  the  casualty  companies  with  far  better  investment  results  have  a  total 
operating  loss  of  practically  the  same  amount.  Investments  for  casualty  com- 
panies thus  present  a  problem  just  as  serious  as  for  fire  and  marine  com- 
panies^ although  by  themselves  they  have  been  much  more  favorable. 

The  following  table  indicates  policyholders'  surplus  per  dollar  of  liability. 
These  figures  differ  from  those  for  surplus  only  principally  for  the  stod 
carriers,  though  a  few  mutuals  have  a  guaranty  capital.  The  effect  of 
adding  capital  stock  to  surplus  of  course  is  uniformly  to  raise  the  level  of 
safety,  but  naturally  not  to  change  the  trend.  Comparison  of  the  trends  in 
policyholders'  surplus  and  surplus  alone  intimates  that  the  major  burden 
of  the  depression  has  to  date  been  borne  by  policyholders  through  surplus 
reduction. 

DOLLASS  OF  FOUCTHOLDSRS'  SUMPLUS  PKE  DOLLAM  OF  LTABTf-TTOS 


Fire  fl 

md  Marine 

Casualty^ 

All 

Stock 

Mutual 

All 

Stock 

Mutual 

1928 

$1.05 

$1.02 

$1.84 

$  .68 

$.66 

$.80 

1929 

1.15 

l.U 

1.88 

.52 

.66 

.28 

1930 

1.11 

1.09 

1.24 

.47 

.47 

.88 

1981 

.75 

.73 

1.01 

.88 

.88 

.28 

*  Excluding  life  companies  whose  capital  and  surplus  Is  at  joint  risk  of  life  and 
accident  business. 

From  these  elementary  facts  and  comments  it  would  be  quite  possible  to 
create  a  horrible  spectre  of  instability  and  fear.  Defective  as  are  the  figares 
as  far  as  particular  causes  are  concerned^  the  financial  results  of  the  last 
years  on  these  insurance  companies^  particularly  of  1980  and  1981,  are  all 
too  evident  and  quite  beyond  dispute.  Nevertheless  in  sober  judgment  it  ap- 
pears to  this  commentator  that  there  is  no  reason  forthwith  to  predict  the 
end  of  the  economic  system  or  of  this  particular  part  of  it.  Any  institntioB 
which  has  managed  to  keep  up  its  admitted  assets  to  within  4  per  cent  of 
its  1928  level  as  the  fire  and  marine  companies  have,  and  even  to  raise 
tliem  as  have  the  casualty  companies,  is  not  yet  doomed.  The  New  York 
Stock  Exchange  bond  average  in  the  four-year  period  1928->81  declined  25 
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per  cent^  its  stock  average  by  nearly  75;  yet  the  number  of  casualty 
and  fire  company  failures  has  been  relatively  small  and  not  one  policyholder 
has  lost  a  cent  of  money.  The  situation  is  serious^  it  is  critical^  but  one  should 
not  yet  call  it  desperate.  Drastic  as  their  experience  has  been^  the  record 
of  the  property  and  liability  carriers  is  pre-eminently  one,  not  of  weakness, 
but  of  unexpected  and  admirable  financial  strength. 

F.  £.  Wolfe. — In  examining  the  underwriting  experience  of  fire  and 
casualty  companies  the  New  York  Insurance  Reports  indicate  the  following: 

Stock  fire  insurance  companies  showed  losses  respectively  in  1980  and 
1981  of  2.2  per  cent  and  4.5  per  cent  only  if  figured  in  relation  to  premiums 
written ;  but  if  taken  on  the  sound  basis  of  premiums  earned,  for  appraising 
final  results  of  a  particular  year,  these  companies  really  made  underwriting 
gains  in  1980  of  2  per  cent  and  in  1981  of  5.1  per  cent. 

Casualty  companies  experienced  losses  in  1980  of  above  6  per  cent  and  in 
1981  of  4  per  cent  of  earned  premiums;  but  averaged  over  the  last  five  years 
their  losses  approximated  0.8  per  cent. 

Surety  and  fidelity  lines  were  most  unprofitable  and  had  losses  of  17.1  per 
cent  in  1980  and  28.4  per  cent  in  1981  in  relation  to  premiums  earned. 

The  fluctuations  in  the  value  of  insurance  stocks  show  that  the  1982  low 
point  of  twenty  New  York  City  banks  was  9.1  per  cent  of  their  1929 
high,  while  that  of  fire  insurance  companies  was  16.2  per  cent  and  of  casualty 
and  surety  insurance  companies  of  8  per  cent.  This  16.2  per  cent  compared 
with  7.5  per  cent  in  the  case  of  railroad  stocks  and  16  per  cent  in  case  of 
utilities.  The  December  14  value  of  fire  insurance  stocks  was  80  per  cent 
of  its  1929  high,  while  the  bank  stocks  were  only  14  per  cent,  and  utilities 
stocks  were  25  per  cent,  and  the  other  groups  were  lower. 

Insurance  in  all  branches  of  the  business,  by  the  tests  of  (a)  stock  se- 
curity valuation  and  (b)  of  the  number  and  amount  of  loans  from  the  Re- 
construction Finance  Corporation,  has  so  far  in  the  depression  maintained 
in  a  remarkably  acceptable  manner  its  essential  quality  of  dependability. 
In  meeting  these  tests  its  record  surpasses  other  leading  types  of  business. 

C.  L.  Parry. — Those  who  reason  that  a  lower  price  level  will  greatly  re- 
duce the  amount  of  life  insurance  in  force  should  consider  the  following : 

The  American  population  is  still  under-insured  (less  than  $900  per  capita). 
That  amount  obviously  cannot  be  considered  adequate  protection.  Further- 
more, only  about  ^ve  to  six  cents  out  of  each  dollar  of  national  income  has  been 
spent  in  any  recent  year  for  the  purchase  of  life  insurance.  There  still  exists 
great  room  for  expansion  in  insurance  sales. 

The  growing  interest  of  the  American  population  in  old-age  security,  and 
the  manner  in  which  life  insurance  companies  are  meeting  that  need  through 
annuity  provisions,  etc.,  will  undoubtedly  serve  to  direct  the  attention  of 
more  individuals,  as  time  passes,  to  the  value  of  life  insurance  as  life  in- 
surance. Thus  the  sale  of  annuities  and  of  the  various  forms  of  regular  life 
insurance  which  contain  a  savings  element  may  be  expected  to  bolster  the 
volume  of  sales,  premium  income,  and  amount  in  force. 

Dr.  McCahan's  data  on  policy  loans  during  the  last  three  years — 
$2,048,678/)00  in  cash  and  $412,280,000  in  premium  loans — are  for  com- 
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panies  holding  86.4  per  cent  of  the  assets  of  all  legal  reserve  companies;  the 
figures  would  be  somewhat  larger  for  all  companies. 

I  should  like  to  add  to  Dr.  Bowers'  statement  that  railroad  bonds  have 
become  of  lesser  importance  in  the  life  insurance  portfolio  since  1926;  the 
decline  in  this  type  of  investment  began  in  1906. 

Low  price  levels  may  cause  some  of  the  experience  of  the  seventies  and 
eighties  to  be  repeated.  Failures  among  life  companies  are  not  likely  to  become    1 
so  widespread  because  they  are  much  older  now. 

In  conclusion  it  seems  to  me  that  if  one  is  disposed  to  be  judicial  minded, 
he  cannot  arrive  at  any  other  conclusion  than  that  life  insurance  has  gi?eii 
an  extremely  good  account  of  itself  during  the  depression.  Less  than  .5  per 
cent  of  total  United  States  legal-reserve  life  insurance  company  assets  are 
now  involved  in  any  way  because  of  company  failure  or  receivership;  prob- 
ably a  less  percentage  of  total  legal-reserve  life  insurance  in  force  has  be- 
come so  affected,  after  three  years  of  unprecedented  business  conditions. 


^  ON  RESERVES  FOR  UNEMPLOYMENT  INSURANCE 

2  THEORETICAL  ASPECTS  OF  UNEMPLOYMENT 
RESERVES 

By  R.  S.  Meeiam 
Harvard  Btisiness  School 

lemployment  problem  is  so  pressing  and  our  understanding  of 
perfect  that  discussion  and  experimentation  must  go  hand  in 
onomic  theory  alone  can  never  lead  to  settled  conclusions  on 
of  economic  policy,  and  in  the  present  state  of  the  economic 
F  unemployment  and  of  business  cycles  much  of  the  analysis 
ut  fragmentary  and  tentative.  Imperfect  though  it  is,  theo- 
lalysis  can  anticipate  some  of  the  results  of  experiments.  We 
educed  to  a  simple  trial  and  error  basis.  We  can  see  lines  along 
periments  are  well  worth  while  and  other  lines  along  which  ex- 
5,  however  noble  in  purpose,  are  not  worth  undertaking.  It  is 
this  is  so,  for  we  cannot  afford  free  experimentation.  An  un- 
1  experiment  always  has  after-effects  which  cannot  be  eliminated 
peal  of  a  statute  and  which  may  sometimes  turn  out  to  be  in- 
liseases  which  cannot  be  checked  once  they  have  had  a  good 
aerican  students  find  much  to  criticize  in  European  systems  of 
'^ment  reserves,  but  the  European  states,  far  from  being  able 
d  their  present  systems,  have  great  difficulty  in  checking  con- 
abuses.  American  students  of  unemployment  reserves  are  par- 
interested  in  two  problems :  maximizing  unemployment  preven- 
avoiding  a  mixture  of  unemployment  reserves  and  poor  relief, 
ent  discussion  deals  with  the  theoretical  aspects  of  these  prob- 

►pic  to  be  discussed  first  is  the  incidence  of  employers'  contribu- 
unemployment  reserves  are  built  up  even  in  part  by  levies  upon 
s,  who  really  pays  the  bill?  Do  the  employers  assume  the  bur- 
lo  they  shift  it  forward  to  the  consumers  or  backward  to  the 
ners?  The  burden  rests  eventually  upon  the  wage  earners.  The 
's  contributions  are  roughly  proportionate  to  his  pay  roll  or  the 
8  work-force.  They  amount  to  an  increase  in  his  labor  costs.  So 
rage  rates  are  not  reduced,  the  employer  will  seek  to  economize 
latively  dear  factor  of  production  and  save  labor  to  the  utmost, 
rs'  contributions  are  unlike  a  commodity  tax,  for  a  tax  fur7 
»  incentive  to  substitute  one  method  of  production  for  another, 
lormal  case,  the  employers  cannot,  either  singly  or  in  concert, 
price  without  encountering  some  loss  in  volume,  without  reduc- 
:  equipment  and  some  labor  to  idleness.  To  regain  the  volume. 
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to  put  the  equipment  and  labor  back  to  work,  costs  must  be  reduced,  and 
the  pressure  will  be  concentrated  upon  the  labor  costs.  Wage  rates  will 
be  cut. 

Almost  all  economists  who  have  examined  the  question  of  the  shifting 
of  employers'  contributions  have  reached  the  same  conclusion.  It  is,  of 
course,  subject  to  many  qualifications.  In  periods  when  the  trend  of 
prices  is  upward  and  wage  rates  lag  behind  prices,  employers'  contribu- 
tions may  not  result  in  an  actual  reduction  of  wages.  At  the  present 
time,  we  are  in  no  such  period.  Contributions  of  any  significant  amount 
to  unemployment  reserves  cannot  now  be  levied  upon  employers  without 
adding  to  the  pressure  on  wage  rates.  There  is  a  further  qualification: 
the  pressure  on  labor  costs  may  either  add  to  unemployment  or  decrease 
wage  rates.  The  existence  of  unemployment  benefits  may  make  it  more 
likely  that  unemployment  will  be  increased  and  less  likely  that  wage 
rates  will  be  cut.  Further  qualifications  may  be  introduced  when  other 
collateral  ejBTects  of  reserves,  such  as  their  effect  on  trade  unionism,  are 
brought  into  the  discussion.  Time  does  not  permit  a  more  elaborate 
explanation  or  justification  of  the  conclusion  that  employers'  contribu- 
tions are  shifted  backward  to  the  wage  earners.  Most  of  this  paper  deals 
with  the  consequences  of  this  tendency. 

Two  conclusions  of  practical  importance  may  be  stated  at  this  point 
First,  employers'  contributions  do  not  constitute  a  burden  on  industry. 
They  would  constitute  a  burden  if  the  other  claims  on  industry  remained 
intact,  but  they  are  nothing  but  a  form  of  labor  compensation.  This 
is  true,  of  course,  only  in  the  long  run ;  but  institutions  like  unemploy- 
ment reserves,  which  are  more  than  temporary  emergency  expedients, 
have  to  be  examined  with  a  long  view.  Employers'  contributions  might 
not  be  a  burden,  even  if  unemployment  reserves  are  on  a  company  or 
state  basis  instead  of  a  national  basis.  There  is  the  possibility  that  work- 
men will  find  a  system  of  partially  deferred  compensation  as  acceptable 
as  the  existing  wage  system.  Corporations  have  found  systems  of  de- 
ferred compensation — reserves  for  dividends — more  attractive  to  inves- 
tors than  paying  out  all  profits  immediately.  If  a  system  of  deferred  wage 
payment  proved  to  be  as  satisfactory,  there  would  be  no  burden  on  in- 
dustry even  if  the  plan  was  not  universal.  Second,  contributions  from 
employers  are  to  be  discussed  as  political  and  administrative  expedients. 
The  justice  of  asking  workmen  to  pay  for  unemployment  benefits  and 
the  adequacy  of  their  means  to  do  so  have  nothing  to  do  with  this  ques- 
tion. If  it  is  considered  unjust  or  impracticable  to  have  the  workmen  bear 
the  burden,  unemployment  benefits  must  come  from  the  public  treasury. 

In  the  discussion  of  the  first  topic,  the  problem  of  incidence,  the  as- 
sumption was  made  that  contributions  to  unemployment  reserves  are 
a  real  burden  to  somebody.  Actually  we  should  examine  the  question, 
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and  our  second  topic  is  whether  unemployment  benefits  will  pay  for 
themselves. 

A  system  of  reserves  which  would  maintain  both  the  physique  and  the  j 
morale  of  the  unemployed  not  only  would  meet  a  great  human  need  but  / 
also  would  constitute  an  important  national  asset.  Such  a  system  would 
be  an  advantage  to  all  employers,  and  particularly  to  those  small  em- 
ployers who  could  not  set  up  a  system  for  themselves,  even  if  they  had 
the  foresight  and  the  financial  resources.  This  advantage  to  employers 
would  help  them  to  pay  higher  wages  or  carry  the  burden  of  the  system. 
On  the  other  hand,  it  is  probable  that  any  considerable  amount  of  un- 
employment would  reduce  the  workmen's  productive  power,  even  if  they 
received  unemployment  benefits.  Much  of  the  loss  in  the  workmen's  in- 
dustrial efficiency  comes  from  unemployment  itself,  whether  benefits  are 
paid  or  not.  None  the  less,  if  the  ejBTects  upon  the  workmen's  efficiency 
were  the  only  considerations,  we  might  conclude  that  unemployment 
benefits  would  pay  for  themselves  to  a  great  extent. 

Several  economists  have  expressed  the  view  that  the  purchasing  powerr 
made  available  by  unemployment  benefits  would  reduce  the  severity  on 
duration  of  business  depressions  and  thus  would  reduce  unemployment.  If 
this  were  true,  the  benefits  would  help,  in  another  way,  to  pay  for  them- 
selves. However,  inasmuch  as  economists  have  been  unable  to  arrive  at 
any  adequate  explanation  of  the  business  cycle  in  general  and  of  busi- 
ness revival  in  particular,  the  effects  of  this  purchasing  power  may  be 
analyzed  only  tentatively.  Even  as  tentative  analysis  this  view  is  un- 
acceptable. 

No  one  will  question,  of  course,  that  an  increased  fiow  of  consumers' 
purchasing  power  is  a  phase  of  business  revival.  If  this  is  based  upon  a 
resumption  of  business  activity  and  an  increase  in  employment,  it  will 
encourage  activity  in  industries  producing  other  than  consumers'  goods. 
Benefits  from  an  exhaustible  reserve,  accompanied  by  continuing  unem- 
ployment, can  do  nothing  to  stimulate  the  revival  of  business  confidence. 

A  second  point  for  criticism  is  the  neglect  of  the  difficult  transfer  \ 
problem.  How  can  an  imemployment  reserve  turn  its  assets  into  cash  \ 
without  adding  to  financial  strain  and  unemployment?  A  simple  transfer   | 
of  purchasing  power  from  the  buyers  of  the  reserve  securities  will  not 
add  to  the  total.  An  addition  to  purchasing  power  might  come  through 
the  use  of  bank  credit ;  but  throughout  most  of  a  depression  bank  credit 
is  not  available  in  large  quantities.  Similar  difficulties  are  encountered, 
of  course,  in  any  other  attempt  to  liquidate  assets  in  a  depression ;  but 
the  magnitude  of  the  task  of  turning  virtually  all  of  a  huge  imemploy- 
ment reserve  into  cash  during  a  major  depression  makes  it  a  different 
problem  from  that  encountered  by  insurance  companies  or  by  corpora- 
tions in  keeping  up  dividends. 


26  American  Economic  Association 

^'A  third  point  for  criticism  is  the  effect  upon  the  balance  of  expendi- 
tures for  producers'  and  for  consumers'  goods.  Here  a  further  important 
consequence  of  the  incidence  doctrine  comes  in.  Whether  contributions 
are  levied  upon  employers  or  upon  workmen,  the  effect  is  to  reduce 
expenditures  on  consumers'  goods  in  periods  of  prosperity.  The  balance 
between  the  two  forms  of  expenditure  is  thus  turned  even  more  toward 
producers'  goods.  The  effect  thus  is  to  increase  the  disproportion  which 
is  a  dominant  factor  in  some  theories  of  the  business  cycle  and  an  im- 
portant factor  in  all.  In  a  period  of  depression,  likewise,  the  benefits  in- 
crease expenditures  on  consumers'  goods  when  expenditures  on  pro- 
ducers' goods  are  too  small  to  provide  much  employment. 

For  all  these  reasons,  then,  the  view  that  the  purchasing  power  of  on- 
employment  benefits  will  be  an  aid  in  maintaining  employment  overloob 

I  too  many  important  aspects  of  the  cycle  to  be  acceptable.  The  diflknl- 
ties  of  transferring  purchasing  power  from  one  period  to  another  are 
very  important.  If  the  human  needs  were  not  so  insistent,  we  could  call 
the  difficulties  insurmountable.  They  reduce  the  chance  that  unemploy- 
ment benefits  will  pay  for  themselves.  They  are  so  important  that  unless 
great  skill  is  used  to  meet  them  they  will  result  in  an  increase  in  unem- 
ployment and  in  the  costs  of  a  reserve  system. 

The  chance  that  unemployment  benefits  will  pay  for  themselves  de- 
pends, further,  upon  the  conditions  for  benefit.  If  the  benefits  are  paid^ 
not  only  when  a  workman  is  unemployed  because  no  work  can  be  found 
at  any  price,  but  also  when  he  has  refused  a  job  with  a  substandard 
wage,  the  system  combines  protection  against  unemployment  and  protec- 
tion against  wage  reductions.  This  is  the  system  provided  in  the  Wisconsm 
Act.  Other  systems  have  operated  in  the  same  way.  In  such  a  system 

( there  are  implicit  the  views  that  unemployment  is  not  reduced — ^is  per- 
haps even  increased — ^by  wage  reductions  or  that  wage  reductions  are  a 
greater  evil  than  unemployment.  Personally,  I  find  these  views  entirely 
unconvincing.  I  regard  wage  reductions  as  the  lesser  evil  and  a  necessary 
means  to  bring  about  the  resumption  of  employment.  Stabilization  of 
wage  rates  and  stabilization  of  employment  are  to  some  extent  comple- 
mentary objectives,  but  to  a  larger  extent  competing  objectives.  The 
forces  opposing  or  delaying  wage  reductions  are  already  strong  enough 
to  prevent  such  a  chaos  of  price  and  wage  reductions  that  business  oper- 
ations would  be  impossible.  There  is  no  need  to  add  to  the  already  great 
rigidity  of  wage  rates.  In  periods  and  trades  where  unemployment  in- 
creases much  beyond  its  minimum  amount,  maintaining  wage  rates  is 
not  a  means  to  maximize  the  purchasing  power  of  the  wage  earners.  Less 
infiexibility  would  decrease  unemployment ;  more  will  certainly  increase 
it.  In  proportion  as  the  modem  conscience  revolts  at  the  misery  of  the 
unemployed,  we  weaken  the  principal  force  driving  wage  ratn  down- 


Some  Theoretical  AepecU  of  Unemployment  Reeervee  27 

ward;  and  we  are  bound,  in  good  conscience,  to  find  some  other  force 
to  prevent  the  perpetuation  of  unemployment.  Herein  lies  a  principal 
defect  of  most  unemployment  reserves  plans,  and  here  is  a  principal 
reason  for  doubting  that  the  reserves  will  pay  for  themselves. 

It  is  to  be  hoped  that  better  reserve  systems  will  do  more  toward 
making  the  reserves  pay  for  themselves.  Experience  to  date  does  not 
warrant  taking  our  hopes  for  facts;  unemployment  reserves  are  best 
considered  as  devices  to  spread  consuming  power  through  time  and  not 
as  '^productive  consumption,"  a  device  to  eat  our  cake  and  have  it  too. 

The  belief  that  contributions  from  employers  will  aid  materially  in 
reducing  unemployment  is  an  argument  for  unemployment  reserves 
which  has  been  so  important  in  American  discussions  that  it  deserves 
treatment  as  a  special  topic.  This  belief  underlies  the  Wisconsin  Act, 
the  first  state  reserve  plan  to  be  adopted  in  this  country.  The  belief 
rests  upon  the  diagnosis  that  employers  lack  sufficient  incentive  to 
stabilize  employment  and  upon  the  view  that  contributions  from  em- 
ployers will  provide  the  necessary  incentive.  I  have  not  been  converted  to 
this  belief. 

The  diagnosis  that  unemployment  persists  because  business  leaders  ^ 
have  no  incentive  to  prevent  it  is  radically  defective.  Idle  labor  means 
idle  equipment.  Idle  labor  means  less  purchasing  power.  A  period  of 
unemployment  is  a  period  of  business  losses  and  business  failures.  En- 
tirely apart  from  any  nice  pecuniary  calculations,  the  employer,  as  a 
human  being,  would  prefer  to  give  a  man  a  job  rather  than  to  take  one  \ 
away.  The  causes  for  unemployment  are  to  be  found,  not  in  inadequate  \ 
incentives,  but  in  inadequate  ability,  foresight,  knowledge,  and  control. 
Most  of  the  causes  of  serious  unemployment  lie  beyond  the  immediate 
control  of  the  individual  employer ;  they  are  external  to  the  individual 
establishment.  They  are  economic,  social,  and  political  forces.  Of  course, 
business  men  have  a  large  share  in  the  responsibility  of  all  of  us  as 
citizens.  On  this  point,  it  does  not  become  economists  to  cast  the  first 
stone — they  have  not  agreed  upon  any  clear-cut,  straightforward  pro- 
gram to  prevent  unemployment.  The  failures  of  economists,  however,  are 
not  attributable  to  inadequate  incentives  but  to  the  enormous  complexity 
of  the  problem.  The  emphasis  on  the  inadequate  incentives  of  the  indi- 
vidual employer  to  eliminate  unemployment  is  unwarranted. 

Even  if  we  make  the  contrary-to-fact  assumption  that  existing  incen- 
tives are  not  sufficient,  how  will  employers'  contributions  to  an  unem- 
ployment reserve  add  to  an  employer's  incentives?  It  would  first  be 
necessary  to  have  the  employer  contribute  solely  for  benefits  to  his  own 
workmen  whom  he  had  let  go  because  of  lack  of  work.  This  apparently 
is  done  in  the  Wisconsin  Act.  When  the  liability  is  so  limited,  an  employee  i 
who  quits  voluntarily  to  take  a  job  with  another  employer  loses  all  claims  , 
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on  the  reserve  which  he  has  indirectly  built  up  from  his  own  wages.  If 
the  individual  employer  could  do  much  to  prevent  unemployment,  this 
restriction  on  the  right  to  quit  might  not  be  too  high  a  price  to  pay. 
As  the  situation  stands,  it  is  an  intolerable  burden. 

The  proposal  to  make  the  support  of  the  wage  earners,  whether  em- 
ployed or  not,  a  fixed  charge  on  industry  is  attractive  only  upon  most 
superficial  consideration.  Fixed  charges  are  of  two  sorts.  In  the  first, 
financial  sense,  a  fixed  charge  is  relatively  secure.  Some  of  the  capitalists 
are  in  a  relatively  secure  position  only  because  other  capitalists  are  more 
exposed.  In  a  similar  manner,  some  of  the  wage  earners  may  be  put  in  a 
relatively  secure  position  if  the  burden  of  employment  fluctuations  is 
concentrated  upon  men  not  admitted  to  the  ranks  of  ^regular"  em- 
ployees. This  is  the  ejBTect  of  some  guaranteed  work  plans.  All  workmen 
or  all  capitalists  cannot  be  in  a  relatively  secure  position.  In  the  second, 
cost-accounting  sense,  a  fixed  charge  is  a  fixed  and  8X>ecialized  form  of 
capital  and  cannot  escape  when  the  demand  for  its  services  declines. 
Immobility  is  its  essential  characteristic.  Workmen  will  not  gain  by  being 
made  more  dependent  upon  the  sales  of  a  particular  establishment  than 
they  are  already. 

I  The  possibility  that  the  employer's  contributions  will  be  an  additional 
jstimulus  to  him  to  reduce  unemployment  is  practically  eliminated  by  the 
^shifting  of  the  burden  to  the  wage  earners.  If  the  contributions  are  pre- 
cisely balanced  by  a  reduction  of  wage  rates,  the  employer  has  no  reason 
to  change  his  practice  of  hiring  and  firing.  Some  small  incentive  could  be 
added  if  the  employer  were  fined  a  large  lump  sum  every  time  he  let  a 
man  go.  This  would  make  the  employer  unwilling  to  take  a  man  on  unless 
he  expected  to  give  him  work  for  a  considerable  period.  It  would  suooount 
to  a  prohibition  of  casual  labor.  When,  however,  the  employer's  contri- 
butions and  liabilities  are  proportionate  to  the  length  of  employmeot, 
there  is  no  prohibition  of  casual  employment.  The  Wisconsin  Act  pro- 
vides that  the  liabilities  shall  be  proportionate  to  the  length  of  onploj- 
ment  and  so  gives  no  significant  incentive  to  stabilize.  Any  plan  at  best 
could  help  toward  evening  out  the  minor  irregularities  of  employmeot 
No  plan  could  help  in  the  most  serious  forms  of  unemployment,*teclb 
nological  and  cyclical.  An  understanding  of  the  incidence  proUon  is  a 
1  death  blow  to  the  faith  in  additional  incentives. 

An  understanding  of  the  incidence  problem  is  an  important  aid,  fu^ 
ther,  in  explaining  the  ineradicable  instability  of  unemployment  reserves 
based  upon  the  "insurance"  or  pooling  principle.  If  unemployment  were 
an  insurable  risk,  a  workman  would  pay  directly  or  indirectly  the  cost 
of  the  risk  of  unemployment  to  a  homogeneous  class  of  men  whose  chances 
were  no  better  or  no  worse  than  his  own.  Insurance  depends  upon  the 
grouping  of  like  risks  and  upon  appropriate  differences  in  premiums  and 
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enefita  between  several  classes.  The  average  risk  has  to  be  for  a  homo- 
eneous  class.  An  average  risk  of  unemployment  calculated  for  a  hetero- 
eneous  class  of  workmen  in  highly  secure  and  highly  insecure  positions 
i  no  basis  for  insurance.  Moreover,  an  average  calculated  upon  past 
qperience  is  no  help  unless  the  experience  warrants  our  projecting  the 
verage  into  the  future.  This  is  not  the  case.  The  British  and  the  Grer- 
tan  miners  did  not  expect  any  such  unemployment  as  that  existing  in 
scent  years;  and  no  one  foresaw,  five  years  ago,  the  problems  we  are 
ow  facing.  The  average  percentage  of  unemployment  due  to  minor 
'regularities  can  be  calculated,  but  this  tjrpe  of  unemployment  has  little 
BFect  upon  superior  workmen.  Cyclical  unemployment  and  technological 
nemployment,  which  hit  good  and  bad  alike,  are  incalculable.  Unem-  j 
loyment  is  no  more  insurable  than  business  failure.  ' 

A  pooled  reserve,  whether  on  a  geographical,  trade,  industry,  or  indi- 
idual  establishment  basis,  lumps  together  good  and  bad  risks.  Under 
uch  a  plan,  the  less  exposed  workman  pays  an  excess  and  the  more 
ixposed  workman  receives  an  excess.  The  more  exposed  workman  re- 
ceives a  benefit  which  has  been  paid  for  in  part  by  himself  and  in  part  by 
other  workmen.  In  other  words,  his  benefit  includes  some  relief.  The  ele- 
ment of  relief  in  the  benefits  paid  from  the  unemployment  reserve  is  thus 
not  dependent  upon  grants  from  the  public  treasury  or  upon  benefits 
extended  beyond  the  contractual  limits  but  is  inherent  in  the  pooling 
basis.  The  charitable  character  may  be  disguised,  but  it  is  evident  in  the 
<leparture  from  the  qtiid  pro  quo  basis. 

When,  and  if,  the  less  exposed  workmen  penetrate  the  disguise,  they 
may  well  ask  why  they  are  compelled  to  pay  a  special  tax  for  unemploy- 
ment relief.  If  they  are  bound  to  the  unemployed  by  a  strong  sentiment 
>f  soUdarity,  they  may  be  entirely  willing  to  pay  the  tax.  Such  a  senti- 
ment may  be  found  in  some  trade  union  and  company  plans.  But  the 
entiment  of  solidarity  is  weakened  whenever  there  is  considerable  shif  t- 
ig  in  and  out  of  the  group.  The  instability  of  industry  thus  works 
gainst  effective  solidarity. 

Moreover,  the  instability  of  industry  makes  a  definition  of  member- 
lip  in  the  group  uncertain.  Whether  eligibility  for  benefits  is  defined 
I  terms  of  length  of  employment,  duration  of  unemployment,  or  ratio 
•  benefits  to  contributions,  the  same  definition  of  the  eligible  group  will 
elude,  in  good  times,  those  with  slight  claims  to  membership  and  will 
:clude,  in  bad  times,  those  with  strong  claims  to  membership.  Suppose, 
»r  example,  that  eligibility  is  limited  to  those  who  had  four  months  of 
nployment  in  the  preceding  year.  This  would  include  a  very  large  num- 
jr  in  a  period  of  prosperity  and  might  exclude,  in  a  period  of  depres- 
on,  workmen  who  had  spent  most  of  their  lives  in  the  industry.  When 
le  group  is  ill  defined,  solidarity  is  weakened.  The  weakened  solidarity 
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which  Is  inherent  in  a  pooled  reserve  in  an  unstable  world  will  result  in 
demands  that  the  public  treasury  support  the  unemployed  through  other 
taxes  or  will  result  in  a  low  level  of  contributions  and  hence  inadequate 
benefits. 

If  unemployment  reserves  are  to  eliminate  all  traces  of  relief,  the  only 
possible  basis  is  that  of  deposits  or  savings.  If  an  unemployed  wage 
earner  could  draw  only  the  amount  deposited  in  his  individual  account, 
the  individualist  qtiid  pro  quo  principle  would  be  adhered  to  strictly. 
Individualists,  at  least,  would  probably  be  willing  to  pay  higher  con- 
tributions. The  same  system  could  well  be  used  to  build  up  a  fund  for 
retirement  and  old  age.  The  rigidity  of  wage  rates — which  is  a  principal 
obstacle  to  the  reduction  of  unemployment — ^might  not  be  increased 
when  the  workman  realized  that  he  and  no  one  else  was  paying  his  un- 
employment benefits,  that  he  was  drawing  on  his  own  reserves.  If  the  rate 
of  contribution  was  raised  to  include  provision  for  old  age,  the  larger 
income  in  bad  times  would  render  the  problem  of  liquidating  assets  to 
obtain  cash  much  less  acute.  The  deposit  or  savings  basis  for  unem- 
ployment and  old  age  benefits  is  simply  an  extension  of  the  method  of 
providing  for  those  contingencies  which  is  already  practiced  by  both 
wage  earners  and  investors. 

Such  a  system  of  deposits  or  savings  obviously  would  not  provide  for 
all  the  unemployed  for  whom,  on  economic  and  other  grounds,  8om^ 
thing  better  than  existing  methods  of  public  and  private  aid  is  desired. 
This  is  true  also  of  a  reserve  system  on  the  pooled  or  insurance  bani> 
Under  either  system,  workmen  who  have  exhausted  their  claims  to  bene 
fits  cannot  be  classed  with  the  unemployable  or  chronically  poor.  Mn« 
Sidney  Webb  traces  many  of  the  difficulties  of  the  British  system,  pi^ 
ticularly  the  overload  of  additional  relief,  to  the  failure  to  provide! 
second  line  of  defense  behind  the  insurance  system.  The  British  public 
had  been  warned  of  this  necessity  in  the  report  of  the  Poor  Law  CoiD' 
mission  before  the  original  act  was  adopted.  The  American  public  Dcedi 
the  same  warning  now.  All  provision  for  the  unemployed  cannot  cfa» 
from  a  system  of  reserves.  Any  system  of  reserves,  moreover,  will  be  of 
little  aid  in  solving  the  major  problem  of  prevention. 
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Professor  Meriam  has  given  reasons  for  believing  that  the  provision 
f  unemployment  reserves  will  do  little  to  stabilize  industry.  The  reasons 
e  gives,  however,  lead  also  to  the  conclusion  that  unemployment  is  likely 
o  be  a  recurrent  evil,  partly  because  of  our  imperfect  knowledge  of  eco- 
lomic  sequences,  and  partly  because  of  the  prevalent  unwillingness  to 
kccept  the  sacrifices  which  a  far-reaching  stabilization  policy  would  in- 
xdve.  Provision  for  those  whose  income  has  ceased  because  of  unemploy- 
oent  will  constitute  a  major  problem  of  practical  economics  for  many 
^ears  to  come.  I  propose,  therefore,  in  this  paper  to  accept  that  fact  as 
ysiaic  and  to  discuss  the  economic  considerations  which  must  be  kept  in 
riew  in  providing  relief  for  the  unemployed,  and  to  analyze,  by  reference 
to  these  considerations,  proposals  for  the  establishment  of  unemployment 
reserves  or  insurance  funds. 

Current  controversy  reflects  at  least  four  prevailing  views  concerning 
the  requirements  of  a  system  of  unemployment  relief.  In  the  first  place, 
it  is  very  generally  held  that  the  scheme  should  be  designed  to  reduce^ 
the  volume  of  unemployment.  In  so  far  as  this  requirement  implies  that 
the  relief  system  should  be  used  as  a  method  of  introducing  order  into  the 
labor  market  by  providing  for  the  registration  of  claimants  to  benefit  at 
public  offices,  at  which  also  information  concerning  jobs  is  centralized, 
there  can  be  little  disagreement.  Experience  shows  that  public  unemploy- 
Dtent  offices  have  not  been  very  effective  in  the  absence  of  positive  induce- 
ments to  report  to  them,  but  also  that  such  offices  can  conveniently  check 
the  genuineness  of  claims  for  unemployment  relief,  in  view  of  their  cen- 
tralized knowledge  of  both  offers  of  work  and  demands  for  labor.  Obvi- 
ously, however,  enforced  attendance  at  employment  offices  cannot  create 
jobs.  It  can  merely  enable  the  unemployed  to  find  existing  jobs  more 
Quickly,  and  can  facilitate  the  collection  of  essential  statistics  without 
^hich  no  rational  attack  on  the  problem  of  unemployment  is  conceivable. 

The  demand  that  the  cost  of  unemployment  relief  should  be  distributed 
n  such  a  manner  as  to  force  employers  to  stabilize  their  demand  for 
abor  is  more  far-reaching,  but  since  it  has  been  discussed  at  consider- 
able length  by  Professor  Meriam,  I  propose  to  do  no  more  than  express 
ny  general  agreement  with  the  view  that  the  possibilities  in  this  direc- 
ion  have  undoubtedly  been  overestimated.  The  amount  of  unemploy- 
aent  that  is  within  the  control  of  individual  employers  or  even  indus- 
ries  is  less  than  is  often  assumed,  and  until  the  incidence  of  contribu- 
ions  required  from  employers  has  been  more  clearly  traced,  the  extent 
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to  which  such  contributions  stimulate  reorganization  rather  than  efforti 
to  shift  the  burden  to  workers,  consumers,  and  landlords  must  remain 
in  doubt.  It  is  undeniable,  however,  that  some  pressure  can  be  success- 
fully applied. 

In  the  third  place  it  is  held  that  unemployment  relief  should  be  used 
to  eliminate  unemployment  by  transferring  purchasing  power  from  good 
to  bad  times.  This  claim  appears  in  the  form  of  proposals  that  expendi- 
ture on  public  works  should  be  controlled  to  compensate  changes  in  the 
private  demand  for  labor,  and  less  frequently,  that  reserve  or  insurance 
funds  should  be  accumulated  over  a  period  of  time  and  distributed  m 
emergencies.  Concerning  such  proposals,  I  wish  to  add  but  one  or  two 
footnotes  to  Professor  Meriam's  remarks.  Laying  aside  reserves  of  conh 
modities  at  one  time  w;hich  can  be  used  later  to  supply  the  needs  of  the 
unemployed  without  depriving  other  members  of  the  community  of  re 
sources  at  that  future  date,  is,  of  course,  possible  only  if  a  centrst 
authority  buys  actual  goods  and  puts  them  in  storage,  or  if  it  invests 
current  unemployment  reserves  outside  the  given  economic  unit  and  is 
able  to  realize  them  in  periods  of  unemployment  without  disturbing  the 
home  economy  or  depressing  the  investment  market. 

It  can  be  conceded  at  once  that  the  accumulation  of  internal  invest- 
ment reserves  in  prosperity  and  their  disbursement  in  times  of  serioas 
depression  necessitates  realization  of  property  at  an  unfavorable  timfc 
Even  so,  Drs.  Shoup  and  Shere  have  recently  shown  that  apart  from 
exceptional  circumstances,  a  state  as  a  seller  might  profit  financiaUj 
from  the  relative  increase  in  bond  prices  during  trade  depressions.^  Bat 
there  is  no  reason  why  reserves  should  be  treated  in  the  period  of  ac- 
cumulation as  ordinary  savings  and  allowed  to  stimulate  production.  It 
is  undoubtedly  possible  to  accumulate  purchasing  power  in  periods  of 
good  trade  in  the  form  of  an  earmarked  reserve  of  cash  or  deposits  and 
to  provide  for  its  automatic  disbursement  when  unemployment  appears. 
Such  a  policy  would  avoid  the  undue  stimulation  of  productive  activity 
in  the  upswing  of  a  cycle,  such  as  Professor  Meriam  fears.  Indeed,  it 
would  normally  retard  business  expansion  in  times  of  prosperity,  since 
it  would  slow  down  the  circulation  of  money  in  the  widest  sense,  unless 
the  financial  authorities  decreased  their  reserve  requirements  in  a  corre- 
sponding degree.  But  it  is  more  probable  that  the  presence  of  a  growing 
earmarked  reserve,  liable,  if  needed  at  all,  to  be  withdrawn  rather  rapidly^ 
would  lead  in  a  rational  banking  system  to  a  cautious  policy  and  thus  to 
some  restriction  of  expansion.  The  disbursement  of  the  fund  would,  other 
things  being  equal,  have  an  inflationary  effect.  Most  attempts  at  infla- 
tion tend  to  be  ineffective  in  depressions,  because  purchasing  power  i« 

^  Memorandum  No.  11,  N.Y,  State  Commission  for  the  Revision  of  the  Tax  JUtt^t 
p.  8. 
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red  to  producers,  who  at  such  times  are  influenced  less  by  lower  inter- 
rates  than  by  an  assurance  of  markets,  or  to  bankers,  who  use  new 
Is  for  strengthening  their  reserve  position  rather  than  for  oiling  the 
3ls  of  trade.  But  the  distribution  direct  to  the  unemployed  of  the 
I  accumulated  for  that  purpose  will  more  effectively  stimulate  pro- 
uion,  since  it  makes  purchasing  power  available  to  those  who  by 
lition  will  be  certain  to  spend  it.  Actually,  however,  it  is  probable 
:  this  inflationary  effect  would  be  neutralized  by  the  already  existing 
riction  of  lending  by  banks  and  by  the  unwillingness  of  business  men 
x)rrow  from  banks,  which  constitutes  one  of  the  phenomena  of  de- 
{sion.  Given  declining  business  activity,  such  a  payment  to  the  un- 
loyed  tends  to  bring  about,  as  compared  with  the  period  immediately 
)r  to  the  depression,  a  transference  of  purchasing  power  from  buyers 
producers'  goods  as  a  group  to  consumers.  Whether  or  not  this  trans- 
is  desirable  depends,  of  course,  upon  the  causes  of  the  trade  cycle.  I 
gest  that  present  knowledge  gives  no  basis  for  condenming  it. 
Cven  if  the  distribution  of  the  earmarked  reserve  more  than  balances 
contraction  of  the  activities  of  banks  and  business  men  in  the  invest- 
it  field  and  thus  involves  some  measure  of  inflation,  the  stimulation 
consumption  is  subject  to  obvious  safeguards.  On  the  one  hand  the 
ount  that  is  to  be  distributed  is  narrowly  limited  by  the  low  level  of 
ome  represented  by  the  amount  of  the  benefit,  and,  on  the  other  hand, 
duration  of  the  distribution  is  limited  by  the  fact  that  as  unemploy- 
it  diminishes,  the  inflationary  tendency  automatically  ceases  to  oper- 
.  The  provision  of  such  funds,  therefore,  may  be  claimed  to  be  a  safer 
n  of  inflation  than  the  facilitation  of  advances  to  producers,  for  the 
;er  involves  a  real  danger  that  prices  will  continue  to  increase  long 
)T  available  resources  are  being  worked  to  capacity. 
!Tie  real  question,  therefore,  is  not  whether  assured  payments  to  the 
mployed  can  be  made  from  reserves  without  reducing  the  funds  avail- 
!  for  production  in  depression  or  unduly  increasing  them  in  pros- 
ty.  There  are,  rather,  two  questions :  firstly,  whether  it  is  desirable 
ome  periods  to  change  the  balance  of  purchasing  power  in  favor  of 
jumers'  expenditure,  and  secondly,  whether  the  best  means  of  doing 
s  to  issue  fiat  money  in  times  of  depression  or  to  provide  during 
jperity  for  an  orderly  contraction  of  the  circulating  medium  in  the 
jst  sense,  by  requiring  regular  contributions  from  industry,  the  fund 
;  accumulated  being  used  in  times  of  bad  trade  to  pay  weekly  bene- 
The  answer  to  the  first  question  turns,  as  I  have  said,  upon  our 
>ry  of  the  causes  of  the  trade  cycle.  Later  in  this  paper  I  will  suggest 
ntative  answer  to  the  second  question. 

Tie  second  frequently  expressed  requirement  of  an  unemployment  re- 
system  maintains  that  it  should  provide  some  return  to  society  for  its 
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expenditure.  Raw  materials  and  capital  should  be  provided  so  that  tk 
unemployed  may  make  some  return  for  the  income  they  receiye.  Tliii 
argument  underlies  proposals  for  the  development  of  public  or  prifite 
works  in  time  of  depression;  it  finds  expression  also  in  proposals  soch 
as  that  of  Mr.  G.  D.  H.  Cole  that  the  unemployed  should  be  organind 
in  a  Ubor  army  and  set  to  work  upon  tasks  of  general  social  benefit 
Finally,  it  imderlies  in  part  the  proposals  put  forward  in  Great  Britaii 
originally  by  Lord  Melchett  and  developed  on  a  spectacular  scale  m 
Germany  in  the  recent  measures  of  the  Von  Papen  government,  that  mh 
employment  relief  should  be  paid  not  to  the  unemployed  but  to  em- 
ployers, to  induce  them  to  take  on  workers  who  would  otherwise  hiic 
been  regarded  as  submarginal. 

The  argument  is  seductive,  but  reflection  suggests  both  theoretical  and 
practical  limitations.  With  the  obvious  practical  economic  difficnltiei 
of  subsidizing  the  wages  paid  by  private  employers  I  do  not  propose  is 
deal.  I  desire  rather  to  examine  the  implication  that  apart  from  theie 
difficulties  the  economic  advantageousness  of  such  a  scheme  is  inconteri- 
able.  In  the  first  place,  setting  the  unemployed  to  work  in  this  wij 
necessarily  involves  an  expenditure  considerably  greater  than  would  be 
required  merely  to  maintain  them.  Experience  indicates  that  the  pay* 
ment  to  the  workers  relieved  must  approximate  more  closely  to  the  cn^ 
rent  rates  of  wages  than  must  bare  relief  grants,  if  only  because  penoni 
at  work  need  more  food  and  clothing  than  those  who  are  idle.  In  any 
case,  additional  expenditure  to  provide  capital  and  materials  with  whicb 
to  carry  on  the  work  is  necessary.  The  economic  advantageousness  of 
this  type  of  attack  on  the  unemployment  situation  turns,  therefore,  up- 
on a  choice  not  between  a  given  expenditure  which  will  yield  something 
and  the  same  expenditure  yielding  nothing,  but  between  a  given  ex- 
penditure which  will  yield  nothing  and  a  somewhat  larger  expenditure 
which  will  yield  some  economic  return.  In  making  this  choice,  the  satii- 
f actions  which  could  have  been  obtained  from  the  expenditure  of  the  ad* 
ditional  fund  in  the  course  of  ordinary  business  must  be  compared  with 
those  obtainable  by  utilizing  the  labor  of  the  otherwise  unemployed. 

In  other  words,  a  problem  of  comparing  marginal  utilities  arises,  and 
it  is  far  from  certain  that  the  worthwhileness  of  expenditure  on  prodne- 
tive  relief  will  be  obvious.  In  so  far  as  the  unemployed  can  be  put  to 
work  which  involves  the  utilization  of  machinery  and  resources  otherwitt 
remaining  idle,  or  can  in  this  way  be  obtained  at  less  than  the  current 
rates  paid  for  labor,  the  economic  return  obtainable  from  the  stimula- 
tion of  this  kind  of  employment  might  be  expected  to  compare  favorably 
with  that  obtained  from  stimulating  employment  through  the  lUMnnsl 
channels  of  consumer  demand.  Unfortunately,  however,  the  benefti 
available  from  this  source  are  less  than  they  seem.  Firstly,  there  is  ft 
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endency  everywhere  observable  for  expenditure  of  this  kind  to  be 
lirected  toward  the  employment  of  as  large  a  number  of  workers  as 
XMsible  and  therefore  to  the  stimulation  of  employments  that  involve 
I  relatively  small  amount  of  capital.  Secondly,  as  already  pointed  out, 
physical  necessity  plus  pressure  from  labor  groups  has  tended  to  reduce 
die  differential  between  the  remuneration  paid  for  this  relief  work  and 
that  for  work  in  unsubsidized  employment. 

Moreover,  the  choice  between  allocating  a  given  sum  to  maintenance 
ilone  or  a  larger  sum  to  maintenance  that  will  yield  some  economic  re- 
turn cannot  be  made  without  regard  for  the  kind  of  product  yielded  by 
aubeidized  employment.  In  the  absence  of  profitability  as  a  criterion  for 
determining  the  kind  of  work  to  be  undertaken,  safeguards  have  in  fact 
leen  established  which  have  severely  restricted  the  tjrpe  of  work  sub- 
sidized. Specifically,  subsidies  have  been  restricted  to  production  shown 
to  be  additional  to  what  would  occur,  and  also  to  be  socially  desirable. 
Tie  experience  of  Grermany  has  illustrated  very  clearly  the  practical 
difficulties  of  distinguishing  work  that  is  additional  to  what  would  have 
ken  normally  undertaken,  and  there  as  elsewhere  there  has  been  a  ten- 
dency to  limit  subsidized  employment  to  works  which  would  not  be  eco- 
nomically remunerative  to  any  individual  employer  or  local  authority 
Imt  which  might  benefit  the  community  as  a  whole  over  a  long  period  of 
time. 

Thus  the  net  advantage  of  allocating  additonal  funds  to  relief  in 
order  to  obtain  something  instead  of  nothing  from  unemployed  persons 
win  then  turn  upon  the  source  from  which  these  other  funds  come.  If 
they  are  raised  out  of  general  taxation  collected  from  those  who  would 
otherwise  have  spent  those  funds,  the  worthwhileness  of  this  stimulation 
involves  a  decision  that  present  consumption  shall  be  restricted  in  order 
to  secure  productive  works  bringing  in  a  return  many  years  hence.  The 
poorer  the  conmiunity,  the  less  desirable  is  such  redistribution  of  re- 
sources likely  to  appear.  If,  however,  the  funds  are  raised  by  taxation 
ffom  those  who  would  otherwise  have  saved,  or  is  financed  by  the  floating 
of  loans,  the  net  economic  desirability  depends  upon  the  extent  to  which 
these  funds  would  otherwise  have  been  used  to  stimulate  production 
through  the  normal  channels  of  industry.  Only  where  they  would  other- 
wise have  remained  as  idle  deposits  does  the  decision  to  use  them  for  pro- 
ductive unemployment  relief  avoid  the  choice  between  present  and  future 
satisfactions  to  which  I  have  already  referred. 

It  is  important,  however,  to  note  that  although  the  economic  ad- 
vantageousness  of  productive  unemployment  relief  may  be  less  than  ap- 
pears at  first  sight,  it  may  nevertheless  be  desirable  because  of  its  effect 
Qpon  the  morale  of  the  workers.  The  important  question  is,  then,  whether 
tlie  conmmnity  can  afford  to  pay  this  price  for  maintaining  morale  and 
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whether  it  is  possible  by  this  means  to  care  for  all  the  unempIojecL  Tk 
practical  difficulties  have  been  sufficient  in  almost  all  the  countries  m 
which  this  experiment  has  been  tried  to  limit  additional  payments  is 
relatively  short  periods  of  time  and  to  a  small  proportion  of  unemplojed 
persons.  As  unemployment  has  increased,  the  willingness  to  incur  thb 
additional  expenditure  has  been  less  and  less  in  evidence. 

The  third  requirement  frequently  made  of  unemployment  relief  sjt- 
tems  is  that  they  shall  not  aggravate  the  existing  situation  through  thdr 
effect  upon  workers,  employers,  or  the  government.  This  requireoMit 
underlies  the  common  objection  to  unemployment  relief  systems  that  thej 
tend  to  maintain  wages  and,  therefore,  to  postpone  essential  economie 
readjustments.  This  view  has  been  prominently  associated  with  the  name , 
of  M.  Rueff,  who  has  endeavored  to  establish  a  statistical  relaticmsfaip  ] 
of  this  kind  in  regard  to  the  British  situation.  For  various  reasons,  larg^ 
ly  of  a  technical  nature  and  which  I  have  set  out  elsewhere,*  I  do  not 
think  that  M.  Rueff  has  established  his  argument. 

The  fact  remains,  however,  that  there  is  an  undoubted  relationsli^ 
between  wages  and  unemployment  relief  wherever  loss  of  income  is  relied 
upon  to  bring  about  economic  readjustment.  If  workers  are  persuaded 
by  loss  of  income  to  offer  to  do  the  kinds  of  work  in  demand  at  the 
price  which  society  is  prepared  to  pay,  any  relaxation  of  that  pressure 
(such  as  would  result  from  the  guarantee  of  a  fixed  unemployment  pay- 
ment) must  postpone  economic  revaluation.  A  guarantee  of  a  fixed  rdief 
payment  for  a  defined  period  must  thus  be  regarded  as  an  expresiioB 
of  the  willingness  of  a  society  to  allow  the  displaced  worker  a  breathiqg 
space  before  forcing  him  to  make  serious  economic  readjustments. 

Many  economic  reasons  can  be  urged  in  favor  of  this  guarantee.  It  is 
obviously  wasteful  to  have  too  high  a  degree  of  adaptability  on  the  pari 
of  workers.  Changes  in  demand  may  be  merely  temporary  and  it  is  un- 
necessary for  employees  to  acquire  other  skills  or  to  force  their  way 
into  other  occupations,  if  the  demand  for  services  of  the  type  they  htire 
formerly  performed  is  likely  to  revive  within  a  relatively  short  period.  It 
has  long  been  observed  that  the  opposition  of  organized  workers  to  the 
introduction  of  new  devices  and  their  attitude  to  increased  production 
has  been  connected  with  their  fear  of  loss  of  income  due  to  unemploy- 
ment. More  recently  Mr.  Matthewson  has  shown  in  an  admirable  stud/ 

*  Labour  Magazine,  August,  1981,  p.  182;  cf.  also  F.  Brown  in  New  Statesmtm  (Oid 
Nation  J  June  20,  1981.  Apart  from  serious  statistical  flaws,  the  most  important  gap 
in  RuefTs  argument  is  his  failure  to  demonstrate  that  it  is  the  unemplojrment  in^ 
ance  system  which  has  been  responsible  for  the  remarkable  post-war  stability  of  wtgc 
rates  in  Great  Britain.  I  suspect  that  the  marlced  lag  between  movements  in  tiic  gen- 
eral level  of  retail  and  wholesale  prices  in  a  country  where  wages  arc  veiy  lai^df 
regulated  by  collective  bargaining  or  by  state-enforced  wages  boards  is  more  respon- 
sible for  this  rigidity  of  wage  rates  than  is  generally  supposed. 

•  S.  B.  Matthewson,  Restriction  of  Output,  pmHm, 
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that  fear  of  unemployment  leads  also  to  restriction  of  output  by  un- 
nrganized  workers.  A  society  such  as  ours  which  encourages  changes  in 
productive  technique  and  sets  a  high  value  on  the  freedom  of  the  con- 
mmer  to  change  his  mind  cannot  afford,  in  the  interests  of  adaptability 
df  labor  supply,  to  concentrate  the  costs  of  innovation  upon  displaced 
rorkers  and  thereby  obstruct  change. 

Finally,  our  knowledge  of  the  relationship  between  sustained  consump- 
tion and  regularity  of  production,  especially  at  the  beginning  of  a  trade 
ilepression,  is  not  yet  sufficiently  definite  to  permit  a  positive  assertion 
that  a  revision  of  all  existing  money  contracts,  involving  inter  dUa  re- 
factions of  wages,  is  an  essential  prerequisite  to  the  restoration  of  eco- 
iomic  balance.  The  risk  of  maintaining  wages  for  a  limited  time  at  the 
beginning  of  a  depression  when  the  basic  reasons  for  maladjustments 
ire  obscure  may  be  worth  running.  But  it  should  be  noted  that  no  society 
Ban  relinquish  the  right  periodically  to  revise  the  duration  of  the  period 
for  which  it  will  run  that  risk  in  the  light  of  more  exact  knowledge  of 
Economic  relationships,  changes  in  the  general  level  of  prices,  and 
dianges  in  the  real  economic  income  of  the  conmiunity. 

The  claim  that  an  assured  unemployment  payment  discourages  mobil- 
ity as  between  occupations,  when  it  is  not  a  special  case  of  the  theory 
ire  have  just  discussed,  has  validity  only  when  unemployment  relief  is 
provided  for  some  and  not  all  of  the  occupations  in  a  given  economic 
area.  It  is  undeniable  that  in  Great  Britain  the  exclusion  of  agricultural 
work  and  domestic  service  from  the  provision  of  the  unemployment  in- 
surance system  has  tended  to  discourage  entry  into  these  occupations 
where  it  has  not  positively  encouraged  exit  from  them.  It  is  in  other 
words  an  argument  against  a  partial  unemployment  relief  system. 

Unemployment  relief  may,  it  is  also  said,  aggravate  the  existing  situa- 
tion through  its  effect  upon  employers.  Firstly,  it  is  argued  that  the 
bowledge  that  their  workers  will  be  cared  for  encourages  carelessness 
in  discharge  policy.  It  is,  of  course,  possible  that  the  knowledge  that 
discharge  may  mean  starvation  to  their  workers  may  induce  employers 
to  make  special  efforts  to  postpone  discharge  and  to  ration  work  among 
their  existing  staff.  This  argument  is  most  plausible  where  there  is  a 
dose  personal  relationship  between  employers  and  workers,  but  it  is 
doubtful  whether  even  then  it  has  wide  validity.  Moreover,  some  methods 
>f  raising  funds  for  unemployment  relief  offer  a  safeguard  against  this 
langer  by  a  provision  for  the  levying  of  increased  contributions  from 
idustries  where  gross  carelessness  in  employment  policy  is  demon- 
krated. 

A  second  and  more  serious  charge  is  that  unemployment  relief  financed 
y  contributions  from  industry  defers  revival  if  it  does  not  actually 
ggravate  depression.  The  correctness  of  this  argument  depends  upon 
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the  cause  of  unemployment.  Where  unemployment  in  some  sectionirfl 
industry  is  attributable  to  a  change  in  taste  or  knowledge  which  IC'| 
dounds  to  the  advantage  of  other  sections,  there  is  a  clear  economic  < 
for  charging  the  cost  of  unemployment  in  the  former  against  the  latte;| 
the  cost  of  transferring  workers  from  the  depressed  industry  and  i 
taining  them  during  transference  is  part  of  the  final  cost  of  the 
product  or  process.  Assessment  against  the  beneficiary  industries  Wr 
sures  a  closer  approximation  to  the  economic  ideal  that  so  far  as  pot* 
sible  selling  prices  should  reflect  all  the  costs  involved  in  the  prodnctioi 
of  a  commodity. 

But  where  unemployment  is  more  general  or  assumes  the  catastroploe 
proportions  with  which  we  have  recently  become  familiar,  it  has  been  hdi 
by  such  authorities  as  Mr.  Keynes^  that  raising  funds  from  indnstrj 
depresses  enterprise  more  than  if  a  similar  sum  were  collected  froi 
general  taxation.  Here,  too,  any  certain  answer  awaits  the  final  devdop- 
ment  of  the  theory  of  incidence,  but  even  if  it  were  known  that  the  ineh 
dence  of  industrial  contributions  fell  directly  or  ultimately  upon  the 
employer,  the  effect  on  enterprise  is  still  in  doubt.  It  is  true  that  compe- 
tition from  producers  not  subject  to  the  charge  might  have  serious  con- 
sequences, although  on  account  of  the  protective  tariff  this  factor  necet' 
sarily  assumes  negligible  importance  in  this  country  as  compared,  for 
example,  with  Great  Britain.  But  in  the  last  resort,  the  answer  depeodi 
upon  our  theory  of  the  elasticity  of  demand  for  income  in  terms  of 
effort.  Once  again,  I  suggest  that  current  economic  theory  supplies  no 
certain  answer.  Finally,  it  should  be  noted  that  the  claim  has  validity 
only  if  certain  types  of  taxation  are  adopted,  and  in  this  country  it  is  bj 
no  means  obvious  that  the  attempt  to  raise  at  least  part  of  the  fundi 
by  direct  contributions  from  industry  would  depress  enterprise  moie 
than  the  collection  of  a  similar  sum  by  the  traditional  indirect  methods 
of  taxation,  in  which  the  sales  tax  appears  likely  to  play  a  prominent 
rdle. 

In  the  third  place,  it  is  claimed,  some  forms  of  unemployment  relief 
aggravate  depression  because  they  have  an  adverse  effect  upon  govern- 
ment policy.  This  view  has  been  strongly  put  by  Sir  William  Beveridge, 
who  has  suggested  that  what  he  regards  as  the  unlimited  benefit  hai 
paralyzed  governmental  attempts  to  improve  the  economic  situation  in 
Great  Britain.^  It  is,  of  course,  conceivable  that  payment  of  practically 
imconditional  relief  from  general  taxation  might  diminish  the  pressure 
exerted  upon  the  government  by  a  desperate  incomeless  electorate  to  initi- 
ate economic  reorganization,  but  the  practical  validity  of  the  argument 

*  In  the  Political  Quarterly,  Januair,  1980,  p.  119,  ff. 

'  W.  H.  Beveridge,  Unemployment  (1980),  p.  409;  cf.  also  evidence  of  Sir  WiUias 
before  the  Unemplojrment  Insurance  Commlssuin. 
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f'rSm  far  from  clear.  No  state  has  made  more  positive  efforts  to  create  em- 
'ployment  than  Grermany,  where  there  also  exists  the  most  comprehensive 
stem  of  unemployment  relief;  and  the  absence  of  adequate  and  orderly 
.  provision  for  relieving  the  unemployed  in  the  United  States  cannot  be 
hisid  to  have  justified  itself  by  inducing  great  measures  of  constructive 
onomic  statesmanship.  Indeed,  it  seems  more  reasonable  to  expect  that 
when  the  costs  are  concentrated  and  known,  as  occurs  when  relief  is 
Ik  Cnanced  through  general  taxation  or  industrially  supplied  reserves,  the 
rcost  of  continuous  unemployment  is  more  likely  to  stimulate  demands  for 
economic  reconstruction  than  where  the  burden  is  incapable  of  measure- 
s  aent  because  diffused  among  the  unemployed,  their  friends  and  relatives, 
^cbaritable  individuals,  landlords,  and  storekeepers  incurring  bad  debts. 
The  fourth  requirement  concerning  the  characteristics  of  an  ideal 
unemployment  relief  system  holds  that  it  should  at  least  protect  those 
footing  the  bill  by  setting  a  limit  to  their  liability.  This  view  expresses 
itself  in  the  demand  that  proposed  insurance  or  reserve  schemes  should 
be  financially  solvent,  and  in  the  constant  preoccupation  with  the  finan- 
cial aspects  of  unemployment  relief  in  all  countries.  Efforts  have  been 
made  to  limit  the  cost  of  relief  by  various  devices.  Care  is  taken  to  see 
that  payment  is  made  only  to  those  genuinely  unemployed  and  limits 
are  placed  upon  the  duration  and  amount  of  benefit,  and  these  are  some- 
times subject  to  revision  as  the  unemployment  relief  fund  shrinks.  It  is 
important  to  note,  however,  that  although  the  expenditure  to  be  in- 
curred in  any  period  in  respect  of  any  individual  worker  can  be  limited, 
it  is  impossible  to  limit  the  total  liability  for  relief  expenditure.  Restric- 
tion of  the  duration  of  benefit  limits  the  total  liability  only  when  the 
turnover  of  personnel  in  the  unemployed  class  can  be  accurately  esti- 
mated and  remains  unchanged.  Furthermore,  limitation  of  total  liability 
requires  foreknowledge  of  the  total  number  of  persons  qualifying  for 
and  claiming  benefit,  and  experience  has  revealed  the  difficulty  of  making 
such  forecasts.  Moreover,  financial  burden  is  significant  only  in  relation 
to  the  total  available  income  against  which  it  is  assessed.  Circumstances 
which  bring  about  a  marked  change  in  the  proportion  of  claimants  to 
potential  payers  or  a  decline  in  the  general  level  of  money  incomes  will 
change  the  real  burden  of  any  given  total  monetary  liability  for  un- 
employment relief.  Finally,  it  must  again  be  emphasized  that  the  sol- 
vency of  insurance  or  relief  funds  can  be  attained  and  the  interests  of 
contributors  (through  taxation  or  otherwise)  protected,  only  at  the 
cost  of  failure  to  provide  for  all  cases  of  need.  In  other  words,  unless  in- 
comeless  persons  are  to  be  denied  consumable  goods,  safeguards  merely 
transfer  the  cost  of  maintenance  from  one  fund  to  another.  In  both 
England  since  1981  and  Grermany  for  a  much  longer  period,  the  safe- 
guarded insurance  funds  have  come  to  provide  for  a  diminishing  propor- 
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tion  of  the  total  numbers  of  the  unemployed.  In  England,  the  insari 
system  now  meets  the  needs  of  less  than  60  per  cent  of  all  unemplojei  a^ 
persons.^  In  Germany  the  corresponding  proportion  in  October,  VM,  Em 
was  11.4  per  cent.^ 

Thus  of  the  four  characteristics  commonly  demanded  in  an  ideal  vb^  i^^ 
employment  relief  system,  two — the  claim  that  it  should  eliminate 
ployment,  and  that  it  should  give  the  contributors  something  for  thai 
money — ^prove  on  analysis  to  be  less  economically  seductive  than  ap- 
peared at  first  sight.  Furthermore,  all  known  sch^oies  which  aim  at 
objectives  have  been  shown  by  experience  to  be  capable  of  dealing  withH 
tie  more  than  the  fringe  of  the  relief  problem.  On  the  other  hand, 
analysis  suggests  that  although  in  some  respects  expenditure  on 
ployment  relief  yields  a  positive  economic  return,  there  is  a  margin  d 
risk  involving  an  uncompensated  economic  cost  which  cannot  be  avoidei 
and  which  is  only  in  part  represented  by  a  financial  burden. 

Above  all  we  must  realize  that  there  is  no  single  and  more  or  leM 
automatic  way  in  which  society  can  limit  its  risk  and  at  the  same  tine 
provide  for  those  who  are  incomeless  through  unemployment.  Any  sound 
attack  upon  the  problem  must  accept  from  the  first  the  fact  that  there 
are  two  problems  and  not  one.  One  concerns  the  determination  of  the 
cost  to  be  incurred  both  in  terms  of  measurable  money  burden  and  in  the 
broader  economic  sense.  The  other  concerns  the  method  of  financings 
These  overlap  at  some  points  but  are  in  the  main  distinct. 

A  solution  of  the  first  problem  involves  the  necessity  of  making  pe- 
riodic judgments  concerning  the  amount  of  unemployment  that  the  com- 
munity is  prepared  to  undertake  responsibility  for,  and  the  duratinB 
of  the  period  within  which  no  pressure  will  be  applied  to  the  unemplojed 
to  readjust  their  economic  valuations.  In  making  this  decision  the  ques- 
tion of  the  relationship  of  the  probable  total  financial  cost  to  the  antici- 
pated money  income  of  the  community  necessarily  plays  a  part,  but  the 
more  fundamental  economic  costs  of  unemployment  relief  to  which  atten- 
tion has  already  been  drawn  in  this  paper  must  also  be  taken  into  ac- 
count. In  any  case  it  is  a  problem  that  must  be  solved  by  reference  to 
broader  criteria  than  the  financial  state  of  any  specific  industry,  reserrei 
or  insurance  fund.  In  the  last  resort  the  decision  is  only  partly  economic, 
for  the  determination  to  shoulder  certain  economic  costs,  when  thej 
cannot  be  shown  to  involve  any  economic  return,  is  an  ethical  deciaicNi- 
But  it  is  obviously  economically  undesirable  to  fix  once  and  for  all  the 
standard  which  any  society  will  guarantee  and  the  period  for  whid 
the  guarantee  is  to  run. 

From  this  point  of  view  the  attempt  to  provide  adequate  relief  on  the 

•  Ministry  of  Labour  Gazette,  December,  1982,  pp.  471,  i72,  and  474. 
»  Wirtsehaft  und  Btatiitik,  I,  November,  Heft,  1982,  p.  672. 
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ndple  of  insurance  with  its  emphasis  upon  a  fixed  benefit  conditional 
the  pajonent  of  defined  premiums  breaks  down,  not  merely  because  it 
impossible  to  forecast  the  total  amount  of  unemplojonent.  Even  the 
^empt  to  insure  over  long  periods  of  time  for  an  extremely  high  po- 
itial  unemployment  relief  demand  is  objectionable,  for,  since  the  money 
lount  to  be  provided  and  the  duration  and  conditions  of  benefit  can 
ver  be  decided  once  and  for  all,  but  must  vary  with  economic  condi- 
Qis  and  the  probable  causes  of  the  depression  at  any  given  time,  it  is 
■possible  to  know  many  years  beforehand  what  total  money  siun  to 
fovide  for  and  therefore  what  average  yearly  contribution  to  assess, 
breover,  unemployment  insurance,  which  aims  to  provide  a  certain 
ijtical  standard  of  living,  differs  from  life  insurance  where  the  contract 
IBS  only  in  money  terms  and  where  there  is  no  pressure  on  the  insuring 
(ent  subsequently  to  adjust  his  benefits  to  changes  in  the  purchasing 
lOver  of  money.  Furthermore,  the  worker  who  has  contributed  over 
eneral  years  in  the  expectation  of  receiving  a  defined  benefit  may  well  feel 
lense  of  grievance  if  the  actual  rate  paid  in  periods  of  depression 
■ounts  to  appreciably  less  than  this,  when  other  workers  whose  claims 
S  in  different  years  but  who  had  contributed  on  the  same  basis  received 
higher  sum. 

And  if  it  be  argued  that  premiums  should  be  changed  from  year  to 
ear  in  accordance  with  the  change  in  probable  expenditure,  then  it  can 
I  objected  that  years  of  heavy  unemployment  are  precisely  times  when 
le  imposition  of  additional  burdens  on  industries  is  likely  to  have  the 
lost  disadvantageous  effects. 

But  it  is  also  true  that  unemployment  exhibits  certain  characteristics 
I  common  with  risks  against  which  it  is  possible  to  insure.  In  particular 
;  is  important  to  note  that  any  given  percentage  of  unemployment  is 
ot  distributed  equally  among  all  workers.  In  Great  Britain  a  recent 
irestigation  has  shown  that  no  less  than  86.2  per  cent  of  the  persons 
ontinuously  insured  during  the  7^  years  between  1928  and  1980  had 
lawn  no  benefit  at  all  and  another  88  per  cent  had  received  benefit  for 
!S8  than  10  per  cent  of  the  time,  despite  an  average  unemployment  rate 
i  18  per  cent,  which  at  times  rose  as  high  as  20  per  cent.*  It  follows  that 
he  attempt  to  meet  the  costs  of  unemployment  relief  by  providing  for 
separate  fund  for  each  worker  against  which  only  he  can  draw  in- 
oI?e8  an  unnecessarily  large  reduction  in  current  spendable  income, 
bee  much  of  this  reserve  is  unlikely  to  be  called  upon  but  is  not  available 
3r  assisting  other  workers. 

The  second  problem,  that  of  raising  the  necessary  funds,  can  be  solved 
y  reference  to  no  obviously  appropriate  principles,  but  must  be  re- 
irded  as  an  ordinary  problem  in  public  finance.  Basically,  we  have  to 
*  Royal  Oommisiion  on  Unemploymmt  Imwranee,  Final  Report,  1982,  p.  7a 
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proTide  funds  to  meet  an  expenditure  whose  mazimam  within  anj 
period  is  incapable  of  exact  forecast  but  whose  minimum  csa 
mated  with  considerable  safety.  The  funds,  like  other  taxation, 
raised  in  such  a  way  that  their  collection  will  be  most  certain  sad 
to  cause  a  minimum  of  harm,  and  even,  with  luck,  some  poritiTs  gooi 

From  this  point  of  yiew,  there  is  much  to  be  said  in  faTor  of 
a  proportion  of  the  funds  by  what  is  in  effect  a  tax  upon 
the  form  of  contributions  from  employers  and  employees,  with 
vision  that  the  state  shall  make  good  any  deficit  that  occurs 
given  financial  year.  In  so  far  as  the  sum  provided  by  industry 
excess  of  the  requirements  of  any  year  it  could  constitute  a  resove 
which  would  postpone  the  necessity  of  imposing  an  exceptionally 
direct  burden  on  industry  in  periods  of  depression.  The  genersl 
favor  of  providing  for  some  measure  of  stabilization  of  public 
from  year  to  year  to  meet  irregularly  recurring  expenditure  hai 
ably  put  by  Professor  Haig  and  his  associates  in  recent  reports  ti 
New  York  State  Commission  for  the  Revision  of  Tax  Laws,  snd 
not  be  elaborated  here. 

But  in  the  second  place,  if  what  I  have  said  concerning  the  stsi 
effects  of  an  earmarked  reserve  has  any  validity,  this  method  of  pi 
ing  for  at  least  part  of  the  funds  would  introduce  a  factor  tending  (I 
mitigate  the  severity  of  upward  and  downward  movements  of  trade.  Ei 
more  directly,  the  decision  to  provide  some  considerable  proportion 
the  funds  in  this  way  makes  possible  the  adjustment  of  the  tax  to  0 
the  special  circumstances  of  highly  seasonal  trades  and  the  exerlifli 
of  pressure  on  individual  industries  where  management  can  be  shown  b 
be  responsible  for  irregularity.  So  long  as  there  is  any  chance  tM 
measures,  of  this  kind  would  encourage  stabilization,  we  cannot  *ff<tf' 
to  neglect  them. 

Finally,  the  collection  of  part  of  the  funds  from  workers  makes  poi- 
sible  a  classification  of  the  unemployed  which  has  both  economic  aol 
social  advantages.  We  have  seen  that  society  cazmot  afford  to  msb 
a  fixed  payment  to  all  incomeless  persons  for  an  indefinite  period.  T> 
confine  the  right  to  draw  unconditional  benefit  for  the  period  wWi 
society  has  at  any  time  guaranteed  to  those  who  have  been  shown,  IfJ 
virtue  of  their  past  payments  of  the  tax,  to  be  regularly  employed  pe^ 
sons,  and  to  concentrate  the  examination  into  financial  circumstances  and 
pressure  to  revise  economic  valuations  on  those  who  cannot  fulfill  tb 
qualification  or  who  have  been  out  of  work  for  longer  than  the  perio( 
of  the  guarantee,  is  perhaps  as  satisfactory  a  solution  of  the  essentis 
compromise  between  the  economic  interests  of  society  and  of  the  in 
dividual  as  we  can  hope  for.  On  the  one  hand,  it  avoids  the  costly  so 
inconvenient  administrative  necessity  of  undertaking  a  detailed  invest! 
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.tion  into  the  circumstances  of  every  unemployed  worker.  On  the  other 
Ad,  it  permits  a  considerable  proportion  of  the  unemployed,  particu- 
rly  in  normal  times,  to  be  dealt  with  in  a  manner  that  preserves  their 
li-respect.  They  receive  preferential  treatment  for  the  guaranteed 
xiod  because  they  have  paid  a  part  of  the  cost. 

Only  by  sharply  separating  the  decision  concerning  the  economic  cost 
flit  society  is  prepared  to  pay  in  relieving  unemployment,  from  that 
nceming  appropriate  methods  of  raising  the  funds  may  we  hope  on 
«  one  hand  to  avoid  fundamentally  irrelevant  charges  of  a  lack  of 
lancial  solvency,  and  on  the  other  to  preserve  a  freedom  to  adjust  the 
Qount  and  duration  of  benefit  in  accordance  with  the  periodically  ob- 
r?ed  economic  interests  of  society,  without  causing  contributors  to  feel 
tat  they  have  been  swindled  by  a  breach  of  contract  or  to  become 
^uperized  by  the  receipt  of  indiscriminate  relief. 


DISCUSSION 

David  A.  McCabe. — I  agree  with  Professor  Meriam  and  Dr.  Bnr 
the  economic  effects  of  the  establishment  of  a  system  of  nnemployiii 
serves,  whether  pooled  or  separate,  will  be  found  more  in  the  sphere  o 
than  in  that  of  prevention  of  unemployment.  As  for  their  respective  r 
I  find  myself  more  in  accord  with  Mrs.  Bums  than  with  Professor  H 

Professor  Meriam  seems  to  base  his  conclusions  largely  on  the  assoi 
that  the  employer's  contributions  will  be  shifted  back  to  the  workers  ii 
reductions  or  in  the  foregoing  of  advances  that  would  otherwise  be 
where  the  workers  do  not  take  the  burden  in  reduced  employment  di 
I  understand  the  a  priori  reasoning  behind  that  thesis,  but  I  am  n 
vinced  of  the  validity  of  the  general  assumption  that  in  our  compk 
nomic  system  the  employer's  contributions  would  be  recouped  from 
if  the  plan  were  compulsory  and  universal — ^not  confined  to  a  few 
There  might  be  some  readjustment  of  the  numbers  employed,  as  I 
particular  industries  or  services.  It  may  be,  too,  that  in  some  s 
industries  wage  rates  have  been  so  nearly  adjusted  to  seasonality,  on 
parative  basis,  that  a  compulsory  levy  of  high  rates  of  contribution 
vide  additional  compensation  for  seasonality  would  be  passed  bad 
the  wage  rates,  in  part  at  least.  But  I  query  whether  it  would 
in  general  that  wage  rates  would  be  reduced  in  a  measure  equal  to 
ployer's  contributions.  I  think  we  need  more  confirmation  from  ex] 
with  the  workings  of  the  plan  before  taking  that  assumption  as  the 
tion  of  our  reasoning  as  to  the  further  effects. 

Without  accepting  Professor  Meriam's  assumption  that  the  pi 
will  exert  no  pressure  on  the  employer  to  stabilize  employment,  I  ag 
the  preventive  effect  has  been  exaggerated  in  some  quarters — for  go 
tegic  reasons,  no  doubt.  The  argument  seems  to  have  little  validit] 
case  of  unemployment  due  to.  technological  changes  or  to  apparen 
manent  decline  in  the  demand  for  particular  products.  The  probli 
is  not  so  much  one  of  prevention  in  the  first  instance  as  of  comp 
and  economic  rehabilitation.  Indeed,  it  calls  for  a  different  kind  of  ti 
than  the  provisions  of  the  ordinary  reserve  or  unemployment  insurai 
contemplate. 

It  is  in  seasonal  industries  that  the  argument  for  putting  finand 
sure  on  the  employer  to  stabilize  would  seem  to  have  most  weight 
premium  rates  are  high  and  are  not  shifted  backward  on  wages  in 
ance  with  the  hypothesis  considered  above.  But  seasonal  unemplo} 
not  the  kind  that  is  uppermost  in  the  argument  for  unemployment 
or  unemployment  insurance  in  this  country  today.  In  fact,  there 
ground  for  believing  that  it  should  be  separately  dealt  with,  so  a: 
impede  concentration  of  premiums  in  a  reserve  for  unemployment  i 
general  depression.  And  even  in  the  case  of  seasonal  industries,  tl 
sure  of  the  employer's  contributions  in  the  direction  of  preventi< 
be  balanced  against  other  costs  of  such  varying  magnitude  that,  i 
its  influence  cannot  be  ignored,  it  cannot  be  assumed  that  it  will  pr< 
erally  the  controlling  factor. 
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On  the  qaestion  whether  "the  transfer  of  purchasing  power"  from  the 
nod  of  prosperity  to  the  apparent  onset  of  the  downward  swing  would 
ert  a  stabilizing  effect,  I  would  sharpen  one  point.  How  much  effect  would 
le  release  of  purchasing  power"  have  if  producers  are  fearful  that  a  re- 
:^on  in  prices  and  costs  is  inevitable?  Would  it  have  much  appreciable 
ict  in  keeping  up  employment  in  the  important  group  of  industries  con- 
tied  with  the  production  of  producer's  goods}  Would  it  reduce  in  any 
»oxi;ant  degree  the  total  of  unemployment  experienced  between  the  be- 
E&lxig  and  the  end  of  the  depression,  if  the  depression  is  not  to  be  ended 
^ut  important  readjustments?  Considering  the  full  run  of  the  depres- 
^  period,  I  confess  that  I  do  not  think  we  are  yet  in  a  position  to  claim 
^dently  very  much  for  it  as  a  factor  of  prevention,  if  recovery  must 
^t  upon  price  readjustments. 

PinaUy,  on  the  question  whether  the  payment  of  unemployment  benefits 
^^  not  postpone  recovery,  and  so  prolong  unemployment,  by  retarding 
^e  reductions,  if  and  when  wage  reductions  are  a  necessary  part  of  the 
i^jastment  demanded,  such  evidence  as  we  have  from  exx>erience  seems 
'  favor  the  affirmative.  This  is  not  necessarily  a  condenmation  of  unemploy- 
ent  reserves  or  insurance.  I  am  heartily  in  agreement  with  Mrs.  Bums  in 
ir  statement  that  there  are  ethical  questions  involved.  But  I  am  wondering 
bether  we  must  postulate  that  workers  will  not  take  wage  reductions  so 
ig  as  they  have  unemployment  benefits  to  fall  back  upon,  even  if  wage 
luctions  should  be  a  practically  necessary  condition  of  increased  employ- 
nt  under  the  economic  system  prevailing  in  this  country. 
Is  it  not  possible  that  readjustment  of  wage  rates  may  be  considered  by 
;  wage  earners — and  their  advisers — on  its  merits  as  a  possible  method 
increasing  employment  and  earnings,  independently  of  the  existence  or 
^existence  of  unemployment  reserves?  I  grant  that  it  is  difficult  to  tell 
the  early  stages  of  a  depression  whether  it  is  practicable  to  count  on 
overy  within  a  short  time  without  wage  reductions.  And  I  am  far  from 
ding  that  precipitate  and  undiscriminating  onslaughts  on  wage  rates  are 
i  beginning  of  wisdom  in  the  economics  of  combating  depression.  But  I 
asking  whether  we  must  assume  that  resistance  to  wage  reductions  must 
ressarily  be  a  concomitant  of  receipt  of  unemployment  benefits?  Cannot 
employment  reserves  from  within  industry  itself  be  made  a  means  of  sub- 
tence  during  the  period  of  readjustment,  or  a  part  of  it?  Why  must  we 
ume  that  such  readjustment  must  wait  until  the  reserves  are  exhausted, 
ving  the  workers  largely  to  other  forms  of  relief  until  production  revives 
the  new  level?  I  am  confident  that  something  can  be  done  to  secure  in 
ictice  a  handling  of  the  wage  question  on  a  timing  basis  all  its  own  and 
trefore  quite  distinct  from  the  relative  degree  of  exhaustion  of  the  un- 
ployment  reserves. 

Barren  B.  Catlin. — In  the  brief  time  at  my  disposal,  I  shall  confine 
self  mainly  to  Professor  Meriam's  paper,  which  I  happened  to  see  first, 
1  leave  to  others  the  treatment  of  Dr.  Burns'  brilliant  exposition  of  the 
ndples  of  relief. 
rhere  are  two  possible  methods  of  considering  and  meeting  a  theoretical 


r 
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argument.  One  is  to  try  to  drag  it  down  to  earth  and  then  to  challenge  I 
on  the  ground  of  its  impracticability.  This  is  a  favorite  device  of  onr  hHl- 
ness  friends  but  ought  not  to  be  necessary  for  economists  themselves.  Tb 
other  method  is  to  attempt  also  to  soar  aloft  into  the  ethereal  realms  ni 
to  carry  on  the  combat  in  the  same  element  from  which  it  was  startel 
Judging  from  the  arrangement  of  the  program,  it  is  this  second  form  of  il- 
tack  that  is  expected  in  this  discussion. 

The  crux  of  Professor  Meriam's  argument  and  the  reason  why  he  believei 
that  any  scheme  of  unemployment  reserves  that  rests  upon  contribotioa 
from  employers  in  whole  or  in  part  will  defeat  its  own  end,  create  unempb^ 
ment  rather  than  diminish  it,  is  obviously  to  be  found  in  the  doctrine  of 
"shifting  and  incidence"  to  which  he  referred  at  the  beginning.  We  shaUi 
therefore,  make  no  progress  and  enjoy  no  peace  and  comfort  unless  sod 
until  that  ghost  is  laid  and  laid  forever.  Owing,  doubtless,  to  their  respect 
for  the  classical  unities  and  to  the  limitations  of  time  and  space,  neither 
of  our  speakers  has  undertaken  to  conduct  our  wayward  and  perhaps  weaiy 
minds  through  all  of  the  intricacies  of  this  most  difficult  and  often  baflUqg 
branch  of  economics  which  has  thus  been  carried  over  from  the  realm  <^ 
taxation  and  somewhat  ruthlessly  applied  to  unemployment  problems. 

Professor  Meriam  is  largely  content,  by  way  of  proof  of  his  assertion,  to 
state  that  "almost  all  economists  who  have  examined  the  question  of  the 
shifting  of  employers'  contributions  have  reached  the  same  conclusion''; 
that  is,  that  they  are  ultimately  shifted  to  labor  itself  and  come  out  of 
wages.  Who  are  these  economists  and  what  are  their  reasoning  procesiei? 
In  his  admirable  review  of  recent  literature  on  unemployment  in  the  Qnar- 
ierly  Journal  for  November,  1931,  Professor  Meriam  also  touches  ratber 
lightly  upon  this  same  problem  and  in  this  connection  gives  high  praise 
to  an  article  by  Mr.  Dale  Yoder  of  the  State  University  of  Iowa  in  an  eariier 
number  of  the  QJ.E,  Tracing  that  down  we  find  that  Mr.  Yoder  likewiie 
attempts  no  thorough  examination  of  the  circumstances  affecting  the  shift- 
ing and  incidence  of  employers'  contributions  but  quotes  as  his  chief  au- 
thority Professor  Harry  Gunnison  Brown  of  the  University  of  Missoori 
in  his  book  on  the  Economics  of  Taxation.'^ 

I  am  not  disposed  to  break  lances  with  any  of  these  gentlemen.  Those  of 
us  who  received  our  training  in  the  mysteries  of  the  subject  of  "shifting 
and  incidence"  under  Professor  Seligman  may,  however,  feel  justified  in 
questioning  whether  the  matter  can  be  dealt  with  in  any  such  simple  and 
summary  fashion.  There  are  at  least  ten  different  factors  which  affect  the 
ability  and  the  disposition  to  shift  a  tax  and,  presumably,  an  insurance  pre- 
mium :  whether  it  is  large  or  small ;  whether  it  is  general  or  special ;  whether 
it  rests  upon  profits  and  surplus  or  upon  the  marginal  producer;  whether 
the  demand  for  the  commodity  is  elastic  or  inelastic;  whether  it  is  produced 
under  the  law  of  constant,  of  increasing,  or  of  decreasing  costs,  and  so  on. 
The  profitableness  or  unprofitableness  of  the  whole  discussion  is  perhaps 
indicated  by  the  fact  that  both  Professor  Brown  who  is  cited  by  Mr.  YodeTi 

*Dale  Yoder,  "Some  Economic  Implications  of  Unemployment  Insurance,"  Qfutt- 
terly  Jour,  of  Economics,  XLV  (1980-81),  622-689. 
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lio  is  in  turn  commended  by  Dr.  Meriam^  and  Professor  Taussig,  whom 
'rofessor  Brown^  in  tum^  cites  as  giving  qualified  approval  to  his  theories 
f  shifting^  are  none  the  less  strong  advocates  of  a  broad  program  of  social 
Bsurance  which  would  presumably  include  that  against  unemployment.' 
tlay  we  not  agree  once  and  for  all  that  social  legislation,  as  its  name  im- 
^es,  is  passed  for  the  benefit  of  society  and  not  for  any  one  group;  and 
ihat^  whoever  pays  for  it  in  the  last  analysis,  it  is  preferable  to  chaos  and 
Asorder  ?  The  strongest  argument  for  some  form  of  unemployment  insurance 
«r  reserves  is  that  it  promises  not  only  to  safeguard  labor  from  some  of 
tte  worst  consequences  of  involuntary  idleness  but  to  furnish  an  orderly 
nbstitute  for  the  random  and  uncertain  relief  campaigns  and  proposals 
vitfa  which  we  are  now  harassed. 

But  I  do  wish  before  leaving  this  topic  to  point  out  a  possible  flaw  in 
Professor  Meriam's  reasoning  which  is  apparently  accepted  by  his  feUow 
conspirators.  His  assumption  and  that  of  Professor  Brown  is  that  the  in- 
ttrtnee  premiums  concerned  are  "imposed  upon  employees  not  in  propor- 
tion to  output  or  to  sales  but  according  to  the  number  and  wages  of  work- 
en  hired"  (Brown,  p.  168).  Initially  and  superficially  this  may  seem  to  be 
true  in  the  case  of  both  workmen's  compensation  and  the  unemployment  re- 
tares  plan,  but  it  does  not  remain  so  long.  In  both  cases  the  basis  of  pre- 
Buoms  or  payments  soon  comes  to  be,  not  the  number  of  wage  earners  or 
tint  amount  of  their  wages,  but  the  probabilities  of  risk  in  the  particular 
plant  or  industry,  in  the  one  case  of  accidents  and  in  the  other  of  unemploy- 
loent  To  confine  ourselves  to  unemployment,  under  the  Wisconsin  plan,  as 
soon  as  the  employer  has  paid  in  a  certain  sum,  say  $75  for  each  workman, 
ie  is  not  called  upon  for  any  more  payments  until  this  fund  has  become 
depleted  through  unemployment  benefits.  It  is  distinctly  a  contingent  or 
I  conditional  liability,  not  a  regular  tax,  and  the  presumption  is  that,  at  least 
k)  far  as  some  forms  and  causes  of  unemployment  are  concerned,  the  em- 
doyer  or  a  group  of  associated  employers  have  considerable  power  to  evade 
r  avoid  the  expense  through  regularization  and  greater  conservatism  in 
ipansion  and  dbanges  in  equipment.  The  levy  held  over  their  heads  thus 
ecomes  an  unmistakable  incentive  to  reform  and  to  win  an  advantage  over 
[mipetitors. 

We  have,  in  fact,  always  assumed  that  the  close  parallelism  between  the 
istory  of  the  safety  movement  in  American  industry  and  the  progress  of 
•orkmen's  compensation  legislation — ^both  dating  from  about  1911 — ^is  ample 
roof  of  such  a  preventive  effect  operating  through  the  merit  ratings  given 
y  insurance  companies.  That  could  hardly  be  if  the  entire  burden  of  the 
ayments  is  shifted  back  upon  the  workers. 

But  Professor  Meriam  will  say  that  the  analogy  between  workmen's  com- 
ensation  and  unemployment  reserves,  or  between  accidents  and  unemploy- 

*  Professor  Brown  says  (p.  174) :  "But  to  say  that  the  burden  of  the  premium  paid 
>r  workmen's  insurance  faUs  ultimately  upon  wage-earners  as  such,  is  not  to  ques- 
on  the  desirability  of  such  insurance.  Insurance,  as  is  well  known,  is  a  pooling  of 
sks.  All  bear  a  little  loss  in  order  that  none  may  suffer  the  extreme  loss,"  etc.  Pro- 
•asor  Taussig  says  (vol.  ii,  p.  856) :  "Obviously  it  is  no  objection  to  an  insurance  sys- 
XQ  that  the  premiums  ultimately  come  from  the  beneficiaries  themselves.** 
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ment^  is  imperfect  and  that  it  is  difficult  to  derive  one  from  the  other.  It  is  tni| 
that  the  burden  of  unemployment  is  much  greater  than  that  of 
accidents^  for  even  in  our  most  bloody  and  reckless  years  we  probably  i 
not  injure  much  over  2^000^000  workers,  and  fortunately  a  large 
tion  of  these  injuries  are  slight  and  involve  little  loss  of  time,  whereas  < 
in  normally  prosperous  years  the  number  of  unemployed  seldom  fall^  i 
low  1,500,000  day  in  and  day  out,  and  in  periods  of  depression  like  i 
present  as  many  as  11,000,000  are  estimated  to  be  out  of  work  for  i 
Furthermore,  as  has  been  stated,  the  control  which  the  individual  en^ik^  ] 
is  able  to  exercise  over  accidents  within  his  own  plant  is  much  greater  thift  ^ 
his  control  over  many  of  the  causes  of  unemployment  which  may  be  woe 
wide.  The  employer  is,  indeed,  the  primary  risk-taker  but  he  cannot  be  ei- 
pected  to  assume  all  of  this  responsibility.  Professor  Meriam  also  confrdii 
that  in  so  far  as  the  employer  does  have  control  and  power  to  prevent  ir- 
regularity of  employment  he  already  has  sufficient  incentive  to  use  it  bccsMS 
his  capital  is  idle  as  well  as  labor. 

Let  it  be  freely  granted  that  for  both  unemployment  and  industrial  aedh 
dents  nothing  short  of  divine  wisdom  could  fairly  apportion  responsilnlftf* 
We  know,  however,  that  it  is  divided  upon  some  basis  among  all  the  parte 
concerned  in  industry.  Labor  itself  cannot  shiriL  all  blame  for  unenqilflf- 
ment  and  its  evil  effects  until  it  makes  the  wisest  possible  choice  of  occaptr 
tion  and  cultivates  full  versatility ;  unless  it  shows  proper  loyalty  and  wilt 
ingness  to  co-operate  with  willing  employers  in  making  the  business  efficieil 
and  successful ;  and  unless  it  manifests  the  spirit  of  foresight  and  tiirift  ii 
the  management  of  its  private  affairs.  We  talk  a  great  deal  in  tiie  labor 
problem  about  the  need  of  security.  But  too  much  security,  as  Dr.  Meiiaa 
has  suggested,  is  just  what  is  not  good  for  most  of  us.  It  is  for  thia  reasoi 
and  for  the  maintenance  of  a  fair  measure  of  self-respect  that  I  ahonld 
support  a  plan  of  unemployment  reserves  which  calls  for  some  direct  eott- 
tributions  from  employees.  We  can  style  it  "compulsory  saving"  if  we  wisl^ 
and  certainly  it  will  result  in  securing  more  liberal  benefit  provisions  than 
can  now  be  expected  from  any  system  in  which  all  contributions  are  to  oome 
from  employers. 

It  is,  however,  a  case  not  of  the  employer  paying  less  but  the  employee 
paying  more.  The  employer  should  if  possible  be  made  to  see  that  his  em- 
ployees, depending  somewhat  on  the  skill  and  loyalty  which  they  have 
shown,  have  some  vested  rights  in  the  industry  as  well  as  he,  and  that  thej 
should  not  be  turned  off  at  will  when  they  become  too  old  or  when  some 
change  in  process  or  contraction  of  business  makes  their  services  no  longer 
necessary.  If  he  thinks  he  needs  a  reserve  army  of  labor  at  the  gate  awaiting 
his  beck  and  call  he  should  be  ready  to  pay  for  it  whether  idle  or  busy. 
"They  also  serve  who  only  stand  and  wait."  I  suppose  we  shall  not  be  able 
to  decide  who  is  responsible  for  the  mania  for  style  and  fashion  and  for 
the  seasonal  trades  to  which  it  so  largely  gives  rise.  It  may  be  dne  to 
human  nature,  especially  feminine  human  nature.  The  disparity  of  wealtili 
and  income  and  the  conspicuous  consumption  which  it  prompts  undoubtedly 
have  something  to  do  with  it.  High  pressure  salesmanship  and  advertiaing, 
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tam,  bring  the  responsibility  close  home  to  business  itself.  Style  goods 
■gemraallj  do  bring  somewhat  higher  prices  so  long  as  they  are  in  vogae  and 
bns  enable  the  employer  to  pay  somewhat  higher  wages  daring  the  actiye 
But  organization  is  usually  necessary  to  compel  him  to  do  so.  For 
type  of  unemployment,  therefore,  prompt  payment  of  benefits  is  less 
or  the  contributions  required  of  employees  themselves  might  be 

For  cyclical  unemployment  our  whole  planless,  competitive  system  is  the 

culprit;  and  we  may  well  despair  of  anything  more  than  palliatives 

long  as  it  continues.  But  "disordered  finance,  prostrate  conmierce,  and 

[iDined  credit,"  as  Daniel  Webster  would  say,  have  played  their  part;  and 

I  government,  in  addition  to  establishing  or  at  least  assisting  in  the  con- 

;  of  a  well  co-ordinated  scheme  of  employment  exchanges  to  bring  jobs 

nd  idle  men  together  when  both  exist,  can  do  something  to  remove  the 

-frDdamental  causes  of  unemployment  by  giving  us  a  sounder  and  more  stable 

credit  and  currency  system  and  by  adopting  policies  respecting  international 

trade  and  finance  that  will  promote  rather  than  hinder  commerce  and  the 

growth  of  good-will.  After  the  hopeless  policy  of  tinkering  and  tampering 

irith  the  unemployment  insurance  system  that  has  been  followed  by  a  suc- 

onsion  of  British  ministries  in  the  past  twelve  years  and  the  high  voltage 

«f  disrepute  which  has  been  generated  by  the  "dole,"  I  doubt  whether  any 

imerican  legislature  can  be  persuaded  to  adopt  a  scheme  of  unemployment 

kiurance  that  involves  payments  from  our  depleted  public  treasuries.  And 

9och  direct  subsidies  are  probably  not  desirable  anyhow. 

When  we  come  to  technological  unemployment,  however — ^that  new  name 
br  an  old  form — I  feel  that  the  employer  again  has  a  large  measure  of  re- 
qKmsibility.  With  regard  to  this  there  is  not,  for  a  long  time,  at  any  rate, 
that  complete  identity  of  interest  between  capital  and  labor  which  Professor 
Keriam  has  postulated.  Capital  may  here  be  more  fully  and  efficiently  em- 
ployed at  the  same  time  that  a  considerable  number  of  workers  are  displaced 
and  compelled  to  look  for  other  jobs  wherever  they  may.  Here  is  where 
a  dismissal  wage  or  insurance  payment  thrown  into  the  scale  can  perhaps 
do  most  to  compel  the  employer  to  make  technological  changes  with  sufficient 
forethought  and  deliberation  to  permit  of  readjustment  and  relocation  for 
the  victims  of  progress. 

British  experience  which  we  are  now  citing  perhaps  more  often  as  a  ter- 
rible example  of  what  not  to  do  rather  than  as  one  for  imitation,  does  not, 
however,  according  to  his  own  admission,  bear  out  Professor  Meriam's  dire 
predictions  respecting  the  depressing  effect  of  unemployment  insurance  upon 
wage  rates.  According  to  Professor  Bowley's  figures,  real  wages  per  week 
in  Great  Britain  have  increased  17  per  cent  during  the  period  from  1918 
to  1929 — ^a  period  practically  contemporary  with  tihe  existence  of  the  un- 
employment insurance  system.  Professor  Clay,  and  Mr.  Rowe  in  his  book 
on  Wages,  attribute  this  stabilizing  effect  in  the  face  of  changes  in  the  cost 
of  living  to  the  improved  bargaining  position  given  to  labor  by  insurance  bene- 
fits. We  may  agree  that  this  stabilization  has  been  carried  to  excess  and 
that  in  both  American  and  Great  Britain  business  recovery  might  have  been 
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hastened  if  deflation  had  occurred  all  along  the  line  at  the  same  time,  bott 
prices  and  wages  being  more  promptly  reduced  and  a  new  start  being  made 
from  the  new  level  as  soon  as  everyone  became  convinced  that  the  botton 
had  been  reached.  But  it  will  be  difficult  to  convince  labor  that  the  mainte- 
nance of  wage  rates  is  not  desirable  even  though  recovery  may  be  delayed 
and  unemployment  prolonged.  This  arises  chiefly  from  their  belief  tluft 
wage  rates  are  more  likely  to  be  flexible  downward  than  they  are  upward. 
If  there  were  some  guarantee  that  readjustments  would  be  more  automatie 
and  just,  as  soon  as  prosperity  and  higher  prices  returned,  labor  would  m- 
doubtedly  be  more  amenable  to  reason  in  this  matter.  It  involves  boos- 
thing  of  a  wrench  in  one's  inner  consciousness  to  be  asked  to  surrender  ths 
old  argument  that  unemployment  insurance  will  help  to  safeguard  labor 
against  the  wholesale  reduction  in  wages  that  used  to  occur  during  periodi 
of  depression. 

The  logic  of  some  such  provision  as  is  here  proposed  for  overcoming  the 
worst  consequences  of  unemplo3rment  seems  irresistible  and  might 
be  reduced  to  syllogistic  form : 

(1)  UnempIo3rment  is  a  genuine  risk  and  involves  an  enormous 
which  ought  to  be  prevented  so  far  as  possible  and  whose  results  should, 
be  mitigated,  whether  we  call  the  plan  adopted  "insurance,"  "reserves,"  or 
by  some  other  name. 

(2)  Individuals  or  even  considerable  groups  of  individuals  have  not  fm 
the  past  proved  able  to  safeguard  themiselves  from  it  and  are  not  likely  to 
be  able  to  do  so  in  the  future. 

(8)  Voluntary  plans  for  unemployment  benefits,  whether  adopted  by  em- 
ployers alone  or  jointly  with  labor  organisations,  while  they  are  helpful  as 
experiments  or  examples  of  what  may  be  done,  are  purely  fractional  in  tbeir 
coverage  and  are  apparently  not  destined  to  become  contagious. 

(4)  The  cost  of  unemployment  relief,  whether  in  the  form  of  charity 
or  of  expenditure  for  public  work  that  we  probably  do  not  need  and  cannot 
well  aiford,  is  not  a  legitimate  charge  upon  the  taxpayers.  In  so  far  as  un- 
employment is  unavoidable  it  becomes  a  part  of  the  cost  of  production  and 
should  be  paid  ultimately  by  the  consumer  of  the  goods  along  with  other 
costs. 

(5)  Charity  for  those  who  are  able  and  willing  to  work  is  at  best  a  back- 
handed and  back-door  method  of  tiding  people  over  a  crisis,  cripples  oar 
finances,  deprives  other  worthy  causes  like  education  and  the  church  of  theii 
customary  and  much-needed  support,  and  tends  to  promote  pauperism  and 
panhandling. 

(6)  What  we  need,  therefore,  is  some  farsighted  program,  general  and 
inclusive  enough  to  secure  the  protection  and  efficiency  which  comes  with 
numbers  and  to  avoid  placing  individual  employers  or  industries  at  an  un- 
due disadvantage  in  competition,  yet  close  and  personal  enough  (perhaps 
through  a  merit  rating)  to  bring  the  problem  home  to  each  party  or  indi- 
vidual able  to  do  anything  to  solve  it  and  to  give  them  a  powerful  incentive 
to  regularize  their  own  industries  and  employment.  Neither  of  these  is  a 
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■   complete  and  final  remedy ;  but  because  we  cannot  do  everything  is  no  reason 

=   why  we  should  take  a  supine  attitude  and  do  nothing. 

;       Either  a  plan  of  unemployment  reserves  or  one  of  unemployment  insur- 

3^  ance  will  help  to  break  that  vicious  circle  of  planless  management^  irregular 

:ii^  woA,  fear^  loss  of  purchasing  power^  and  more  unemplo3rment  from  which 

si  we  have  been  suffering.  Either  one  is  a  step  in  the  right  direction  and  it  be- 

^  comes  only  a  question  of  how  rapidly  and  how  far  we  are  willing  to  go. 

:=!  This  much  is  certain^  that  we  shall  learn  a  great  deal  about  it  as  we  go 

-.  akmg.  If  unemployment  is  not  now  capable  of  statistical  treatment  and  of 

I  reasonably  accurate  prediction^  it  may  become  so  after  some  years  of  ex- 

=1  perience.  If  it  is  true  that  western  civilization  cannot  survive  another  great 

I  war^  it  may  also  be  true  that  unless  we  do  something  now  our  cherished  in- 

•A  atitutions  may  not  be  able  to  withstand  another  depression  like  the  present. 

Paul  H.  Douglas. — I  should  like  first  to  discuss  Mr.  Meriam's  conten- 

'^  tkm  that  a  system  of  unemployment  insurance  would  still  further  accentuate 

^   tbe  disparity  between  the  production  of  producers'  goods  and  consumers' 

^*    goods  during  periods  of  prosperity^  disorganize  the  bond  market  by  the  forced 

^   liquidation  of  securities  during  periods  of  depression^  and  fail  in  general 

^^    to  produce  at  such  times  the  additional  monetary  purchasing  power  which  will 

4     aid  in  lessening  the  depression. 

Mr.  Meriam  assumes  that  the  funds  invested  in  periods  of  prosperity  by 
J      Ae  unemployment  insurance  funds  and  drawn  from  the  diminished  con- 
r       lomption  of  the  workers  would  be  entirely  invested  in  government  bonds 
•od  would  thus  release  equal  quantities  of  liquid  funds  for  other  forms  of 
investment.  This  would  be  partially  true  if  the  governmental  authorities 
displayed  the  same  complete  lack  of  intelligence  which  Mr.  Meriam  as- 
itaits,  although  even  here  the  decline  in  the  demand  for  consumers'  goods 
Would  interpose  some  check  upon  the  quantity  of  producers'  goods  which 
Ironld  be  demanded  while  a  wise  open  market  and  rediscount  policy  on  the 
part  of  the  Federal  Reserve  Board  would  also  restrain  undue  expansion, 
fiut  with  a  little  foresight  there  would  be  no  necessity  that  what  Mr.  Meriam 
fears  should  occur.  A  part  of  the  unemployment  reserves  accumulated  during 
the  period  of  prosperity  could  and  should  be  impounded  in  the  form  of  gold 
and  removed  from  circulation  by  depositing  it  in  the  vaults  of  the  Federal 
Reserve  banks  and  arranging  that  it  should  not  be  used  to  increase  the  cash 
balances  or  deposits  of  any  bank.  This  would  of  course  decrease  the  ca- 
pacity of  banks  to  expand  their  loans.  Since  the  volume  of  credit  which 
is  created  is  from  eight  to  ten  times  its  gold  base^  it  would  only  require 
the  sterilization  of  from  10  to  12.5  per  cent  of  the  unemployment  reserves 
to  neutralize  the  maximum  effect  which  the  accumulation  of  such  reserves 
might  have  in  stimulating  the  development  of  capital  goods.  Any  portion  of 
the  reserve  which  was  sterilized  above  these  amounts  would  therefore  ex- 
ercise a  net  restraint  upon  loans  and  hence  upon  the  volume  of  investment 
in  capital  goods.  If  as  much  as  one-<iuarter  of  the  reserves  were  to  be  neutral- 
ised in  this  fashion^  then  there  would  be  a  very  distinct  check  imposed  upon 
the  loans  for  the  purpose  of  producing  capital  goods.  It  is  true  that  such  a 
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policy  as  this  would  inyolve  the  loss  of  interest  on  the  funds  thus  with- 
drawn from  circulation.  But  the  unemplo3rment  insurance  funds  should  not 
he  run  as  a  purely  commercial  enterprise.  They  should  instead  be  maaiged 
so  as  to  take  their  part  in  the  interwoven  set  of  institntions  and  policiei 
which  are  needed  to  help  diminish  business  depressions. 

Mr.  Meriam  is  also^  in  my  opinion^  much  too  fearful  and  too  literal  abort 
the  eifect  which  the  liquidation  of  these  reserves  would  have  upon  the  bond 
market.  Even  if  the  bonds  were  to  be  sold  in  the  open  market^  the  extraor- 
dinary degree  to  which  recent  government  issues  have  been  oversubscribed 
would  indicate  that  the  banks^  whose  reserves  are  certainly  ample  at  sodi 
times^  would  be  far  more  willing  to  absorb  them  with  their  unutilised  fmidi 
than  many  would  have  us  believe.  But  here  again  there  would  be  no  neces- 
sity for  such  open  market  sales  actually  taking  place.  The  amounts  im- 
pounded in  the  sterilized  deposits  could  be  paid  out  first.  Then  all  that 
would  be  needed  in  the  case  of  the  government  bonds  would  be  a  slight  amend- 
ment to  the  Federal  Reserve  Act  which  would  permit  the  insurance  foodi 
to  deposit  them  with  the  Federal  Reserve  banks  and  receive  in  return  dthar 
a  loan  or  Federal  Reserve  notes.  These  sums  would  then  be  paid  oat  h 
benefits  which  would  directly  increase  the  monetary  purchasing  power  of 
the  unemployed  and  build  up  the  demand  for  consumers'  goods  and  henee 
in  part  for  producers'  goods  as  well.  This^  if  we  may  judge  from  experienoep 
would  tend  to  be  a  far  more  effective  policy  for  the  Federal  Reserve  badv 
to  pursue  during  a  depression  than  open  market  operations  with  the  banki. 
For  the  net  result  of  the  policy  of  purchasing  government  bonds  from  the 
banks  seems  merely  to  have  been  to  increase  Uie  cash  reserves  of  the  baidcs 
and  this  does  not  stimulate  industry  unless  it  results  in  increased  loaof 
which  thus  far  at  leasts  it  certainly  has  not  done.  The  policy  here  advocited 
however^  would  directly  put  monetary  purchasing  power  into  the  podkets  of 
people  who  otherwise  would  not  have  it  and  hence  would  constitute  a  force 
for  recovery.  The  fallacy  in  Mr.  Meriam's  analysis  seems  to  be  that  be 
assumes  the  monetary  purchasing  power  to  be  at  any  one  time  a  fixed  quantitj 
incapable  of  addition  or  diminution.  Instead  of  that  it  is  a  variable  which  en 
be  altered  under  different  systems  of  control. 

The  conclusion  would  seem  clear  therefore  that  unemployment  insuranoe} 
in  addition  to  providing  a  better  flow  of  income  through  time^  and  a  pooled 
protection  against  risk^  can  also  be  used  under  proper  management  to  lessen 
the  itiolence  of  business  fluctuations  and  hence  provide  a  net  stabilising  effect 
But  it  is  obvious  that  this  can  be  done  far  more  effectively  if  there  is  one 
pooled  reserve  for  a  state  than  if  there  are  a  multitude  of  separate  and 
sovereign  plant  funds.  It  is  along  these  lines  that  unemployment  insuraoee 
can  be  of  the  most  aid  in  decreasing  unemployment^  and  I  agree  with  bott 
Mr.  Meriam  and  Mrs.  Bums  that  the  added  stimulus  given  to  individual 
plants  to  stabilize  will  not  be  great. 

There  is  a  further  way^  however^  in  which  unemployment  hisoranoe  wiO 
probably  tend  to  lessen  business  depressions  and  that  is  the  stimulus  wbid 
it  will  give  to  greater  spending  by  those  who  continue  to  be  employed.  It 
was  a  familiar  fact  during  the  first  year  and  a  half  of  the  depression  that 


Econamies  of  Unemploymeni  Relief — Ditcuaion  08 

avings  bank  deposits  were  increasing.  This  was  in  part  due  of  course  to 
he  transfer  of  funds  from  more  speculative  purposes.  But  it  was  due  also 
o  the  fact  that  when  men  see  their  fellows  losing  their  jobs  all  about  them^ 
ikej  realise  that  the  blow  may  fall  upon  them  at  any  moment  and  that 
If  and  when  it  does  the  only  protection  which  they  will  have  will  be  their  indi- 
vidual savings  buttressed  by  public  and  private  charity.  They  therefore  nec- 
essarily cut  down  on  their  expenditures  and  put  more  money  into  the  banks  in 
ft  frantic  effort  to  accumulate  as  large  a  stake  as  possible.  Now  this  would 
eause  no  harm  if  the  world  behaved  as  most  of  us  were  taught  and  in  turn 
taught  others.  For  the  deposits  flowing  into  banks  were  presumed  to  flow 
■ajestically  and  synchronously  out  in  the  form  of  investments.  The  demand 
ior  consumers'  goods  was^  it  was  true^  decreased  but  the  demand  for  pro- 
ducers' goods  was  commensurately  increased  so  that  the  workers  displaced 
bom  the  former  occupations  were  presumed  to  find  their  place  in  the  latter. 
But  this  naive  view  has  been  well  exposed  by  Wicksell  and  Keynes.  As  they 
htve  well  shown^  during  periods  of  depression  banks  decrease  their  invest- 
inaits.  The  increased  savings  move  therefore  into  the  banks  and  are  in  large 
ptit  immobilised  there  without  getting  out  into  circulation  again  as  invest- 
ments. The  demand  for  consumers'  goods  is  decreased  and  unemplo3rment 
it  created^  but  there  is  no  commensurate  creation  of  emplo3rment  in  the  capi- 
tal-producing industries.  The  provision  of  self-respecting  unemployment  bene- 
fts  would  diminish  the  fears  which  the  employed  workers  would  entertain 
towards  the  prospect  of  unemplo3rment  and  hence  would  lessen  their  frantic 
personal  savings  at  such  times  and  increase  the  amount  which  they  would 
ipend  upon  current  consumers'  goods.  There  would  thus  be  a  better  balance 
between  spending  and  saving  and  less  unemployment  would  be  created  than 
ii  the  case  at  present. 

There  is  a  final  point  which  I  should  like  to  touch  upon  which  concerns 
the  relation  of  adequate  relief  to  insurance.  If  the  unemployed  when  they 
have  exhausted  their  maximum  period  of  insurance  benefit  are  then  thrown 
hack  upon  such  humiliating^  inadequate^  and  uncertain  forms  of  charitable 
relief  as  are  granted  today^  there  will  inevitably  be  a  tendency  to  prolong 
the  period  of  benefit  so  as  to  spare  the  workers  from  this  experience  for 
as  long  as  possible.  There  will  therefore  be  a  danger  that  the  insurance  funds 
will  become  fiscally  insolvent.  This  would  not  be  so  great  a  calamity  as  let- 
ting the  unemployed  suffer  but  it  should^  if  possible^  be  guarded  against. 
The  best  way  of  protecting  the  fiscal  solvency  of  the  system  would  be  to 
build  up  reserves  of  adequate  relief  which  may  buttress  the  front-line  trench 
of  insurance.  The  experience  of  England  and  Germany  indicates  that  these 
should  be  of  a  dual  character:  (a)  a  period  of  emergency  benefits^  paid  for 
in  large  part  by  federal  grants^  which  would  carry  those  in  need  for  from 
thirteen  to  twenty  additional  weeks;  these  sums  should  be  paid  out  through 
the  insurance  machinery  but  they  should  not  be  automatic  amounts  but  should 
instead  be  graduated  according  to  the  need  of  the  recipients  as  determined  by 
local  committees;  (b)  after  this  period^  the  unemployed  who  were  in  need 
ihonld  be  transferred  to  outright  poor  relief  which^  however^  should  be  far 
more  adequately  financed  than  now. 
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The  federal  government  should  huild  up  funds  during  periods  oi 
perity  both  for  such  purposes  as  these  and  for  a  program  of  public 
through  earmarking  a  part  of  the  income  taxes  on  the  upper  brackets  i 
stituting  a  tax  upon  the  excess  profits  of  corporations.  Since  the  va 
joritj  of  these  funds  would  otherwise  be  invested  in  capital  plants 
would  not  be^  even  with  the  very  worst  handling  of  these  funds^  any 
ciable  net  increase  in  the  amounts  invested.  The  impounding  of  even  « 
proportion  of  these  sums  in  sterilized  cash  reserves  would  therefore  : 
a  net  stabilizing  influence.  Then  during  the  period  of  the  depressic 
creation  of  additional  monetary  purchasing  power^  in  the  fashion  which 
already  indicated  for  unemployment  insurance^  would  certainly  build  u 
the  demand  for  consumers'  and  for  producers'  goods  with  the  result  tl 
amount  of  unemployment  would  be  directly  lessened.  I  may  say  ah 
our  past  failure  to  accumulate  such  a  reserve  does  not  free  us  from  the 
ness  of  such  expenditures  during  the  present  depression.  I  would  as  a  : 
of  fact  favor  liberal  expenditures  for  these  purposes  to  be  met  from  i 
issue  or  a  guarded  issuance  of  Federal  Reserve  notes  to  be  retired  latei 
the  period  of  depression  is  over  and  when  governmental  receipts  once 
exceed  expenditures.  All  this  would  be  in  conformity  with  what  seems 
to  be  the  sound  principle  that  while  the  government  budget  should  b 
over  the  period  of  the  major  cycle  as  a  whole^  there  is  no  reason  i 
should  balance  in  each  and  every  year.  The  expenditures  by  the  gover 
should  as  a  matter  of  fact  move  in  an  opposite  direction  from  those  of  p 
business^  expanding  as  the  latter  contracts  and  contracting  as  the  latt 
pands. 
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TABILIZATION  OF  THE  OIL  INDUSTRY:  ITS  ECONOMIC 
AND  LEGAL  ASPECTS 

By  Geosob  Wasd  Stocking 
University  of  Texas 

Perplexed  by  the  paradox  of  plenty,  distressed  by  the  realities  of  wide- 
read  want  and  acute  suffering,  harassed  by  the  shrinkage  of  national 
jome  and  the  decline  in  general  property  values,  confused  by  the 
lure  of  individualistic  business  control  to  assure  stability  to  our 
momic  mechanism,  the  business  leader  and  the  social  philosopher  are 
Handing  industrial  planning  as  a  way  out  of  the  morass  in  which 

are  now  floundering.  Both  have  become  doubtful  of  the  adequacy  of 
e  invisible  controls  upon  which  we  have  hitherto  so  generally  rdied. 
)th  have  pointed  the  way  out  of  our  present  economic  confusion  through 
e  avenue  of  specific  programs  of  social  economic  planning.  As  th^e 
meral  programs  have  been  developed,  some  representing  wide  depar- 
ires  from  our  traditional  controls,  at  least  one  industry  with  resort 
ilj  to  institutional  equipment  of  the  traditional  sort  has  proceeded 
ith  the  task  of  setting  its  own  house  in  order.  The  American  oil  indus- 
y,  we  have  been  told  by  the  Federal  Oil  Conservation  Board  in  a  recent 
port  to  the  President  of  the  United  States,  gives  indication  of  being 
e  first  basic  industry  to  emerge  from  the  world  depression.*  To  what 
tent,  by  what  means,  and  with  what  consequences  has  this  end  been 
liieved? 

Before  answering  these  questions,  let  us  give  brief  consideration  to 
rtain  geological  and  economic  characteristics  of  oil  production,  which 
tve  an  intimate  bearing  on  the  problem  of  stabilization.  As  regards  the 
Jological  character  of  oil  production,  it  will  be  remembered  that  oil  is 
Mnd  in  subterraneous  porous  rock  formations  in  intimate  association 
th  gas  and  water.  These  substances  have  distributed  themselves  in  their 
iderground  reservoir  on  a  basis  of  their  specific  gravity  and  remain  in  a 
licate  condition  of  equilibrium  frequently  under  great  pressure.  In  a 
pical  oil  pool,  gas  is  found  in  the  uppermost  part  of  the  underground 
rmation,  oil  beneath  the  gas,  and  water  under  the  oil.  Such  a  distribu- 
)n  represents  a  geological  unit.  Scientific  development  of  such  an  oil 
»ol,  designed  to  secure  a  maximum  of  oil  at  a  minimum  of  cost,  would 
ke  as  its  point  of  departure  the  geological  unit — the  oil  pool.  It  would 
deavor  to  utilize  in  the  most  efficient  manner  possible  the  expansion 

the  gas  and  the  movement  of  the  water  as  expulsive  agents  in  oil  re- 

*See  Report  V  of  ths  Federal  OU  Conservation  Board  to  the  President  of  the 
nited  States,  October,  1982,  p.  1. 
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,  covery.  The  customary  division  of  such  a  geological  unit  into  arbitrarr 
property  tracts  and  their  exploitation  under  a  system  of  competition 
have  constituted  the  major  cause  of  waste  in  oil  production.  Such  waste 
has  been  on  a  scale  adequate  to  excite  the  admiration  of  the  most  profli- 
gate.* It  has  been  a  persistent  and  an  almost  ubiquitous  concomitant  of 
oil  field  exploitation.  Free  gas  has  been  permitted  to  escape  unutilised 
into  the  atmosphere;  gas  pressure,  the  major  expulsive  force,  has  been 
dissipated  in  an  extravagant  and  reckless  manner;  and  oil  fields  ban 
been  fiooded  and  ruined  through  the  premature  encroachment  of  salt 
water.  For  these  wastes  individuals  are  not  primarily  to  be  blamed. 
Rather,  the  system  is  at  fault.  These  wastes  inevitably  fiow  from  the 
competitive  mining  of  a  migratory  mineral  which  recognizes  no  property 
lines  and  transgresses  the  principle  of  ownership.  They  are  the  product 
of  a  system  of  exploitation  based  on  the  principle  of  robbery. 

The  economic  characteristics  of  oil  production  grow  out  of  its  geo-  ^ 
logical  peculiarities.  In  the  first  place,  the  vagaries  of  chance,  not  tlie 
rational  decisions  of  economic  man,  are  the  forces  which  bring  capacity 
into  existence.  No  modern  industry  affords  such  an  attractive  field  for 
the  speculator,  the  sportsman,  the  gambler.  Although  science  has  con- 
tributed much  to  oil  finding,  the  determination  of  the  precise  location 
of  an  underground  oil  pool  still  remains  a  matter  for  the  drilL  While 
large  companies  with  their  corps  of  geologists  and  petroleum  engineew 
are  the  dominating  elements  in  oil  production,  the  wildcatter  in  a  relent- 
less search  for  liquid  gold  remains  an  essential  though  a  dramatic  an& 
disturbing  factor.  Although  the  number  of  wildcat  wells  drilled  bear» 
a  direct  relation  to  the  price  of  oil,  their  economic  outcome,  whether' 
dry  or  producing  wells,  and  their  initial  daily  production  remain  a  mat" 
ter  of  indeterminable  chance.  And  finally,  under  a  system  of  competi- 
tion, once  a  pool  is  discovered,  whether  the  result  of  applied  geology  anJ 
petroleum  engineering  or  the  haphazard  product  of  pure  speculation,  it 
must  be  exploited  as  rapidly  as  possible.  Protective  competitive  drilling 
forces  an  increase  in  capacity  with  little  regard  to  the  economic  condi- 
tion of  the  industry. 

A  second  economic  characteristic  of  oil  production  is  that  capacity 
once  called  into  being  is  driven  into  complete  utilization  by  the  irresist- 
ible forces  of  competition.  This  is  the  result  of  two  factors :  the  fixed 
character  of  the  investment  in  oil  production,  and  the  migratory  nature 
of  the  mineral  product.  Oil  production  is  an  industry  of  relatively  large 
fixed  costs.  The  major  investment  is  made  in  the  process  of  drilling  a 

'  well.  It  is  an  investment  of  a  highly  specialized  sort.  Once  made,  it  can 
neither  be  withdrawn  nor  utilized  for  other  than  the  purposes  for  wUdi 

'  For  a  more  complete  discussion  of  this  problem,  see  G.  W.  Stocking^  Tk$  OU  /•* 
(Uutry  and  the  C<mpetUiv§  5y«l#i»  (Boatoiw  IMS),  Oiaps.  VII-X. 


StdbaiBatian  of  the  Oil  Indutirg  57 

riginally  designed.  This  economic  fact,  coupled  with  the  physical  and 
leological  character  of  an  oil  deposit — the  disposition  of  oil  to  move 
hrough  the  pores  of  the  underground  rock  once  the  equilibrium  of  the 
K>ol  has  been  disturbed  by  the  puncturing  drill,  and  to  move  without 
egard  to  property  lines  on  the  surface — ^necessitates  under  a  competitive 
"^me  production  at  maximum  well  capacity.  As  long  as  a  well  will 
kyw  under  its  natural  pressure,  it  must  be  permitted  to  produce  re- 
^rdless  of  the  price  of  oiL*  Any  return  on  the  original  investment  is 
)etter  than  none.  Since  oil  is  migratory,  should  an  individual  operator 
dioose  to  curtail  or  cease  production  awaiting  a  better  price  for  the 
product,  it  is  for  the  benefit  of  a  competitor  on  an  adjoining  tract  who 
wi}l  reduce  the  fugacious  mineral  to  possession.  Even  in  the  case  of  pump- 
ing wells,  once  the  pumping  facilities  have  been  installed,  it  pays  to 
operate  them  at  maximum  capacity  as  long  as  interest  on  purely  liquid 
capital,  which  represents  but  a  small  part  of  total  investment,  can  be 
secured. 

In  the  light  of  its  economic  and  geological  characteristics,  then,  the 
o3  industry  promises  to  be  recurringly  plagued  with  overproduction. 
Paradoxically,  oil  may  continue  to  be  produced  when  it  does  not  pay 
to  produce  it.  The  neat  principles  of  theory  are  borne  out  by  the  stub- 
liom  facts  of  history.  Despite  continuous  overproduction  during  the 
P&8t  decade,  the  speculative  drive  has  persistently  forced  new  capacity 
^to  existence;  this  has  inevitably  been  translated  into  increasing  an- 
l^ual  output  in  the  face  of  mounting  stocks  and  a  sharp  downward  trend 
^  prices.^  Chronic  or  recurring  overproduction  is  a  plague  to  any  in- 
dustry. In  the  case  of  oil,  by  reason  of  the  inelastic  character  of  the  de- 
'^nd  for  its  major  product,  gasoline,  the  plague  is  especially  virulent. 
Mie  demand  for  gasoline  is  a  derivative  demand  arising  from  a  demand 
'or  motor  transportation.  The  consumption  of  gasoline  is  apt  to  be  more 
effected  by  factors  exterior  to  the  industry  than  by  its  own  price.  The 
condition  of  roads,  the  state  of  the  automobile  market,  the  general  dis- 
tribution of  purchasing  power,  the  customary  habits  of  the  populace — 

'  In  a  practical  way  this  statement  is  true  TheoreticaUy,  the  irreducible  minhnum 
income  which  the  operator  of  a  flowing  well  must  receive  to  insure  continued  operar 
Hon  most  cover  operating  expenses  together  with  interest  on  operating  capital.  But 
\)oth  of  these  items  are  relatively  insigpoiflcant  The  major  expense  would  seem  to  be 
that  of  supervision. 

*  Annual  domestic  output  of  crude  oil  increased  from  878,867,000  barrels  in  1919 
to  1/)07;B28,000  barrels  in  1929.  Total  of  all  stocks  of  crude  and  refined  products  in- 
rreased  from  196,185,000  barrels  fai  1919  to  689,166,000  barrels  at  the  end  of  1929.  The 
>rice  of  86*  graWty  Mid-Continent  crude  reached  a  peak  of  $8.60  per  barrel  in  1920, 
Iropped  to  91*80  in  the  early  spring  of  1921,  and  fluctuated  within  a  88  per  cent  range 
>f  that  price  unto  1926.  With  a  reduction  in  stocks  in  1926  prices  rose  to  $2.29.  A  sharp 
DCiCMe  in  cnitirat  in  the  latter  part  of  the  vear  aad  during  1927  broke  prices  to  91*28, 
KRMDd  wbiA  level  they  fluctuated  until  the  downward  trend  was  resumed  in  1980. 
ie8  SimlitiUmI  BmiUUi^  American  Petroleum  Institute,  March  26,  1981,  Form  1  and 
n#  OB  W9M9,  Janoaiy  81,  1980,  pp.  64^.  UM.,  January  29,  1982,  p.  48. 
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these  would  seem  to  be  the  major  factors  in  determining  the  amoant  of 
gasoline  consumed  at  any  particular  time.'  Although  normal  changes  ia 
the  price  of  gasoline  will  not  greatly  affect  its  consumption,  they  will 
have  a  serious  effect  upon  the  profit  possibilities  of  the  industry.  Ub- 
controUed  production  of  a  raw  material  the  demand  for  whose  major 
refined  product  is  inelastic,  carries,  as  is  well  known,  especially  dis- 
astrous consequences. 

These  several  widespread  influences,  waste  in  the  production  of  crude 
oil,  capacity  determined  by  the  vagaries  of  chance,  the  necessity  of  otilii- 
ing  to  its  fullest  extent  capacity  once  brought  into  existence,  the  difl- 
culty  of  increasing  total  consumption  through  the  avenue  of  price  re- 
duction, have  pointed  for  some  time  to  the  establishment  of  a  progran 
of  control  for  the  oil  industry.  Until  relatively  recently  the  existence  of 
waste,  although  a  matter  of  great  concern  to  the  conservationists  un- 
easy about  the  future  oil  supply,  did  not  greatly  trouble  the  leaders  of 
the  industry.  Immediately  preceding,  during,  and  following  the  Woild 
War,  with  a  rapid  expansion  in  the  use  of  oil-consuming  devices,  de- 
mand ran  somewhat  ahead  of  supply.  Under  these  conditions,  despite 
the  tremendous  burden  of  unwarranted  overhead  and  the  reckless  waste 
of  a  limited  natural  resource,  the  industry  prospered.  Even  then,  en— 
dence  of  its  fundamental  unsoundness  was  not  lacking.  The  rugged  in- 
dividualists of  the  industry,  however,  looked  with  suspicion  upon  th^ 
suggestion  that  anything  should  be  done  about  it.  For  long  they  were 
content  to  solve  the  problem  of  waste  by  denying  its  existence.  The  mr- 
dustry,  fearful  of  governmental  interference,  sought  to  cure  itself  hy 
the  methods  of  homeopathy.  For  competitive  ills,  competitive  pills.  Ais 
late  as  1925  we  were  assured  by  the  Committee  of  Eleven  of  the  Ameri- 
can Petroleum  Institute  that  avoidable  waste  in  the  industry  had  beeo 
eliminated ;  that  there  was  no  danger  of  petroleum  shortage  in  America; 
that  the  industry,  if  left  unfettered  by  restrictive  government  regolatioD,    ; 
would  continue  to  supply  the  country  with  petroleum  in  quantities  ade 
quate  to  meet  the  essential  needs  of  industry ;  that,  to  achieve  this  end) 
the  industry  must  be  left  to  the  free  play  of  the  forces  of  competition.* 
And  that  was  all. 

Eventually  mounting  stocks  and  a  weakened  price  structure  seem  to 
have  raised  an  honest  doubt  in  the  minds  of  the  leaders  of  the  industry 
as  to  the  efficacy  of  repeated  homeopathic  doses  of  competition  as  a 
remedy  for  its  ills.  Apparently  they  were  made  to  see  what  they  previ- 
ously had  denied  the  existence  of — ^waste  in  oil  production.  Light 


'  For  a  more  complete  discussion  of  the  character  of  the  demand  for  gasolfaie^  SM 
Stocking,  op,  cit,  pp.  S8-84. 

'  See  American  Petroleum,  Supply  and  Demand,  a  Report  to  the  Board  of  Di- 
rectors of  the  American  Petroleum  Institute  by  a  Conmdttee  of  Eleven  Membors  of 
the  Board  (New  York,  1925)  pp.  8-5. 
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>  have  dawned  as  the  Greater  Seminole  field  of  Oklahoma  spouted  its 
ocxl  of  oil  onto  an  already  distressed  industry.  In  October,  1926,  the 
rreater  Seminole  field  with  only  87  wells  completed  had  a  daily  produc- 
Lon  of  8I9OOO  barrels.  By  August  9, 1927,  600  additional  wells  had  been 
rilled  and  daily  output  had  increased  to  627,400  barrels.  Meanwhile  the 
•rice  of  86®  gravity  Mid-Continent  crude  had  dropped  from  $2.29  per 
larrel  to  $1.28.  During  this  period  a  system  of  control  of  output  was 
leveloped  and  applied  to  the  Seminole  field.  It  was  a  product  of  economic 
listress,  not  of  economic  statesmanship ;  it  was  a  measure  of  desperation, 
lot  a  manifestation  of  social  vision.  It  was  created,  however,  in  the  name 
of  conservation.  Since  then,  under  the  same  banner,  the  program  has 
been  carried  steadily  forward  until  by  the  close  of  1981  oil  production 
had  been  brought  under  effective  control. 

The  method  by  which  output  has  been  brought  into  harmony  with 
consumption  is  known  as  a  program  of  proration.  At  the  outset  the 
program  was  voluntary  and  local  in  character.  It  has  since  become 
nation-wide  in  scope  and  has  had  the  authority  of  various  state  con- 
servation agencies  thrown  behind  it.  Although  its  details  have  differed 
from  time  to  time  and  place  to  place,  its  basic  characteristics  have  under- 
gone such  slight  modification  that  fairly  accurate  general  description  is 
possible.  The  program  as  practiced  in  Texas  is  typical.  Until  modified  by 
wcent  changes  it  involved  the  creation  of  an  extralegal,  voluntary, 
<^tral  proration  committee  for  the  state,  composed  of  representatives 
of  the  oil  operators,  whose  function  it  was  to  determine  the  market  out- 
Jet  for  crude  oil  for  a  specified  period  of  time.  This  amount,  which  be- 
came known  as  the  ^'allowable,"  represented  the  total  number  of  barrels 
^hich  pipelines  and  purchasing  companies,  canvassed  for  the  purpose, 
liad  indicated  a  willingness  to  purchase  from  the  various  pools  of  the 
state  at  existing  market  prices  during  the  specified  period.  After  the 
allowable  for  the  state  and  the  various  pools  had  been  determined,  the 
Railroad  Commission  of  Texas  conducted  open  hearings  in  which  expert 
testimony  was  introduced  for  the  purpose  of  proving  that  if  production 
were  not  cut  to  the  proposed  figure,  physical  waste  would  ensue.  The 
[Commission  then  issued  proration  orders  allocating  an  allowable  output 
0  the  various  pools  of  the  state.  Where  testimony  regarding  the  amount 
)f  oil  which  might  be  produced  without  waste  in  a  particular  pool  was 
contradictory  in  character,  the  Commission  was  the  final  arbiter  as 
;o  the  amount  which  might  be  allowed.  After  the  Commission's  orders 
lad  been  issued,  this  determined  allowable  for  particular  pools  was  pro- 
*ated  to  the  various  producing  units  upon  some  agreed  basis — ^by  an 
unpire  hired  and  paid  for  by  the  operators  and  a  local,  voluntary, 
rapervisory  committee  created  for  the  purpose.  Such,  in  brief,  was  the 
proration  machinery  as  it  had  developed  in  the  state  of  Texas  by  the 
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dose  of  1980.  Since  that  date,  although  in  response  to  court  attack  and 
additional  powers  bestowed  by  legislation  upon  the  Railroad  Commission 
the  machinery  has  been  modified  somewhat  and  its  administration  taken 
over  by  the  Railroad  Commission,  its  basic  characteristics  and  major 
aim — the  control  of  output — remain  little  changed.  Similar  machinery 
directed  towards  a  similar  end  had  been  created  in  the  other  major 
oil-producing  states  by  the  end  of  1980/ 

As  an  instrument  for  the  adjustment  of  oil  production  to  the  demands 
of  consumers  of  oil  and  its  products,  the  machinery  had  its  defects.  Un- 
fortunately, this  land  has  been  rather  continuously  cursed  by  a  surplus 
of  refining  capacity.'  This  surplus  has  become  increasingly  embarrassing 
during  the  last  decade.  In  1980  the  output  of  all  refineries  in  the  United 
States  represented  only  74  per  cent  of  the  rated  daily  capacity  of  all 
plants  operating  at  the  end  of  the  year,  and  this  despite  an  all-tune 
record  in  the  domestic  consumption  of  gasoline  and  an  all-time  record  of 
gasoline  in  storage.  Refineries,  anxious  to  cut  down  an  unwarranted 
burden  of  overhead,  were  willing  to  purchase  crude  oil  in  excess  of  mar- 
ket requirements  for  refined  gasoline.  This  was  particularly  true  of  re- 
fineries located  in  the  vicinity  of  flush-production  fields,  for  they  could 
apparently  show  a  satisfactory  profit  by  operating  at  full  capacity  aa 
low-priced  crude  even  though  forced  to  undersell  the  market  with  their 
low-priced  gasoline.  An  increasing  supply  of  so-called  **bootleg  gasoline'' 
appearing  on  the  market  in  recent  years  is  a  reflection  of  this  situation.* 
But  bootleggers  were  not  the  only  offenders.  Refineries  in  general 
through  their  willingness  to  buy  sufficient  crude  to  operate  as  nearly  as 
possible  at  full  capacity  have  been  producing  gasoline  in  excess  of  mar- 
ket requirements  during  this  period  of  surplus  oil  output.  In  recent 
years  the  wholesale  and  retail  market  situation  for  gasoline  has  cusr- 
tomarily  presented  a  picture  of  instability  and  frequently  of  demoraliza- 
tion. State-wide  proration  of  crude  oil  based  on  market  outlet  for  the 

*  By  this  time  similar  proration  machinery  had  been  established  In  Kansas,  OUt' 
homa  and  Califomia,  producing  with  Texas  in  the  aggregate  approximately  86  per 
cent  of  the  total  domestic  outout  The  above  description  of  the  Texas  proration  ma- 
chinery and  the  manner  in  which  it  worked  is  based  upon  mimeographed  material  se- 
cured from  the  technical  adviser  of  the  Central  Proration  Committee  and  upon  per* 
sonal  observation  through  attendance  at  numerous  open  hearings  conducted  by  tbe 
Texas  Railroad  Commission.  For  a  description  of  the  proration  machinery  set  up  in 
Oklahoma,  see  "Brief  for  Appellant  Champlin  Refining  Company  in  the  Sapreoe 
Court  of  the  United  Stetes,**  Ck:tober  term,  1981,  Docket  No.  485,  Ckamplm  Befmf 
Company  v.  Corporation  Commiision  of  the  State  of  Oklahoma,  pp.  10-18. 

'  For  a  discussion  of  overexpansion  in  the  refining  branch  of  the  oil  industry,  we 
Edward  C  Petty,  Developments  in  the  Petroleum  Refining  Industry  as  Belated  to 
Overproduction  of  Crude  Oil  (University  of  Oklahoma,  1981). 

*  The  term  ''bootleg  gasoline"  as  here  used  refers  to  gasoline  which  finds  its  way 
to  the  market  through  other  than  the  well-established  channels  by  marketers  who  re- 
fuse to  follow  the  lead  of  the  large  organisations  in  matters  of  price.  The  term  is  alio 
used  in  other  connections  to  refer  to  gasoline  on  whidi  payment  of  the  state  gasoline 
tax  is  evaded. 
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crude  product  proved  inadequate  as  a  stabilization  measure.  Its  defects 
challenged  the  ingenuity  of  the  leaders  of  the  industry.  They  were  not 
found  lacking.  Two  steps  were  necessary.  First,  determination  of  total 
domestic  demand  for  r^ned  gasoline  and  of  the  supply  of  crude  oil 
necessary  to  yield  this  determined  amount  under  current  refining  meth- 
ods, and,  second,  co-ordination  of  action  among  the  several  major  oil- 
producing  states  in  their  proration  endeavors.  The  former  was  achieved 
through  the  establishment  of  a  Voluntary  Committee  on  Petroleum  Eco- 
nomics by  the  Federal  Oil  Conservation  Board  and  of  a  similar  committee 
by  the  American  Petroleum  Institute.  These  committees,  acting  sepa- 
rately, have  issued  reports  at  regular  intervals,  analyzing  the  market 
situation  for  oil  and  gasoline,  estimating  the  probable  demand  for 
gasoline,  and  indicating  the  amount  of  crude  oil  necessary  to  meet  these 
requirements.  The  Voluntary  Committee  of  the  Federal  Oil  Conservation 
;    Board  has  gone  so  far  in  past  reports  as  to  indicate  the  proper  alloca- 
tion among  the  major  producing  states  of  the  total  oil  to  be  produced. 
Meanwhile,  the  proration  machinery  was  extended  so  that  it  mi^t  more 
adequately  fulfill  its  function  in  the  light  of  the  more  complete  informa- 
tion it  possessed  regarding  probable  oil  requirements.  The  activities 
of  the  major  producing  states  were  co-ordinated  through  the  instru- 
mentality of  an  Oil  States  Advisory  Conunittee  set  up  in  the  spring  of 
1981  and  representing  ten  of  the  major  producing  states.  Since  April, 
1981,  this  committee  has  periodically  forecast  demand,  recommended 
•tate  quotas  of  production,  and  "effectively  co-ordinated  efforts  towards 
national  stabilization."^^  Moreover,  if  the  hopes  of  the  industry  and  of 
the  Federal  Oil  Conservation  Board  are  realized,  the  work  of  co-ordina- 
tion of  the  proration  activities  of  the  several  states  wiD  be  permanently 
provided  for  by  the  setting  up  of  an  interstate  compact  to  be  authorized 
hy  Congress  under  power  granted  by  Article  1,  Section  10,  Clause  8, 
of  the  Federal  Constitution.  An  organized  movement  for  the  enactment 
of  such  a  measure  is  now  under  way.  Under  such  a  compact,  in  the  lan- 
guage of  the  Federal  Oil  Conservation  Board,  the  oil-producing  states 
^  be  "authorized  to  collectively  exercise  their  police  power  in  trust 
fcr  the  Nation."" 

By  such  means  an  industry  long  buffeted  by  the  violent  and  changing 
^ds  of  competition  has  been  guided  by  state  aid  into  the  protective 
Wen  of  monopoly.  The  sailing  has  not  always  been  easy,  it  is  true. 
Confronted  by  an  unexpected  spout  of  oil  from  the  flush  production 
of  the  newly  discovered  East  Texas  and  Oklahoma  City  pools,  oil  pro- 

*See  Federal  Oil  Conservation  Board,  op,  eU,,  p.  19. 

"Federal  Oil  Ckmservation  Board,  op.  eit,,  pp.  22-28.  Interstate  compacts  of  the 
general  sort  npon  which  the  proposed  Oil  States  Compact  is  to  be  patterned  have 
Jbitberto  been  authorized  by  Congress,  involving  in  the  aggregate  forty-four  different 
fUtes. 
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ration  agencies,  acting  as  pilots  to  a  storm-tossed  and  distressed  ii 
dustry,  have  at  times  found  shipwreck  imminent.  It  has  been  aToidec 
however,  by  assistance  promptly  rendered  by  the  governors  of  OUahom 
and  Texas  in  calling  out  the  state  militia  and  forcing  a  temporal 
though  complete  shutdown  in  both  fields.  Nor  has  martial  law  aim 
been  adequate.  On  two  occasions  when  court  injunctions  had  temporaril 
tied  the  hands  of  the  State  Railroad  Commission,  an  emergency  sessic 
of  the  Legislature  of  Texas  was  called  for  the  purpose  of  enacting  le^ 
lation  broadening  the  oil-regulating  powers  of  the  State  Railroad  Con 
mission. 

Because  the  oil  industry  is  not  wholly  an  American  enterprise,  ti 
other  steps  have  been  deemed  essential  to  make  the  proration  machine] 
really  effective.  Through  the  efforts  of  the  independent  producers,  wl 
have  alleged  that  the  proration  endeavors  of  the  industry  have  bee 
nullified  through  increasing  importations  of  crude  oU  and  refined  pro< 
ucts,  a  tariff  on  crude  and  its  major  products  was  included  in  the  reoei 
"Bill-which-Balanced-the-Budget.''"  Through  the  efforts  of  the  leade: 
of  the  companies  operating  on  a  world-wide  basis,  the  general  princip 
of  "stabilization  ...  by  reciprocal  engagements  to  respect  relative  poi 
tions  as  regards  exportations"  was  agreed  upon  at  the  intemationi 
oil  producers'  conference  in  Paris  this  summer  and  a  somewhat  flexib 
quota  plan  was  adopted  designed  to  insure  uniformity  of  action  wii 
regard  to  price  changes  and  to  adapt  world  production  to  changio 
conditions  of  demand.^* 

As  the  industry  has  pursued  with  unceasing  vigor  the  goal  of  contro 
of  output,  it  has  simultaneously  endeavored  to  standardize  its  domestii 
marketing  practices  by  means  of  a  marketing  code  drawn  up  by  th 
industry  and  approved  by  the  Federal  Trade  Commission.  The  code^ 
comprehensive  in  character,  condemns  as  unsound  and  uneconomic  tk 
practices  of  lending  or  leasing  gasoline  pumps,  subleasing  sites  for  serv- 
ice stations  at  reduced  rentals,  granting  credit  for  installation  of  equip- 

''The  bill  provides  for  an  import  duty  of  one-half  cent  per  gaUon  on  impoitd 
crude,  two  and  one-half  cents  per  gallon  on  imported  gasoline,  and  four  cents  pd 
gallon  on  imported  lubricants.  Since  the  bill  also  provides  for  an  internal  enise  to 
of  one  cent  per  gallon  on  gasoline,  the  net  protection  to  gasoline  Is  one  and  one-iial 
cents.  The  tariff  on  lubricants  is  designed  to  compensate  for  a  domestic  excise  ts 
of  a  corresponding  amount.  It  seems  unlikely  that  these  duties  are  hi|^  cnou|^  t 
shut  out  all  imports,  and  there  is  little  doubt  that  the  movement  for  adequate  pM 
tection  will  be  carried  further.  Since  we  are  a  net  exporter  of  crude  and  lemied  pro^ 
ucts,  the  tariff  of  itself  will  have  little  effect  on  domestic  oil  prices.  It  wiU,  no  orab 
contribute  considerably  to  the  decline  in  American  exports,  since  low-cost  fordg 
crude  and  gasoline  formerly  competing  effectively  with  the  higher-cost  Americi 
product  in  the  Atlantic  Coast  area  will  tend  to  replace  the  American  product  abroK 
In  1925  American  exports  of  gasoline  represented  72  per  cent  of  the  total  fordl 
trade  in  gasoline;  in  1981  they  represented  only  88.6  per  cent  This  trend  wfll  in 
doubtedly  be  accelerated  by  our  new  tariff  policy.  On  the  other  hand*  the  tariff  do 
contribute  to  the  effectiveness  of  domestic  proration. 

>*  See  Oil  and  Oas  Journal,  July  28,  1982,  p.  11. 
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tient,  selling  gasoline  from  tank-wagons  to  trucks  or  other  motor  vehi- 
sles,  and  deviating  from  the  posted  price  of  gasoline  by  means  of  secret 
rebates,  allowances,  bonuses,  concessions,  unusual  credits,  scrip  books 
or  any  other  plan,  device,  or  scheme  which  may  directly  or  indirectly 
permit  the  buyer  to  obtain  gasoline  or  kerosene  at  a  net  price  lower  than 
the  posted  price.  Whatever  may  have  been  the  aim  of  such  standardiza- 
tion of  marketing  practices,  the  motives  that  prompted  it,  or  the  bless- 
mgs  that  flow  therefrom,  it  obviously  represents  an  interference  with 
price-affecting  activities  and  it  makes  more  certain  the  maintenance  of 
a  uniform  price  policy  by  the  oil  companies  subscribing  thereto.  It 
weakens  the  effectiveness  of  competitive  forces  in  determining  the  price 
of  gasoline.  Together  with  proration  it  translates  control  of  output  into 
eontrol  of  price.  It  makes  possible  the  attainment  of  the  business  goal  of 
itabilization.^^ 

To  what  extent  has  this  goal  been  realized?  Average  daily  domestic 
output  has  been  reduced  from  2,950,000  barrels  to  2,100,000  barrels 
within  a  period  of  three  years.  More  important,  average  daily  production 
has  been  reduced  below  average  daily  consumption  with  the  result  that 
total  stocks  have  been  reduced  by  about  11  per  cent.  Mid-Continent 
crude  oil  prices  at  the  end  of  the  first  half  of  1982  were  over  twice  the 
kreb  of  a  year  previous  and  five  times  the  low  of  1981.  The  f.o.b.  Gulf 
terminal  price  of  65  octane  gasoline  has  increased  from  slightly  over 
three  cents  per  gallon  to  slightly  less  than  six  cents  within  a  period  of 
about  a  year,  and  a  downward  trend  in  retail  gasoline  prices  has  been 
•harply  reversed.^"  What  other  major  industry  can  boast  a  similar 

**Thc  code  was  approved  in  the  late  summer  of  1929.  The  machmery  for  its  ap- 
l^ication  to  the  industry  includes  a  national  committee,  six  regional  committees,  and 
Bobcommlttees  for  states  and  districts  with  membership  running  into  the  hundreds. 
^  Oil  and  Oas  Journal,  August  15,  1929.  By  December  12,  1929,  it  was  announced 
^t  over  five  thousand  signatures  had  been  secured  to  the  code  and  that  the  bulk  of 
Choline  was  being  sold  under  code  agreements.  See  Oil  and  Oas  Journal,  December 
12;  1929,  p.  41.  Early  in  1981  it  was  announced  that  the  Federal  Trade  Commission 
W  withorawn  its  approval  of  the  code.  Upon  application  of  the  American  Petroleum 
Institute,  reapproval  was  extended  pending  hearings.  On  June  12,  1981,  the  code  with 
lUgfat  modifications  was  reapproved  by  the  Commission.  The  code  is  now  under  fire 
in  the  state  of  Texas,  ouster  proceedings  having  been  begun  against  the  major  com- 
panies subscribing  to  it 

*  Joseph  £.  Pogue,  a  leading  professional  petroleum  economist  and  engineer,  con- 
tends and  endeavors  to  prove  statistically  that  proration  has  been  ineffective  as  a 
price  control  measure.  (See  ^Economics  of  the  Crude  Oil  Potential  in  the  United 
States,"  International  Petroleum  Technology,  March,  1981,  pp.  24-27).  Pogue  estab- 
lifbes  the  fact  that  during  the  period  of  price  decline  from  1920  to  1926  there  was  a 
rlose  correlation  between  price  movements  and  changes  in  oil  inventory.  Since  1926 
his  correlation  has  not  existed.  With  but  little  change  in  stocks,  expressed  in  day's 
upply,  the  price  trend  has  been  sharply  downward.  Pogue  explains  this  discrepancy 
Q  terms  of  the  building  up  of  large  potentials;  i.e.,  oil  held  artificially  underground 
broagfa  the  application  of  a  proration  program.  Pogue  regards  this  potential  as  an 
indergronnd  inventory  with  the  same  sort  of  influence  on  price  that  above-ground 
Qventories  exert  In  the  more  common  language  of  the  economist,  it  represents  supply 
anging  over  the  market  By  regarding  this  potential  as  accumulated  stocks,  Pogue's 
nalysiB  indicates  a  continued  correlation  between  price  movements  and  storage  in 
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record?  Third-quarter  earnings  of  the  oil  companies  show  commendabk 
progress.  Although  some  oil  companies  have  passed  their  dividends,  mott 
remain  on  a  dividend  basis.  Some  continue  to  pay  the  regular  dividends  of 
the  era  of  prosperity.  Some  are  even  declaring  extra  dividends.  On  the 

the  period  from  1926  to  1980.  He  concludes,  therefore,  that  a  proration  progm 
which  permits  the  building  up  of  underground  potential  must  be  a  failure  as  a  pike 
control  measure.  Despite  its  appearance  of  statistical  precision,  rogue's  anaJyiis  ii 
not  altogether  convincing.  Nor  is  it  essential  to  an  adequate  explanation  of  actial 
price  b^avior.  During  the  period  from  1926  to  1981,  whoi  proration  was  stiU  in  ai 
experimental  stage  ana  new  fields  of  importance  were  being  developed,  proratian  wn 
an  ineffective  measure  of  price  control  oecause  of  the  insUbility  and  uncertainty  of 
the  program.  Despite  proration  throughout  most  of  this  period,  duly  oil  prodnctioB 
was  on  the  increase  until  the  close  of  1929  and  stocks  continued  to  mount  althos|ii 
less  rapidly  than  in  the  previous  period.  At  any  time  during  the  later  period  it  seoned 
likely  that  proration  would  break  down  completely.  Had  it  done  so,  potential  pro- 
duction would  have  become  actual  inventories.  Potential  output  In  this  sense  tad 
during  this  period  in  realitv  represented  supply  hanging  over  the  market  Before  the 
close  of  1981,  however,  it  became  evident  that  proration,  dtfpite  the  threat  of  the 
East  Texas  and  Oldahoma  fields,  was  to  be  made  to  wox^  when  that  fact  wis  ei- 
tablished,  the  price  trend  was  sharply  reversed.  So  much  for  the  facts. 

The  diief  shortcoming  of  Pogue^s  analysis  is  that  he  assumes  competition  in  the 

1)roduction  and  sale  of  crude  oiL  A  proration  program  based  on  so-called  market  osfe- 
et  obviously  represents  monopoly  rather  than  competitive  control,  and  in  this  instaaee 
monoply  control  with  the  power  of  the  state  bdiind  it  So  long  as  you  have  nA 
arbitrary  restriction  of  the  amount  of  crude  oil  which  is  permitted  to  flow  on  to  the 
market,  price  will  inevitably  be  affected.  Any  monopolist  may  have  a  tremendooi  le- 
serve  of  capacity  and  raw  material;  but  so  long  as  this  reserve  is  not  permitted  to 
become  supply,  it  will  have  no  influence  on  price  movements,  except  to  the  extent  ttut 
the  breakdown  of  the  monopolv  is  anticipated.  An  excellent  analogy  is  idforded  by 
the  German  potash  industry.  For  more  than  a  quarter  of  a  century  under  a  carta 
control,  output  and  price  were  effectively  regulated  under  a  quota  system.  During 
all  this  period  capacity  to  produce  potash  through  the  sinking  of  new  mines  and  the 
extension  of  old  was  tremendously  increased.  In  1909,  when  the  cartd  agreement  tem- 
porarily broke  down  and  it  seemed  that  potash  "^tential**  would  be  converted  into  t 
supply  of  potash,  prices  dropped  almost  50  per  cent  When  the  cartel  agreement  vii 
re-established  through  state  intervention  and  output  was  once  more  effectively  r^ 
stricted,  prices  promptly  rebounded  despite  the  continued  existence  of  a  large  ^ 
tentiaL" 

It  is  possible,  of  course,  that  economic  pressure  might  be  transmitted  into  political 
pressure  for  the  abandonment  of  proration.  The  discovery  of  new  fields  with  mcresK 
in  'potential"  might  serve  to  increase  the  severity  of  such  pressure.  If  proration  wexe 
to  break  down  in  the  face  of  such  circumstances,  '^tential*'  would  obviously  exert  a 
very  serious  influence  upon  price.  Likewise,  so  Ions  as  the  rate  of  production  of 
crude  oil  is  effectively  curtailed,  even  in  the  face  of  increased  capacity  to  pmdiioe^ 
such  curtailment  must  have  and,  in  truth,  has  had  a  very  considerable  influence  vpos 
price 

It  mav  be  objected  by  some,  who  will  grant  the  validity  of  tlie  foregoing  critidflB 
of  Pogucrs  anal3r8is,  that  proration  is  nevertheless  self -destructive  as  a  price  control 
measure;  that  it  will  break  down  in  the  same  way  and  for  the  same  reasons  tiiat  otlier 
artiflcial  price  control  measures  have  collapsed.  It  may  do  so,  as  suggested  in  the  last 
paragraph  of  the  foregoing  analysis.  There  are,  however,  some  outstanding  dilFerencei 
between  this  venture  in  price  control  and  others  which  liave  failed.  British  rubber  re- 
strictions, for  example,  defeated  themselves  because  they  contributed  very  grea^f 
towards  an  expansion  in  the  plantation  rubber  industry.  But  oil  is  not  a  plantation 
industry.  Higher  prices  may  result  in  greater  efforts  to  find  oil,  but  not  neoessarillf 
in  grater  findings  of  oil.  Of  course,  a  more  intensive  search  for  oil  may  result  In  tiK 
development  of  new  capacity  to  produce  oiL  Meanwhile,  however,  existing  canacftf 
will  have  been  reduced  through  the  natural  exhaustion  of  present  fields,  ^oola  new 
discoveries  increase  total  capacity,  whether  or  not  this  would  contribute  towards  tiie 
breakdown  of  proration  would  depend  in  considerable  part  upon  where  the  new  dis- 
coveries are  located  and  by  whom  controlled.  Obviously,  great  oil  discoveries  in  areai 
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whole,  their  record  would  seem  to  afford  a  basis  for  the  Federal  Oil  Con- 
aervatioii  Board's  claim  that  the  oil  industry  is  the  first  major  industry 
to  emerge  from  the  depression. 

Of  course,  these  developments  have  involved  a  higher  price  for  a 
product  which  a  motorized  age  has  made  a  necessity  of  life.  They  have 
also  involved  collusive  action  on  an  interstate  basis  among  oil  producers 
and  state  conservation  agencies.  Nevertheless,  they  are  acclaimed  as  an 
achievement  of  the  first  rank  in  the  field  of  industrial  control.  What  a 
few  years  ago  would  have  been  viewed  as  a  criminal  violation  of  existing 
anti'trust  statutes,  federal  and  state,  is  now  regarded  as  an  act  of 
economic  statesmanship.  What  is  the  meaning  of  it  all? 

If  we  may  believe  the  leaders  of  the  industry,  output  restriction,  price 
advance,  and  profit  increase,  although  good  in  themselves,  have  been 
the  incidental  consequences  of  a  broader  and  more  public-spirited  pro- 
gram. They  are  the  by-products  of  a  program  of  conservation  and 
waste  elimination.  The  oil  men  have  reversed  the  dictum  of  Adam  Smith. 
By  consciously  endeavoring  to  promote  the  public  welfare,  they  have 
furthered  their  own  selfish  interests.  So  we  have  been  told  through  press 
and  public  forum.  Let  us,  then,  examine  briefly  the  achievement  of  pro- 
ration as  a  conservation  measure.  It  is  true,  as  pointed  out  at  an  earlier 
point  in  this  discussion,  that  uncontrolled  production  may  mean  the 
premature  drowning  of  pools  by  the  rapid  infiltration  of  underground 
water;  it  may  mean  the  wasteful  dissipation  of  gas  pressure  essential  . 
for  maximum  recovery.  It  does  not  follow,  however,  that  the  application  ] 
of  an  arbitrary  program  of  proration  which  limits  total  output  to  *^ar- 
ket  demand"  and  distributes  it  among  the  various  pools  and  wells  on  a 
basis  of  their  potential  means  conservation.  The  results  are,  in  truth, 
more  likely  to  be  to  the  contrary.**  Where  conservation — that  is,  in- 

DOt  now  subjected  to  proration,  would  endanger  the  whole  program.  Therein  lies  a 
distinct  wealmess  of  the  present  plan.  Thus  far  California's  proration  is  largely  volun- 
tary in  character.  Failure  to  develop  a  plan  of  the  State  Compact  sort  which  will  in- 
clude all  producing  states,  will  obviously  contribute  towards  the  instability  of  the 
whole  program.  (It  should  be  pointed  out  that  the  domestic  program  may  be  made  to 
operate  independent  of  the  foreign  situation  behind  a  tariff  wall  with  restriction  of 
output  to  the  domestic  market)  It  must  be  admitted,  however,  that  the  whole  proration 
machinery  as  now  established  is  in  delicate  balance,  the  equilibrium  of  which  might 
at  any  moment  be  disturbed.  For  example,  the  withdrawal  of  Texas  militia  from  East 
Texas  under  Supreme  Court  decision  on  December  12,  1982,  threatened  the  disruption 
of  the  entire  program.  It  was  avoided  by  a  complete  shutdown  of  the  entire  field  on 
December  17  for  a  period  ot  two  weeks.  This  instability  of  the  proration  program  has 
been  reflected  in  a  weakenins  in  the  price  of  crude  oil  and  of  gasoline. 

^  In  pools  where  the  major  expulsive  agent  is  gas,  given  a  scientific  spacing  of  i 
wellSy  maximum  recovery  is  more  likely  to  be  obtained  with  an  unrestricted  flow.  This 
is  true  by  reason  of  the  fact  that  gas,  which  is  either  dissolved  in  oil  or  is  in  a  free 
state  above  the  oil,  upon  release  of  pressure  tends  to  slip  through  the  pores  more 
readily  than  the  oiL  Curtailment  of  flow  is  therefore  apt  to  be  more  effective  in  re- 
tarding oil  output  than  gas  output  The  oil  is  more  likely  to  remain  behind.  This  is  a 
matter  subject  to  determination  by  experimentation  with  ffas-oil  ratios. 

Jn  those  rarer  instances  where  water  drive  is  the  expi]&ive  factor,  the  situation  is 
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creased  ultimate  production — ^is  obtained,  it  is  largely  a  fortuitous  fea- 
ture of  the  program.  In  the  language  of  the  lower  federal  court  in 
MacMiUan  v.  Texas  Railroad  Commission^  conservation  must  be  re- 
garded as  only  an  ^^accidental  incident"  to  such  a  program  of  pro- 
ration.*'^ 

Although  such  incidental  consequences  may  not  have  been  infrequent, 
the  major  wastes  of  the  oil  industry  continue  but  little  abated.  Con- 
trolled rate  of  production  has  contributed  in  some  instances,  no  doubt, 
towards  a  more  efficient  utilization  of  water  pressure  and  has  increased 
the  ultimate  production  of  particular  fields;  but  because  the  basis  of 
operation  remains  the  property  tract  instead  of  the  geological  unit— 
the  oil  pool — ^gains  in  this  direction  have  been  but  slight  and  widespreid 
waste  continues.  Thus  on  October  81,  1980,  the  latest  date  for  wfaick 
data  are  available,  out  of  a  total  daily  production  of  2,045328,001 
cubic  feet  of  gas  incidental  to  oil  production  in  Texas,  467,768,001 
cubic  feet  of  raw  gas  were  directly  wasted  into  the  atmosphere  and 
696,662,000  cubic  feet  were  wasted  after  the  gasoline  content  had  beea 
extracted.  Total  figures  for  other  states  are  not  available,  but  the 
Oklahoma  Corporation  Commission  estimates  that  the  Oklahoma  Citj 
field  alone  is  wasting  about  208,000,000  cubic  feet  of  residue  gas  daily. 
The  fuel  equivalent  of  this  daily  wastage  of  gas  expressed  in  terms  of 
coal  is  approximately  68,000  tons.  More  important  is  the  fact  thtt 
under  a  genuine  conservation  program  with  a  unified  system  of  prod1l^ 
tion  virtually  all  of  this  gas  could  be  used  for  repressuring  purposei 
with  a  tremendous  although  indeterminable  increase  in  ultimate  recovery. 
As  daily  output  in  East  Texas  has  been  restricted  from  approzimatdy 

likely  to  be  reversed.  The  water,  being  heavier  than  the  oil,  is  found  beneath  it 
Under  hydrostatic  pressure  the  water  drives  the  oil  before  it.  But  water,  too^  dipi 
through  the  voids  of  the  roclc  more  readily  than  oil.  In  its  enthusiastic  endeavor  to 
escape  along  the  line  of  least  resistance,  it  is  apt  to  'bypath**  and  leave  bdiind  tbe 
more  sluggish  oil.  Curtailment  in  rate  of  flow  retards  tiiis  tendcncv.  It  should  be 
emphasized,  however,  that  in  cases  of  water  drive  not  all  wells  should  be  treated  alike 
to  keep  this  tendency  to  a  minimum.  A  proration  program  which  sets  up  an  ubitnuT 
basis  for  per-well  allowable  is  at  best  but  a  quasi-conservation  measure.  And  of  eqnu 
importance  with  rate  of  flow  as  a  step  towards  conservation  is  scientific  well  spacing  t 
matter  which  proration  ignores  entirely. 

It  should  be  observed  that  the  foregoing  discussion  of  proration  as  a  conservatioo 
measure  is  quite  inadequate.  Lack  of  space  necessitates  that  it  be  so.  It  should  be 
added,  also,  that  by  reason  of  court  interference  and  a  desire  to  protect  more  ade- 
quately correlative  propertv  rights,  the  basis  of  proration  has  changed  from  time  to 
time  and  from  pool  to  pooL  The  drift  has  been  away  from  a  reliance  on  a  flat  per- 
well  allowable  or  a  peivwell  allowable  on  a  basis  of  potential  to  the  utilization  ot  more 
scientific  formulas  in  determining  per-well  allowable,  as  for  example,  acreage,  bottom- 
hole  pressure,  sand  thickness,  gas-oil  ratios,  etc.  On  the  whole  this  drift  is  hi  tiie  di- 
rection of  conservation.  The  principle  of  conservation,  however,  has  been  so  con- 
tinuously and  so  effectively  compromised  for  the  protection  of  vested  risfats  and  tbe 
maintenance  of  the  price  of  oil  that  waste  in  the  industry  continues  to  hvSk  large. 

^Alfred  MacMillan  et  <d  v.  The  Railroad  ComnUsiion  of  Tewu  et  ak  In  the  dis- 
trict Court  of  the  United  States  for  the  Western  District  of  Texas.  Austin  Division. 
No.  890  Equity. 
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a  million  barrels  per  day  to  8269OOO  barrels,  the  number  of  producing 
wells  has  increased  from  1,626  to  over  9,000^*  with  an  increase  in  de- 
velopmental cost  well  over  a  hundred  million  dollars.  The  most  striking 
comment  that  can  be  made  with  any  degree  of  accuracy  about  such  a 
program  as  a  conservation  measure  is  that  it  has  increased  tremendously 
the  cost  of  producing  oil  in  this  field.  Verily,  as  a  conservationist,  the 
industry  has  been  straining  at  a  gnat  while  swallowing  a  caravan  of 
lusty  camels.  Behind  a  smokescreen  of  conservation  it  has  effectively 
carried  through  a  program  of  price  fixing.  In  the  language  of  the  Dis- 
trict Court  of  the  United  States  for  the  Eastern  District:  "Under  the 
thinly  veiled  pretense  of  going  about  to  prevent  physical  waste  the  Com- 
mission has,  in  co-operation  with  persons  interested  in  raising  and 
maintaining  prices  of  oil  and  its  refined  products,  set  on  foot  a  plan 
which,  seated  in  a  desire  to  bring  supply  within  the  compass  of  demand, 
derives  its  impulse  and  spring  from  and  finds  its  scope  and  its  extent 
iothe  attempt  to  control  the  delicate  adjustment  of  market  supply  and 
demand,  in  order  to  bring  and  keep  oil  prices  up."^* 

But  as  the  economic  depression  has  deepened,  the  claims  for  proration 
have  broadened.  It  is  defended  not  only  as  a  conservation  measure  but 
as  a  means  of  lifting  the  oil  industry  from  depression  and  thereby  con- 
tributing towards  general  economic  recovery.  The  oil  industry  has  not 
merdj  pointed  the  way  out  of  our  economic  morass;  it  is  said  to  be 
leading  the  procession.  Nowhere  have  I  seen  a  detailed  analysis  of  the 
manner  in  which  prosperity  in  oil  is  to  be  communicated  to  industry  at 
large.  At  best  the  statement  represents  an  uncritical  assertion  by  those 
who  hope  it  may  be  true.  Suggestions  have  been  made,  however,  as  to 
the  manner  in  which  these  results  are  to  be  achieved.  In  the  language  of 
the  Federal  Oil  Conservation  Board,  "The  effects  of  the  industry's 
rising  purchasing  power  are  beginning  to  be  felt.  They  will  be  further 
manifested  during  the  fall  and  winter  if  production  can  be  kept  on  a 
stable  basis.''*^ 

Let  us  subject  this  statement  to  closer  scrutiny.  This  increased  pur- 
chasing power  in  the  hands  of  a  particular  group  has  been  made  possi- 
ble primarily  by  higher  prices  for  gasoline.  It  has  been  at  the  expense  of 
approximately  26,000,000  users  of  automobiles  in  America.  It  has  been 
contributed  in  small  bits  by  practically  the  entire  American  population. 
It  represents  a  transfer  of  purchasing  power  from  the  man  of  little 
means  and  its  concentration  in  the  hands  of  the  man  of  large  means. 
To  the  extent  that  it  remains  in  the  treasuries  of  the  large  corporations 
undistributed  as  dividends,  it  may  serve  to  complicate  further  an  already 

'  9,072  as  of  December  2,  1982. 

^MaeMiUan  ei  al  v.  The  RaUroad  Commission  of  Texas,  op,  cit 

^Federal  Oil  ConeervcUion  Board,  op,  cit,,  p.  1. 
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confused  situation  in  the  oil  industry  by  contributing  to  a  further  ex- 
pansion of  an  industry  whose  chief  ill  is  overexpansion.  To  the  extent 
that  it  is  paid  out  as  dividends,  it  tends  to  swell  the  purchasing  power 
of  those  who  have  at  the  expense  of  those  who  have  not.  It  thereby  servei 
to  retard  recovery  from  a  depression  one  of  whose  major  causes,  at 
any  rate,  has  been  oversaving  occasioned  by  a  maldistribution  of  na- 
tional purchasing  power.  As  a  means  of  general  economic  recovery, 
stabilization  of  the  oil  industry  is  likely  to  prove  a  delusion  and  a  snare. 

Despite  this  fact,  we  seem  to  have  launched  irretrievably  upon  a  pro- 
gram of  control  for  the  oil  industry.  Not  only  has  this  program  the 
support  of  the  industry  under  whose  leadership  it  has  been  established, 
but  as  previously  stated,  it  has  been  given  legal  status  by  legislative 
enactments.  In  a  number  of  states  its  administration  has  been  taken  over 
by  state  conservation  agencies.  The  influence  of  our  national  government 
has  likewise  been  placed  behind  it.  More  important  still,  it  has  had  the 
stamp  of  legality  placed  upon  it  by  a  recent  decision  of  the  Supreme 
Court  of  the  United  States.  In  ChampUn  Refining  Company  v.  Corporor 
tion  Commission  of  the  State  of  Oklahoma  et  al^  &  case  involving  in- 
directly the  legality  of  the  whole  Oklahoma  proration  scheme,  the  Su- 
preme Court  in  a  unanimous  decision  handed  down  on  May  16,  1982, 
held  that  the  orders  of  the  Corporation  Commission  were  not  issued  for 
the  ^^purpose  of  fixing  the  price  of  crude  oil  nor  have  they  had  (hat 
effect,"*^  that  on  the  contrary  they  represent  an  appropriate  exerdtt 
of  the  Commission's  power  to  prevent  waste  in  the  production  of  oil 
for  the  protection  of  the  correlative  property  rights  of  the  own^s  of 
a  common  underground  pool  of  oil. 

Space  will  not  permit  a  complete  analysis  of  the  reasoning  by  which 
the  Supreme  Court  came  to  this  striking  decision.  It  should  be  pointed 
out,  however,  that  the  Court  was  much  impressed  by  the  fact  that  the 
price  trend  had  been  downward  throughout  virtually  the  entire  period 
in  which  proration  had  been  in  effect.  That  fact  is  in  no  way  in  con- 
tradiction with  the  analysis  which  has  been  made  in  the  foregoing  pages. 
It  has  been  pointed  out  that  proration  was  the  child  of  economic  dis- 
tress. It  was  instituted  in  the  face  of  expanding  petroleum  production 
and  declining  prices.  It  was  first  applied  locally.  In  the  face  of  con- 
tinuing distress  of  the  same  sort  as  called  it  into  being,  the  program 
has  been  expanded  and  perfected.  By  the  end  of  1980,  when  its  teni- 
porary  success  had  permitted  an  inroad  into  stocks  for  the  first  time^ 
its  very  foundations  were  threatened  by  developments  in  the  Oklahoma 
and  East  Texas  fields.  In  the  simimer  of  1981,  with  the  latter  field 
producing  a  million  barrels  of  oil  a  day  (more  than  one-third  of  the 
total  American  output)  and  development  only  well  started,  the  retreat 

**  Supreme  Court  Reporter,  Advance  Sheets,  June  1,  1982,  pp.  589-M8. 
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of  prices  broke  into  a  rout  despite  the  effective  functioning  of  proration 
in  other  fields  of  the  country.  When  it  became  evident  that  the  heroic 
steps  taken  by  the  governor  and  legislature  of  the  state  of  Texas  were 
not  to  permit  production  to  run  wild  and  wreck  the  stabilization  ma- 
chinery which  had  taken  years  of  painstaking  effort  to  erect,  prices 
promptly  rebounded.  Since  the  summer  of  1981  the  trend  has  been 
sharply  upward.  There  seems  little  doubt  that  artificial  restriction  of 
output  is  responsible  for  this  fact. 

More  important  than  the  accidents  of  a  price  trend  in  determining 
the  Court's  decision,  however,  is  its  fallacious  assumption  that  market 
demand  for  crude  petroleum  is  a  fixed  quantity  and  that  production 
in  excess  of  this  amount  would  inevitably  have  caused  waste.  Although 
the  demand  for  the  major  petroleum  product,  gasoline,  seems  to  be 
relatively  inelastic,  the  demand  for  crude  oil  has  shown  considerable 
dasticity.  In  the  first  place,  as  its  price  is  lowered,  crude  cuts  more 
heavily  into  the  fuel  market  of  coal.  In  truth,  this  tendency  accounts 
in  part  for  the  continued  depression  from  which  the  coal  industry  has 
suffered  for  the  past  decade  or  more.  In  the  second  place,  as  American 
crude  oil  becomes  lower  in  price,  it  cuts  temporarily,  at  any  rate,  into 
the  market  of  those  foreign  crudes  whose  production,  by  reason  of 
more  concentrated  ownership,  is  more  readily  subject  to  control.  In  the 
summer  of  1981,  as  the  price  of  East  Texas  crude  dropped  to  fifteen 
cents,  the  market  for  it  broadened  with  amazing  rapidity.  The  Supreme 
Court's  assumption  with  regard  to  a  fixed  demand  for  American  crude 
seems  to  have  no  logical  foundation  in  either  fact  or  theory." 

"  Professor  Fetter  takes  sharp  issue  with  the  above  criticism.  He  points  out  that 
the  Court  refuses  to  accept  the  terms  ''economic  waste**  and  ''reasonable  market  de- 
mand** as  a  basis  for  its  opinion  on  the  grounds  that  they  are  too  vague  and  indefi- 
nite in  character.  The  Court,  holds  Professor  Fetter,  based  its  opinion  on  the  ques- 
tion as  to  wliether  or  not  the  proration  orders  were  desimed  to  eliminate  physical 
waste.  Professor  Fetter  is  right  only  to  this  extent:  The  Court  held  with  regard  to 
the  penal  clauses  of  the  Oklahoma  Act  that  these  phrases  "are  so  vague  and  indefi- 
nite that  any  penalty  prescribed  for  their  violation  constitutes  a  denial  of  due  process 
of  law.**  Having  discarded  the  phrase  "reasonable  market  demand**  as  too  vague  and 
indeflinite  to  serve  as  a  basis  for  fixing  penalty  against  the  violators  of  the  0)mmis- 
sion's  orders,  the  Court  does  not  hesitate  to  use  it  in  its  reasoning  with  regard  to  the 
legality  of  proration.  Thus:  "The  commission  construes  the  act  as  intended  to  em- 
power it  to  limit  production  to  the  amount  of  the  reatonahU  daily  market  demand 
and  to  require  ratable  production  by  all  taking  from  the  common  source.  In  current 
orders  it  has  found  that  waste  of  oil  will  result  in  the  prorated  areas  imless  produc- 
tion is  limited  to  9ueh  demand,  .  .  .  And  it  found  that  the  existing  stock  of  crude  in 
storage  exceeded  the  needs  of  the  industry,  and  that  purchasers  were  unwilling  to 
buy  in  Oklahoma  for  storage  in  any  amount  sufficient  to  take  the  surplus  of  poten- 
tial production  in  that  state.  .  .  .  The  court  found  .  .  .  that,  if  no  curtailment  were 
appbed,  crude  oil  for  lack  of  market  demand  and  adequate  storage  tanks  would  in- 
evitably go  into  earthen  storage  and  be  wasted;  that  the  full  potential  production 
exceeded  all  transportation  and  marketing  facilities  and  market  demands;  .  .  .  the 
reasonable  market  demand  [from  some  pools]  was  greater  in  proportion  to  potential 
production  than  in  others.  ...  In  each  case  the  commission  has  allowed  to  be  pro- 
duced the  full  amount  of  the  market  demand  for  each  pool.  .  .  .  The  court  found  that 
none  of  the  proration  orders  here  involved  were  made  for  the  purpose  of  fisdng  pricea 
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But  despite  its  economic  shortcomings,  more  than  likely  the  decision 
will  stand.  Other  cases  are  now  pending,  but  whatever  may  be  their 
outcome,  it  seems  extremely  unlikely  that  the  machinery  for  regulating 
the  production  of  petroleum  will  be  cast  upon  the  dumpheap.  It  may  be 
altered ;  but  so  long  as  the  industry  is  threatened  with  overproduction, 
it  is  not  likely  to  be  discarded.  Nor  should  it  be.  If  our  analysis  of  the 
economic  and  geological  character  of  oil  production  is  sound,  unre- 
stricted competition  is  intolerably  destructive.  A  genuine  conservation 
program  demands  a  type  of  control  which  takes  as  its  point  of  departure 
the  geologic  luiit — the  oil  pool.  Compulsory  unit  operation  of  oil  pod« 
would  seem  to  be  the  next  step,  a  step  which  many  leaders  of  the  m- 
dustry  would  indeed  welcome.  This,  of  course,  would  not  oidy  permit  the 
exploitation  of  oil  pools  without  waste,  but  it  would  make  control  oter 
the  rate  of  production  even  more  effective.  However,  restriction  of  out- 
put, behind  the  protection  of  a  tariff  wall,  of  an  essential  raw  material 
upon  which  the  daily  lives  of  almost  our  entire  population  have  cone 
to  depend,  invites,  if  it  does  not  demand,  a  further  extension  of  control— 
a  type  of  control  under  which  protection  of  the  consumers'  interests  will 
be  insured  rather  than  assumed.  The  oil  industry's  program  of  stabilisA- 
tion  may  point  the  way  towards  a  more  comprehensive  and  complicated 
control  than  the  industry  had  hoped  for — or  feared. 

The  fact  that  the  commission  never  limited  production  below  market  deoiand  and  tiie 
ffreat  and  long-continued  downward  trend  of  prices  contemporaneously  with  the  en- 
forcement of  proration  strongly  support  the  finding  that  the  orders  assailed  have  not 
had  that  efifect." 

In  all  these  uses  of  the  term  'Market  demand"  I  insist  there  is  the  naive  assmni^' 
tion  that  there  is  some  one  amount  of  oil  which  can  be  disposed  of  at  a  particahr 
time  (without  waste)  irrespective  of  price.  It  is  no  doubt  likely  that  if  all  the  ofl  wdls 
of  all  the  flush  fields  of  the  United  States  were  simultaneously  opened  to  maziiDiiiD 
capacity,  daily  production  would  temporarily  exceed  transportation  and  storage  facili- 
ties; but  this  assumption  is  quite  different  from  that  of  the  Court — ^that  if  prodnctioo 
were  not  restricted  to  figures  set  by  the  Commission  (at  the  request  and  in  the  fnUx- 
ests  of  the  industry  anxious  to  sustain  the  price  of  crude  oil  and  sasoline)  prodnctioD 
would  necessarily  result  in  physical  waste  of  oil.  The  amount  of  ou  which  can  and  wiD 
be  taken  off  the  market  at  five  cents  per  barrel  is  radically  different  from  the  amooDt 
which  can  be  disposed  of  for  one  dollar.  Five-cent  oil  will  quickly  find  additional 
transportation  and  storage  facilities,  as  indeed  it  has  done.  With  oil  in  Bast  Tens 
selling  well  above  this  figure,  as  stated  in  the  discussion  above,  its  market  widened 
promptly.  Indeed,  it  resulted  in  the  carr3ring  of  coals  to  Newcastle.  At  least  three 
shipments  of  fifteen-cent  crude  found  their  way  into  Mexico— itself  an  oil-exporting 
country.  I  can  only  conclude  that  the  Court's  decision  is  based  on  the  naive  and  falli- 
cious  assumption  tiiat  market  demand  for  crude  oil  is  a  fixed  quantity.  Let  those  wlio 
doubt  this  read  the  decision  for  themselves. 
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TEXTILE  INDUSTRY 

By  C.  T.  MuBCHisoN 
University  of  North  Carolina 

Judged  according  to  the  annual  consumption  of  its  products,  the 
cotton  goods  division  of  the  textile  industry  betrays  no  great  instability. 
Prior  to  1980,  cotton  goods  consumption  enjoyed  a  definite  upward 
trend,  and  subsequently  has  declined  by  less  than  20  per  cent,  despite 
the  relatively  more  severe  decline  of  public  purchasing  power. 

In  sharp  contrast  to  this  tenacity  of  demand  is  the  violent  instability 
of  the  industry's  production  behavior.  The  problem  of  adjusting  output 
to  consumption  began  to  be  a  serious  one  as  early  as  1924  and  by  1929 
had  assumed  alarming  proportions,  independently  of  the  state  of  general 
business.  Within  this  period,  despite  the  increasing  use  of  cotton  goods, 
mill  shares  in  New  England  declined  about  80  per  cent  and  in  the  South 
approximately  one-half. 

The  see-saw  relationship  between  production  and  sales  is  illustrated 
by  the  following  examples.  In  1927,  sales  in  the  first  quarter  ran  ahead 
of  production  by  80  per  cent;  in  1928,  first  quarter  sales  ran  17  per 
cent  behind  production.  In  the  fourth  quarter  of  1927,  sales  were  20  per 
cent  under  production ;  in  the  fourth  quarter  of  1928,  they  were  10  per 
cent  ahead  of  production. 

The  erratic  operation  of  machinery  is  vividly  portrayed  by  the  accom- 
panying table  which  shows  the  extent  of  fluctuations  in  spindle  hours 
for  selected  one-year  periods. 

Period  CJutnge  in  spindU  houn 

% 

March,  1928,  to  March,  1924 —25 

July,  1924,  to  July,  1925 +85 

March,  1927,  to  March,  1928 —10 

April,  1928,  to  AprU,  1929 +20 

May,  1929,  to  May,  1980 —26 

July,  1980,  to  July,  1981  . . . . ; +28 

July,  1981,  to  July,  1982  —45 

Such  behavior  implies  not  only  a  chronically  unwieldly  inventory  situ- 
ation, frequent  price  demoralization  and  highly  fortuitous  profits,  but 
also  reveals  the  uneasy  position  of  the  workers.  Even  in  relatively  good 
years,  mill  employees  on  the  average  can  expect  to  work  only  about  76 
per  cent  of  full  time.  This  irregularity  of  employment  is  a  circumstance 
which  is  scarcely  less  adverse  to  the  welfare  of  the  employees  than  is  the 
lowness  of  the  wage  rate. 

The  underlying  downward  trend  of  profits  already  evident  before  the 
general  depression  of  all  industries  is  of  course  associated  with,  but 
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not  wholly  explained  by,  the  accelerated  movement  of  the  industry  sontb- 
ward.  Although  the  southern  division  of  the  industry  had  expanded 
rapidly  before  1928,  it  was  supplying  the  growth  needed  by  the  indus- 
try as  a  whole  to  keep  pace  with  broadening  consumption  and  hence  was 
not  depressing  in  its  effect.  After  1928  the  southern  growth  did  not 
contribute  to  the  enlargement  of  the  industry  as  a  whole,  but  was  made 
at  the  expense  of  the  New  England  division.  Hence,  during  the  remainder 
of  the  decade  while  the  South  was  gaining  approximately  three  miIIi(Hi 
additional  spindles  with  corollary  equipment,  other  states  were  losing 
about  five  and  one-half  million  spindles. 

The  net  shrinkage  in  physical  machinery  was  more  than  offset  by 
the  growing  use  of  the  double-shift  in  southern  cotton  mill  operatiooB. 
Strangely  enough,  this  practice  reached  its  crest  in  the  years  1928^ 
1929,  and  1980,  after  the  tendency  to  chronic  overproduction  had  be- 
come evident  to  the  entire  trade.  It  was  not  uncommon  for  mills  to 
utilize  night-shifts  when  they  were  unable  to  provide  more  than  half- 
time  employment  for  their  day  shifts.  The  industry  came  into  its  condi- 
tion of  acute  overcapacity  in  the  late  twenties,  therefore,  not  primarily 
because  of  overinvestment,  but  because  of  the  frantic  efforts  to  reduce 

overhead  expense  by  night-work. 

Hours  worked 
Tear  p«r  tpi$idU 

1924 28S8 

1925 8694 

1926 2708 

1927    2892 

1928 987B 

1929 8078 

From  1924  to  1929  the  annual  growth  of  running  time  per  spindle 
amounted  to  almost  700  hours  which  is  equivalent  to  virtually  three 
months  running  time  according  to  Massachusetts  standards.  In  the  one 
year,  from  1928  to  1929,  the  increase  was  200  spindle  hours,  the  equiva- 
lent of  one  full  month.  But  the  national  average  of  8078  hours  per 
spindle  in  1929  is  dwarfed  by  the  southern  average  of  8616  hours  per 
spindle  for  that  year. 

Although  night  work  reflected  intense  competitive  pressure,  it  did  not 
stop  altogether  the  making  of  additional  investments.  This  was  dne 
partly  to  the  high  degree  of  specialization  in  doth  and  yam  manufac- 
ture. So  numerous  and  so  varied  are  the  products  of  the  industry  and 
so  kaleidoscopic  is  the  character  of  demand  that  the  forces  of  depression 
do  not  attack  evenly.  However  unfavorable  the  general  market,  there  are 
nearly  always  certain  types  of  products  which  are  profitable.  These 
scattered  and  more  or  less  fortuitous  opportunities  for  profits  in  par- 
tieodarttiBif  MS  more  likely  to  be  met  by  new  plant  and  equipment  than 
{f  waiting  establishments. 
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There  is  the  further  fact  too  of  a  wide  disparity  in  labor  costs  between 
the  upper  tier  of  southern  states  and  those  that  constitute  the  deep 
South.  A  differential  of  this  character  is  effective  only  in  the  manufac- 
ture of  coarse  and  medium  count  staples,  but  it  provides  an  opportunity 
for  profit  regardless  of  overcapacity  elsewhere. 

In  any  case,  New  England  is  virtually  out  of  the  picture,  except  in 
very  fine  constructions,  fancy  weaves,  and  rayon  specialties,  whose  suc- 
cessful manufacture  is  conditioned  less  upon  cheap  labor  and  automatic 
looms  than  upon  artistic  skill  and  up-to-the-minute  finishing  and  mer- 
chandising facilities.  The  completeness  with  which  the  various  fabric 
classifications  have  been  divided  between  the  two  areas  suggests  that 
the  greater  part  of  the  territorial  readjustment  is  over.  The  major 
problems  with  which  the  industry  is  now  beset,  therefore,  have  but  little 
to  do  with  inter-regional  competition. 

They  are  for  the  most  part  due  to  the  decentralized  and  disjointed 
character  of  the  industry's  organization  which  is  unable  to  cope  with 
the  violently  fluctuating  cotton  markets  of  recent  years ;  has  met  clumsily 
the  special  problems  incident  to  the  vastly  increased  importance  of  the 
fashion  element  in  cotton  goods;  and  has  established  no  defenses  against 
the  new  types  of  buyers  who  now  dominate  the  primary  cloth  markets. 

To  explain  the  chaos  wrought,  it  is  necessary  first  to  view  the  indus- 
try's structure.  In  the  South,  it  is  still  an  industry  whose  units  are  for 
the  most  part  relatively  small,  widely  scattered,  and  numerous.  Owner- 
ship and  management  are  mostly  in  the  hands  of  local  interests.  Very 
rarely  does  a  single  enterprise  do  more  than  a  fractional  part  of  the 
processing  required  to  convert  raw  cotton  into  a  finished  usable  product. 
There  is  instead  a  series  of  specialists,  the  output  of  one  constituting 
the  raw  material  of  the  next.  Approximately  one-fourth  are  exclusively 
spinning  mills  and  a  small  percentage  are  exclusively  weaving  mills.  Most 
of  the  cloth  mills  do  some  spinning ;  a  few  of  them  make  practically  all 
of  their  required  yarns;  and  still  others  produce  an  excess  of  yarns, 
which  they  dispose  of  in  the  market. 

A  majority  of  the  cloth  mills  are  not  equipped  to  do  their  own  finish- 
ing and  so  sell  their  products  as  "grey  goods."  Finishing,  which  in- 
cludes such  processes  as  bleaching,  dyeing,  printing,  and  napping,  is 
therefore  in  the  hands  of  another  group  of  specialists.  But  between  the 
finishers  and  the  cloth  mills  is  still  another  group  called  the  converters, 
who  purchase  grey  goods  or  semifinished  goods  from  the  mills  or  com- 
mission merchants,  determine  the  style  characteristics  to  be  imparted, 
and  have  the  finishers  do  the  actual  processing  on  a  price-per-yard  basis. 
In  their  purchase  of  grey  goods  the  converters  do  not  for  the  most  part 
deal  directly  with  the  cloth  mills  but  purchase  through  commission  mer- 
chants. The  latter  handle  both  finished  and  unfinished  goods.  Purchasing 
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a  large  part  of  the  converter's  raw  materials  for  him,  they  likewise  id 
for  him  a  goodly  portion  of  his  finished  goods. 

Into  the  primary  cloth  markets,  where  the  commission  merchants  act 
as  chief  representatives  of  most  mills,  come  not  only  the  converters,  wbo 
are  large  and  shrewd  buyers,  but  also  the  dry  goods  wholesalers,  the 
garment  manufacturers,  the  great  retail  buying  organizations,  the  chain 
stores,  the  mail  order  houses,  the  buying  syndicates,  and  the  large  in- 
dustrial consumers. 

These  are  buyers  of  vastly  greater  power  than  those  with  whom  tk 
mills  were  wont  to  deal  a  decade  or  more  ago.  Yet  the  typical  doth 
manufacturer  not  only  does  not  come  in  touch  with  them  but  is  satisikd 
merely  to  turn  over  his  selling  accounts  and  selling  responsibility  to  a 
commission  merchant,  who  is  at  the  same  time  representing  from  fifteen 
to  seventy-five  other  mills. 

The  commission  merchant  as  selling  agent  is  essentially  a  trader.  His 
major  concern  is  the  immediate  activity  of  the  market — ^his  volume  of 
sales.  Both  his  income  and  his  standing  in  the  market  are  conditioned  upon 
moving  the  goods.  He  of  course  dislikes  a  development  which  is  unfavora- 
ble to  his  mill  clients,  but  as  a  matter  of  business  he  must  provide  orders 
for  them.  His  only  alternative  is  to  go  with  the  market  and  become  a 
dynamic  part  of  the  daily  whirligig. 

This  alternative  is  frequently  made  more  urgent  by  the  fact  that 
many  mills  look  to  their  selling  agents  for  their  financing,  borrowing 
from  them  against  orders  or  on  security  of  goods  in  stock.  As  a  result 
of  these  credit  practices,  many  mills  are  almost  continually  in  debt  to 
the  selling  houses.  A  more  vicious  method  of  financing  for  an  overproduc- 
ing industry  could  hardly  be  devised.  It  has  the  twofold  effect  of  putting 
the  mills  in  a  position  where  they  must  sell  goods  regardless  of  cost  in 
order  to  meet  bills  payable,  and  putting  the  merchants  in  a  position 
where  they  must  insist  upon  such  action  for  their  own  protection. 

Beyond  the  commission  merchant  in  the  sequence  of  processes  is  the 
wholesaler  or  jobber.  His  importance  in  textile  distribution  waned  after 
1928,  but  at  the  present  time  efforts  are  being  made  toward  his  resusci- 
tation. He  differs  from  the  commission  merchant  in  that  he  buys  goods 
on  his  own  account  and  sells  from  stock.  His  loss  of  prestige  came  from 
the  rapid  growth  of  chain  stores,  from  the  formation  of  buying  syndi- 
cates, and  the  increasing  size  of  department  stores,  mail  order  houses, 
and  garment  manufacturers.  The  larger  and  stronger  buying  units 
tended  to  brush  aside  the  wholesaler  and  to  approach  the  conmiission 
houses  and  larger  mill  organizations  directly.  This  has  radically  changed 
the  entire  aspect  of  textile  goods  bargaining.  Faced  by  so  formidable 
an  array  of  buyers  who  are  thoroughly  conversant  with  the  weaknesses 
L  of  the  mills  and  at  the  same  time  able  to  control  the  placing  of  large 
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orders,  the  commission  merchants  are  in  no  position  to  counter  effec- 
tively. They  can  only  pass  back  to  the  mills  the  price  ideas  of  the  buy- 
ers and  in  the  present  state  of  the  industry  the  buyers  price  usually 
prevails. 

An  even  worse  consequence  of  this  inchoate  industrial  structure  is 
the  highly  speculative  tone  that  it  imparts  to  all  of  its  intergroup  trans- 
actions at  times  when  the  cotton  market  is  perceptibly  fluctuating.  A 
promise  of  higher  prices  for  cotton  produces  a  stampede  of  buying  all 
along  the  line  from  the  yam  market  to  the  final  dealer  in  finished  goods. 
The  easy  infiow  of  orders  works  like  a  tonic  on  the  mills.  They  place  more 
contracts  for  raw  cotton.  Production  schedules  are  enlarged.  Night 
shifts  are  thrown  into  operation.  The  contagion  of  forward  buying 
spreads;  the  increased  mill  takings  give  cotton  prices  another  fillip, 
and  the  vicious  circle  is  not  broken  until  all  inventory  space  from  dealers' 
shelves  to  mill  warehouse  is  filled  with  goods,  as  in  the  autumn  of  1927 
and  the  spring  of  1980.  Of  course,  no  thought  has  been  given  to  con- 
sumer behavior ;  nothing  has  been  happening  there. 

Precisely  the  opposite  type  of  reaction  attends  a  downward  trend  of 
prices  of  cotton.  Buying  becomes  stagnant;  orders  are  small  and  only 
for  immediate  needs.  The  mills  perforce  must  risk  manufacturing  to 
stock,  or  else  close  down.  There  is,  of  course,  no  basic  reason  why  mill 
profits  and  mill  volume  should  be  reduced  merely  because  of  a  decline 
in  cotton  prices.  It  is  only  the  action  of  the  individual  mill,  pressing 
for  business  to  counteract  the  natural  desire  of  dealers,  garment  manu- 
facturers, and  converters  to  reduce  inventories  at  such  a  time,  that 
occasions  the  general  price  debacle. 

Fashion  changes  play  an  important  rdle  in  the  troubles  of  the  indus- 
try. They,  too,  have  been  much  more  pronounced  and  pervasive  in  recent 
years.  They  have  not  operated  to  reduce  total  consumption  but  have 
done  their  damage  by  continually  forcing  changes  in  the  composition 
of  output.  The  popular  fallacy  is  to  associate  style  changes  with  ap- 
parel goods  only.  But  most  fabric  constructions  are  now  subject  to  style 
changes.  Even  denims,  ginghams,  and  osnaburgs  are  susceptible.  Over- 
alls, draperies,  fiour  bags,  furniture  and  automobile  upholstery,  curtain 
materials,  and  even  sheets  and  bedspreads  have  all  become  extremely 
sensitive  to  changing  modes. 

Before  the  war  probably  80  per  cent  of  textile  goods  were  staple. 
The  other  20  per  cent  went  through  its  transitions  slowly  so  as  not  to 
outpace  the  slow  trickle  of  fashion  through  the  masses.  But  these  changes 
are  no  longer  gradual.  They  now  affect  virtually  every  type  of  fabric 
in  all  areas  with  lightning-like  speed.  Since  the  disturbing  influences  of 
fashion  changes  lie  in  the  type  and  design  of  goods,  the  danger  to  mill 
converter,  or  jobber,  or  garment  manufacturer  lies  in  the  imminent 
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possibility  that  his  chosen  design  or  construction  maj  become  unpopu- 
lar— that  a  sudden  change  in  public  taste  may  leave  him  with  large 
stocks  of  unsold  and  unsalable  goods.  The  seasonal  nature  of  the  business 
accentuates  these  hazards,  as  it  necessitates  manufacture  and  purchue 
of  goods  further  in  advance  than  would  otherwise  be  the  case,  and  at 
the  same  time  increases  the  danger  of  a  carry-over. 

No  device  has  been  found  that  eliminates  this  risk.  The  industry  m- 
nually  suffers  from  this  source  a  loss  of  many  millions  of  dollars  in  addi- 
tion to  the  millions  lost  through  adverse  movements  of  cotton  prices. 
Each  specialist  in  the  industry  tries  to  meet  the  risk  by  transferring 
it  to  someone  else.  The  retail  buyers  meet  the  problem  by  delaying  orders 
for  style  goods  as  long  as  possible  and  then  clamoring  for  rash  de- 
liveries. The  converter  does  the  same  thing  in  his  purchases  of  grey 
goods,  unless  the  cotton  market  dictates  otherwise,  and  then  at  the  last 
minute  crowds  both  mills  and  the  finishers.  As  the  various  types  of  deal- 
ers, converters,  garment  manufacturers,  and  industrial  consumers  weA 
to  escape  risk  in  this  manner,  they  add  proportionately  to  the  burdotf 
of  the  mills.  Here,  the  large  capital  invested  and  the  maintenance  of  tbe 
labor  force  require  regularity  of  output  if  operations  are  to  be  efficient 
and  profitable,  yet  attaining  it  in  this  way  probably  means  indebted- 
ness, great  risk,  and  overproduction. 

When  the  organization  of  the  industry  is  thus  viewed  in  its  relatioo- 
ship  to  the  cotton  market,  to  the  changed  character  of  buyers,  and  to 
fashion  influences,  there  is  but  little  wonder  that  prosperity  is  the  un- 
usual thing,  can  only  be  short-lived,  and  must  spring  from  unusual  cir- 
cumstances. The  individual  plant  as  now  constituted  can  do  but  littk 
as  an  independent  unit  to  make  it  otherwise.  It  is  free,  to  be  sure,  to  in- 
crease its  own  mechanical  efficiency  in  every  way  possible,  but  the  ad- 
vantage from  this  is  realizable  only  to  the  extent  that  its  competitors 
fail  to  do  it.  Were  all  existing  plants  immediately  brought  to  the  acme 
of  perfection  as  regards  method  and  equipment  for  the  manufacturing 
process,  it  is  doubtful  if  any  one  would  be  the  gainer  unless  radical  im- 
provements were  effected  in  the  relationship  of  the  various  groups  that 
compose  the  industry. 

By  the  same  token,  the  utilization  of  cheap  and  cheaper  labor  is  only 
of  transient  advantage  to  the  mills.  It  merely  sets  in  motion  a  series  of 
new  influences  which  tend  to  make  all  wages  lower  with  only  temporary 
profit  to  those  who  have  brought  it  about. 

As  to  the  means  which  will  be  most  effective  in  stabilizing  the  indus- 
try there  are  two  schools  of  thought,  one  insisting  upon  a  radical  re- 
organization of  the  industry  itself  and  the  other  upon  vigorously  di- 
rected co-operative  action  with  a  retention  of  the  present  structure. 

That  much  can  be  accomplished  by  the  latter  method  is  evidenced  by 
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the  work  of  the  Cotton  Textile  Institute.  Organized  in  1926,  it  has 
through  courageous  and  enlightened  leadership  steadily  grown  in  its 
influence  upon  the  industry.  In  addition  to  serving  as  a  clearing  house 
of  information  on  current  trade  data,  it  has  energetically  pushed  cer- 
tain reform  measures.  It  has  succeeded  in  gaining  from  about  82  per 
cent  of  the  mills  a  pledge  to  limit  the  standard  working  week  for  day 
shifts  to  65  hours  per  week  and  for  night  shifts  to  60  hours  per  week. 
In  addition  it  has  striven  for  the  voluntary  abandonment  of  the  night 
emplojmaent  of  women  and  minors  and,  in  August  of  this  year,  had 
brought  88  per  cent  of  the  spindles  into  compliance  with  this  plan.  The 
greater  activity  of  September  and  October,  however,  produced  a  con- 
siderable number  of  desertions. 

In  June,  1982,  the  operations  of  the  industry  being  at  low  ebb,  the 
Institute  made  its  boldest  stroke  to  date,  recommending  to  the  industry 
the  complete  abandonment  of  night  work  for  one  year  beginning  in  Octo- 
ber. Before  the  plan  could  be  ratified,  business  had  begun  to  pick  up 
•*and  this,  with  other  factors,"  to  quote  from  the  Institute's  report, 
^demonstrated  that  the  time  for  such  an  undertaking  was  not  propi- 
tious.'' 

The  Institute  has  been  especially  active  in  urging  upon  the  mills  the 
adoption  of  standard  cost  systems,  in  order  that  they  may  be  more 
intelligent  in  their  price  policies.  It  now  reports  that  61  per  cent  of  the 
mills  have  reasonably  adequate  cost  methods  whereas  the  percentage  in 
1925  was  only  26.  It  is  not  difficult  to  understand  that  the  application 
of  better  cost  knowledge  has  the  natural  result  of  encouraging  mills  to 
refrain  from  producing  or  selling  goods  at  a  loss.  Whenever  this  occurs 
a  definite  contribution  has  been  made  toward  bringing  about  more 
stabilized  conditions. 

The  Institute  has  selected  as  its  major  objective  the  avoidance  of 
overproduction.  All  educational  activities  and  essays  in  persuasion  have 
this  one  end  in  view.  It  believes  that  its  efforts  are  at  last  bearing  fruit 
and  as  proof  of  this  points  with  pride  to  the  success  of  the  industry  in 
reducing  inventories  steadily  since  1980.  In  his  annual  report  for  the 
current  year  President  Sloan  points  out  that  the  industry's  sales  for 
the  past  two  years  have  exceeded  production  and  that  stocks  on  hand 
as  of  September  first  were  46  per  cent  less  than  the  three-year  average 
for  this  date,  a  truly  favorable  situation. 

It  is  no  disparagement  of  this  fine  achievement  to  state  that  it  was 
accomplished  under  the  pressure  of  an  almost  unbroken  three-year  de- 
cline in  the  price  of  raw  cotton.  Whether  overproduction  can  be  avoided 
under  a  condition  of  rising  cotton  prices  still  remains  to  be  seen.  So 
far,  it  has  never  been  done. 

There  are  many  who  would  seek  a  higher  degree  of  stabilization 
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through  legislative  prohibition  of  night  work.  However  desirable  tbii 
reform  from  a  social  point  of  view,  its  chief  economic  gain  would  be 
a  diminished  rate  of  speed  in  bringing  about  speculative  overproductio& 
induced  by  the  cotton  market.  It  would  doubtless  precipitate  a  nev 
orgy  of  mill  construction  which  could  probably  not  be  checked  until 
excessive  plant  capacity  once  more  prevailed.  It  would  in  no  way  toudi 
the  major  causes  of  instability  which  lie  in  fashion  changes,  merchandit- 
ing  methods,  and  raw  cotton  speculation.  There  is  moreover  the  almost 
insurmountable  practical  difficulty  of  securing  similar  legislative  actkn 
in  a  sufficient  number  of  states  to  be  effective. 

The  most  hopeful  pathway  toward  greater  stability  in  the  industry, 
though  it  will  be  traversed  very  slowly,  is  the  one  which  leads  to  a  radical 
reformation  in  the  industry's  structure.  The  change  most  needed  is  a 
form  of  control  which  will  supply  continuity  of  supervision  all  the  way 
from  the  spinning  process  to  the  final  disposition  of  the  finished  product 
In  other  words,  each  unit  of  the  industry,  instead  of  being  an  enterprise 
with  a  single  function,  must  be  an  enterprise  which  brings  together  all 
the  processes  under  a  single  unified  control.  As  we  have  noted,  the  sept- 
ration  of  spinner  from  weaver,  of  weaver  from  converter,  of  converter 
from  commission  merchant,  of  commission  merchant  from  piece-goods 
buyers  and  garment  manufacturers,  has  resulted  in  setting  up  what  is 
tantamount  to  a  series  of  speculative  mechanisms.  Each  point  of  con- 
nection plays  its  part  in  the  clouding  of  the  judgments  and  activities 
of  the  various  divisions.  Where  there  should  be  co-ordination  there  is 
conflict ;  where  there  should  be  exclusive  interest  in  the  functions  neces- 
sary to  the  work  of  the  industry  there  is  often  greater  interest  in  the 
profits  from  fortuitous  circumstances  and  shrewd  forestalling. 

With  the  adoption  of  unified  control,  each  process  is  regulated  with 
only  one  thing  in  view ;  and  that  is  the  efficient  performance  of  its  own 
particular  rdle  in  providing  the  finished  fabric.  It  is  an  arrangement 
which  assumes  that  the  basic  controlling  infiuences  in  the  industry 
emanate  from  the  market  for  finished  goods.  It  would  regard  the  mann- 
facturing  process  as  being  strictly  technical  in  character,  concerned 
only  with  the  scientific  aspects  of  the  proper  use  of  raw  material,  per- 
sonnel, and  machinery.  Its  proper  task  is  to  supply  goods  according 
to  specifications  of  those  agencies  which  function  in  the  ultimate  markets. 

As  it  is  now,  production  schedules  are  commonly  controlled  by  men 
who  are  not  even  remotely  associated  with  the  market  and  are  wholly 
ignorant  of  the  forces  which  are  shaping  market  tendencies.  No  wonder 
that  so  many  units  are  constantly  on  the  verge  of  insolvency,  and  that 
the  industry  as  a  whole  is  continually  losing  its  balance. 

With  the  adoption  of  large  vertical  integrations,  the  way  would  be 
opened  for  the  development  of  what  is  commonly  known  as  good-wiQ  in 
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the  process  of  distribution — a  thing  impossible  for  most  of  the  mills  at 
the  present  time.  The  requirements  of  consumer  and  trade  good-will 
(that  the  product  be  identifiable,  that  it  be  produced  in  volume,  that  it 
have  publicity  and  continuity,  and  that  it  be  not  unduly  crowded  by  a 
multiplicity  of  competitors)  are  conditions  which  can  never  be  met 
by  the  many  hundreds  of  textile  enterprises  which  operate  as  small  inde- 
pendent mills.  There  can  be  no  pride  of  parenthood.  The  products  of  each 
mill  lose  their  identity  and  become  utterly  indistinguishable  in  the  mass  of 
outwardly  similar  products  long  before  they  reach  final  hands. 

Hence  in  the  primary  markets  the  emphasis  is  always  on  price.  Price 
weakness  developing  on  any  given  construction  is  at  once  transmitted 
to  the  similar  products  of  all  mills.  No  mill  has  any  defense  except  to 
withdraw  its  offerings  completely,  a  policy  which  it  dare  not  adopt  in 
practice  because  of  its  own  insignificance  in  the  market.  This  explains 
why  a  recalcitrant  or  badly  managed  10  per  cent  of  the  cloth  mills  can 
by  pushing  sales  regardless  of  profit  entirely  demoralize  the  market  for 
the  remaining  90  per  cent. 

From  the  standpoint  of  textile  consumers  whether  of  apparel,  piece 
goods  or  draperies,  the  origin  of  the  goods  is  usually  wrapped  in  deep 
mystery.  A  purchaser  is  usually  unable  to  repeat  an  order  if  the  goods 
are  satisfactory  and  equally  unable  to  avoid  the  products  if  they  are 
undesirable.  It  is  not  a  situation  which  encourages  sound  policies  either 
in  merchandising  or  manufacturing.  Paradoxical  indeed  it  is  that  an 
industry  which  has  been  successful  in  the  past  decade  in  producing  an 
almost  limitless  range  of  fashion  goods  and  novelties  in  myriads  of  de- 
signs in  order  that  it  might  humor  the  vagaries  of  public  taste,  at  the 
same  time  keeps  its  operations  so  shrouded  that  the  very  consumers  to 
whom  it  frantically  caters  know  nothing  either  of  the  goods  or  of  their 
makers  and  are  unable  to  exhibit  discrimination  even  when  they  desire  to. 

Though  the  integration  movement  is  well  under  way  its  progress  will 
be  necessarily  slow.  Since  the  converting  and  selling  agencies  are  very 
large  tmits  and  must  continue  so,  the  greatest  practical  difficulty  in  the 
formation  of  a  merger  of  the  vertical  type  is  that  there  must  be  either 
a  preliminary  horizontal  combination  of  many  small  mills,  or  else  they 
must  be  gradually  absorbed  by  a  converting  or  selling  house.  The  tra- 
ditional individualism  of  the  small  mills  is  a  serious  deterrent  in  either 
plan.  Since  textile  securities  have  but  little  financial  standing  with 
bankers  or  public,  combination  must  be  achieved  mainly  by  an  exchange 
of  stock,  which  always  involves  long  drawn  out  and  tedious  appraisal 
operations. 

The  equivalent  of  integration  has  been  gained  by  the  rubber  tire 
manufacturers  who  now  own  virtually  75  per  cent  of  the  tire  fabric 
mills.  Marshall  Field  &  Company  supplies  a  large  part  of  its  textile 
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fabrics  from  its  own  mills.  The  Simmons  Company  has  followed  a  similar 
policy  in  meetings  its  fabric  requirements. 

Exclusively  textile  integrations  are  represented  by  such  organiia- 
tions  as  the  Cone  Mills,  the  Pepperell  Manufacturing  Company,  the 
Pacific  Mills,  the  Wamsutta  and  Nashua  Mills,  who  completed  their 
consolidation  within  the  past  few  weeks,  the  United  Merchants  and  Manu- 
facturers Corporation,  the  Berkshire  Fine  Spiiming  Associates,  the 
Holt-Love  group  of  mills.  Textiles  Incorporated,  the  Cannon  Mills,  the 
Riverside  and  Dan  River  Cotton  Mills,  the  Kendall  Company  and  others. 
The  recently  reorganized  Hunter  Commission  and  Manufacturing  Com- 
pany, which  is  said  to  have  come  to  grief  primarily  because  of  its  bank- 
ing operations,  represents  a  close  tie-up  of  manufacturing,  finishing, 
and  marketing  functions. 

Throughout  the  textile  field,  all  important  readjustments  of  organisa- 
tion and  structure  are  definitely  in  the  direction  of  closer  integration  of 
processes  all  the  way  from  spinning  to  the  final  marketing.  It  is  a  move- 
ment which  properly  conceives  the  merchandising  function  as  predomi- 
nant in  control.  It  aims  to  minimize  commission  selling,  to  transfer 
financing  to  the  factoring  houses  and  the  commercial  banks,  to  reduce 
the  converter  from  whimsical  independence  to  departmental  conformity, 
to  reshape  the  mills  into  obedient  technical  servants.  It  requires  that 
cotton  staple  from  the  standpoint  of  the  mills  shall  be  merely  a  raw 
material  and  not  a  commodity  for  speculation ;  that  profits  shall  come 
from  the  creation  of  utilities  and  not  from  shrewd  trading  among  the 
component  parts  of  the  industry ;  that  in  the  performance  of  the  long 
sequence  of  processes  from  the  cotton  field  to  the  cloth  counter  there 
shall  be  directness  and  co-ordination  instead  of  indirection  and  conflict; 
that  in  tlie  analysis  of  consumer  requirements  there  shall  be  knowledge 
and  precision  instead  of  guessing  and  gambling. 


DISCUSSION 

John  D.  Clark. — Even  those  who  support  the  American  policy  of  com- 
petition and  believe  that  the  wastes  of  competition  are  more  than  counterbal- 
anced by  its  advantages  must  concede  that  petroleum  production  has  charac- 
teristics which  require  a  different  policy.  If  no  restraint  were  imposed  upon 
production  from  the  tremendous  fields  recently  developed  the  limited  supply 
of  this  irreplaceable  natural  resource  would  be  shamefully  wasted  and  price 
would  fall  so  low  that  the  small  wells  would  have  to  be  closed  down^  never  to 
be  reopened. 

Three  methods  of  stabilization  of  oil  production  may  be  proposed: 

Public  ownership^  which  is  no  solution  for  present  difficulties  because  it 
cannot  possibly  be  attained  in  time  to  meet  the  existing  crisis. 

The  industry  might  be  released  from  the  Sherman  Act  and  agreements  re- 
straining production  be  authorized.  But  this  would  require  public  price- 
fixing  and  price-fixing  is  far  more  difficult  than  in  the  case  of  any  utility. 
The  costs  of  oil  production  vary  from  two  cents  to  two  dollars  per  barrel 
and  our  experience  with  the  recapture  law  affecting  railroads  has  shown  that 
there  is  no  successful  way  to  fix  a  uniform  rate  which  is  compensatory  for 
high  cost  producers  without  permitting  low  cost  producers  to  profit  extravar 
gantly. 

Ignoring  the  Sherman  Act  and  the  making  of  agreements  for  limitation 
of  production.  State  and  federal  officials  are  co-operating  in  this  program  and 
the  Department  of  Justice  is  quiescent.  This  program  has  been  reasonably 
successful  in  keeping  production  down  and  in  maintaining  prices  high  enough 
to  keep  most  producers  in  business. 

I  do  not  agree  with  Professor  Stocking  that  any  burden  has  been  thrown 
upon  the  public^  for  the  refinery  price  of  gasoline  in  Oklahoma^  the  basic 
market^  is  only  four  cents  per  gallon. 

While  this  policy  of  opportunism  is  extralegal  and  involves  the  substi- 
tution of  the  judgment  of  men  for  the  rules  of  law^  it  has  many  advantages. 
It  permits  a  reasonable  degree  of  control  of  production  without  committing 
the  country  to  some  new  policy  which  might  fail  disastrously  and  from  which 
retreat  would  be  impossible.  And  the  Sherman  Act  and  the  attorney  general 
are  there  to  protect  the  public  if  the  policy  of  stabilization  becomes  too  ef- 
fective or  is  continued  too  long.  But  they  will  never  have  to  interfere  to 
restore  competition  in  oil  production.  As  soon  as  flush  production  declines 
and  the  emergency  passes  the  small  producers  will  overwhelm  the  advocates 
of  stabilization  and  the  emergency  policy  will  collapse. 

Frank  A.  Fetter. — In  this  period  of  depression  stabilization  is  a  word  for 
selfishness  to  conjure  with.  Many  individuals  and  industries^  thinking  in  terms 
of  their  own  plight^  are  declaring  that  if  they  were  permitted  to  exact  higher 
prices  from  the  rest  of  us  the  general  depression  would  quickly  end.  This 
implies  a  new  theory  of  the  business  cycle^  now  and  for  the  future.  It  is  the 
logic  of  the  panic-stricken  in  a  theater  fire.  "Let  all  the  rest  of  you  sit  calmly 
in  your  seats  while  we  clamber  over  your  shoulders  and  make  for  the  doors." 
In  my  brief  allotment  of  time  I  will  confine  my  remarks  to  some  of  the  issues 
raised  in  Professor  Stocking's  valuable  paper. 
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The  encroachments  of  special  privilege  upon  popular  rights  have  been  stead- 
ily advancing  in  this  country.  The  spirit  of  monopoly^  qualified  in  variom 
ways^  spread  from  tariffs  on  manufactures  to  bounties^  land  grants^  and 
special  corporate  franchises^  to  organized  labor^  and  at  length  to  the  hitherto 
patient  and  unprivileged  small  land-owners^  farmers^  miners^  and  oil  produc- 
ers. Farm  boards^  debenture  schemes^  new  and  more  restrictive  tariffs  on  im- 
ports of  farm  and  mine^  mob  violence  to  starve  neighboring  cities  into  paj^ 
ing  higher  prices^  state  executive  lawlessness  which  had  at  last  to  be  stemlj 
rebuked  by  the  Supreme  Court — ^these  have  marked  the  spread  of  the  cancer 
of  monopoly  through  the  body  politic  and  economic  of  our  democracy. 

Our  inherited  English  law  in  respect  to  the  private  ownership  of  subsur- 
face mineral  wealth  (as  of  riparian  water  rights  in  desert  regions)  is  an  as- 
tounding anachronism.  It  originated  in  a  land  of  different  geologic  conditioDi 
and  in  an  age  ignorant  of  the  technological  developments  of  the  past  centorj. 
,  The  discovery  of  most  minerals  was  until  recently  the  chance  reward  of  un- 
scientific prospecting.  The  commercial  possibilities  of  petroleum  were  un- 
suspected until  250  years  after  English  colonisation  of  North  America*  Our 
wealth  of  public  lands  continued  until  forty  years  ago  to  be  almost  given 
away  with  the  purpose  of  getting  the  surface  soil  swiftly  into  the  hands  of 
"actual  settlers."  With  meagre  qualifications  it  may  be  said  that  our  federal 
land  policy  for  a  century  and  a  half  contemplated  the  use  of  land  only  for 
agricultural  and  homestead  purposes.  All  history  and  experience  seemed  to 
justify  this  aspect  of  small  private  property  in  land^  as  the  magic  that 
transforms  deserts  into  gardens  under  the  hand  of  the  owner-cultivator.  It 
was  a  policy  of  national  security  and  public  welfare^  though  fraud  often 
perverted  this  purpose  into  a  means  of  plutocratic  profit. 

When  already  a  large  part  of  the  public  domain  had  thus  been  alienated  to 
private  possession^  there  came  in  quick  succession  the  discovery  of  petroleum 
uses^  the  development  of  internal-explosion  gas  engines^  the  needs  of  25  mil- 
lion automobile  owners^  and  the  scientific  exploration  and  exploitation  of  oil 
resources.  Thus  the  individual  owners  of  the  surface  lands  were  almost  en- 
tirely released  from  initiative  and  enterprise  in  prospecting  for  oil  and  ex- 
tracting it^  just  at  the  time  when  its  value  had  greatly  risen.  They  received  in 
multitudes  of  cases  enormous  incomes  without  any  correlative  social  service. 
The  worst  is  not  that  these  oil  royalties  are  pure  gifts  from  the  conununitj 
to  private  citizens^  but  that  they  make  the  private  ownership  of  surface  land 
in  large  regions  a  gigantic  game  of  chance^  in  comparison  with  which  the 
Louisiana  lottery  and  other  demoralizing  gambling  proscribed  by  the  moral 
sentiment  of  the  community  and  by  law^  are  like  playing  marbles  "for  keeps" 
among  schoolboys.  Life  is  exciting  when  the  owner  of  a  quarter  section  farm 
worth  a  few  hundred  or  a  few  thousand  dollars  may  awake  any  morning  to 
find  himself  a  millionaire.  The  gifts  of  nature  to  the  nation  have  been  made 
capital  lottery  prizes  for  favorites  of  fortune  to  be  sold  back  to  the  nation 
for  many  kings'  ransoms.  Such  fruits  of  private  property  in  land  make  a  jest 
of  the  serious  arguments  in  its  usual  justification.  Subterranean  mineral  treas- 
ures should  be  the  regmlia  of  the  state  for  the  use  and  benefit  of  all  the 
peo| 
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Happily  for  the  nation^  the  ownership  of  oil-bearing  lands  has  been  diffused 
among  many  individuals  living  in  many  states,  and  however  much  monopoly 
there  has  been  in  refining  and  marketing  oil,  there  has  been,  and  could  be, 
little  monopoly  in  the  price  of  the  crude  product.  Therefore,  as  discoveries 
were  more  rapidly  made,  an  increasing  part  of  this  natural  bounty  began  to  be 
enjoyed  by  Uie  rest  of  the  people  through  the  medium  of  lower  prices  for 
crude  oil.  Still,  for  a  time  the  landowners  were  blissfully  happy;  then,  a 
few  years  ago,  as  a  result  of  further  technical  changes,  came  the  shock  of 
lower  prices  than  the  oil  regions  had  become  accustomed  to.  Investments  had 
been  made  and  property  had  been  recapitalized  upward  in  all  those  regions 
to  reflect  the  high  royalties,  actual  and  expected.  Then  Satan  came  also, 
whispering  to  every  investor  in  all  these  empires  of  oil  to  form  a  conspiracy 
for  curtailing  production  in  order  to  raise  oil  royalties  to  former  levels. 
To  the  pure  bounty  which  was  theirs  by  natural  scarcity  they  would  add  a 
great  further  monopolistic  gain  by  illicit  "restraint  of  commerce/'  Shades  of 
Henry  George  and  the  worthy  army  of  land  reformers !  Monopoly  being  in 
violation  of  existing  law,  a  hue  and  cry  was  set  up  against  the  Sherman 
Act,  a  cry  taken  up  by  the  great  tribe  of  other  monopolists  having  no  direct 
connection  with  oil  production.  The  combined  political  influence  of  all  these 
interests  is  stupendous,  reaching  from  nearly  every  state  capitol  up  to  Wash- 
ington where  the  full  power  of  presidential  influence  seems  of  late  to  have 
been  put  behind  the  designs  of  the  Federal  Oil  Conservation  Board. 

In  the  scramble  for  special  privilege  there  is  no  limit  to  sophistry  and  self- 
deception.  The  simplest  economic  terms  are  misused  for  the  purpose  of 
misleading  public  opinion.  "Stabilization,"  "economic  waste,"  "conservation 
of  natural  resources,"  "demand  and  supply,"  "equalizing  cost  of  produc- 
tion"— whenever  the  honest  citizen  hears  these  terms  today  it  is  the  signal  for 
"all  hands  on  deck,  the  republic  is  in  danger."  These  and  related  terms  are 
all  jumbled  together  in  the  laws  and  the  lawless  executive  proclamations  of 
the  oil  producing  states.  The  worst  confusion  in  most  of  the  recent  discussion 
of  the  oil  industry  has  been  that  between  the  terms  "physical  waste"  and 
"economic  waste."  As  Professor  Stocking's  paper  and  his  previous  writings 
clearly  show,  the  remedy  for  physical  waste  is  to  be  found  solely  in  the  unitary 
development  of  oil  pools.  Such  a  change  can  be  effected  only  by  the  modi- 
fication of  state  land  laws,  supplemented  by  special  interstate  compacts  in  a 
few  exceptional  geologic  situations  where  a  pool  is  crossed  by  state  lines. 

The  Sherman  Anti-Trust  statute  in  no  way  makes  necessary  physical  waste, 
though  a  stupendous  propaganda  has  misled  many  honest  folks  into  thinking 
it  does.  The  phrase  "economic  waste"  (and  its  synonym  "production  in  ex- 
cess of  reasonable  market  demand")  has  an  utterly  different  meaning  than 
physical  waste.  It  implies  the  need  and  justification  of  artificial  limitation 
of  production  to  raise  or  maintain  market  prices  and  profits  from  oil  wells. 
Happily,  the  recent  imanimous  decision  of  the  United  States  Supreme  Court 
in  the  Oklahoma  Oil  case,  seems  psetty  clearly  to  observe  this  vital  distinction. 
As  I  read  this  decision  it  seems  to  be  one  of  the  most  satisfactory  expressions 
of  opinion  ever  given  by  our  highest  court  in  a  case  involving  a  large  eco- 
nomic issue.  I  go  further  in  this  view  than  does  Professor  Stocking,  who 
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qualifies  his  otherwise  favorable  comment  by  declaring  that  the  dedsicm  in- 
volves the  "fallacious  assumption  that  market  demand  for  crude  petroleum  is 
a  fixed  quantity."  Such  an  assumption^  if  it  were  made^  would^  as  he  says,  be 
without  "logical  foundation  in  either  fact  or  theory" ;  but  I  can  find  no  phrase 
in  the  decision  warranting  this  interpretation.  The  only  phrases  in  the  Okla- 
homa law  or  in  the  Court's  opinion  that  seem  capable  of  carrying  such  an 
assumption  are  "economic  waste,"  and  "reasonable  market  demands/'  bofc 
these  terms  are  repeatedly  characterized  by  the  Court  as  "of  uncertain  and 
doubtful  meaning/'  and  "so  vague  and  indefinite  ...  as  to  be  really  no  stand- 
ard at  all."  Because  of  the  defects  in  these  terms  the  Court  overthrew,  at 
unconstitutional,  section  nine  (providing  a  penalty)  and  plainly  implied  tiiat 
it  would  have  done  the  same  with  section  two  (with  its  special  emphasis  ob 
market  demand  and  "actual  value")  if  the  Court  had  felt  called  upon  to  coo- 
sider  that  section. 

I  should  like  to  emphasize  even  more  strongly  than  does  Professor  Stocking 
the  contradiction  in  linking  restrictive  tariffs  on  the  import  of  such  an  ex- 
haustible natural  resource  as  oil  with  a  pretended  interest  in  real  national 
conservation.  The  obvious  effects  of  such  tariffs  is  the  more  quiddy  to  o- 
haust  our  limited  unmined  reserves.  Free  import  of  crude  oil  and  a  sub- 
stantial excise  tax  on  domestic  crude  oil  production  would  be  the  moie 
consistent  conservation  program. 

I  would  add  this  brief  disclaimer  on  behalf  of  those  economists  who,  like 
myself,  still  hope  to  rescue  capitalism  from  the  snares  of  monopoly.  Thej 
hold  no  discredited  laissez  faire  philosophy  of  public  policy  toward  private 
business.  They  believe  in  competition  socialized  and  regulated  for  the  pubfie 
good.  It  is  not  individuals  but  great  associated  groups  of  business  men  and 
giant  industrial  combinations  which  are  now  asking  to  be  let  alone,  which  aie 
clamoring  for  the  right  to  conspire  in  restraint  of  commerce,  and  to  contnJ 
the  conditions  of  production  and  the  prices  paid  by  the  people.  This  is  Ae 
ominous  new  philosophy  of  laissez  faire,  that  has  begun  to  charm  some  of  tbe 
impressionable  brothers  of  our  economic  guild.  We  are  now  being  told  that 
each  organized  industrial  group  should  be  free  to  pursue  its  own  monopolistie 
interest  as  it  sees  that  interest,  and  by  divine  dispensation  the  result  will  be  in 
harmony  with  the  best  interests  of  the  exploited  community.  This  is  the  nev 
philosophy  of  laissez  faire. 
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AMERICAN  ECONOMIC  THOUGHT 
E.  L.  BoGART^  Chairman 

The  general  topic  at  this  session  was  American  Economic  Thought  and  on 
s  subject  three  papers  were  read:  one  by  Professor  E.  A.  J.  Johnson^ 

Cornell  University,  on  "Early  American  Economic  Thought";  one  by 
ofessor  Broadus  Mitchell,  of  Johns  Hopkins  University,  on  "The  Nation- 
st  School";  and  the  third  by  Professor  Weston,  of  the  University  of  II- 
lois,  on  "The  Ricardian  Epoch  in  American  Economics."^  The  discussion 
IS  participated  in  by  Professors  A.  D.  H.  Kaplan,  University  of  Denver, 
.o  Rogin,  University  of  California,  and  J.  H.  Hollander,  Johns  Hopkins 
liversity. 

£.  A.  J.  Johnson. — In  sermons,  diaries,  histories,  and  colonial  laws,  there 
to  be  foimd  a  fairly  complete  reproduction  of  medieval  economics  teacfa- 
l.  Although  Machiavelli  had  separated  politics  from  theology,  and  although 
)dln  had  set  politics  (including  economics)  apart  from  moral  philosophy, 
i  American  Puritans,  turning  back  to  the  Scriptures  and  to  the  teachings 
the  Primitive  Church,  refused  to  accept  this  separation. 
Wealth  was  regarded  as  a  means  whereby  man  might  accomplish  his  des- 
ly.  Recurring  to  the  medieval  doctrine  of  stewardship,  the  American  writers 
^ed  that  God  had  appointed  each  person  to  fulfill  certain  functions  and 
r  these  missions  more  or  less  wealth  was  necessary.  Acquisition  was  sanc- 
ned  by  divine  law  since  God  had  endowed  the  earth  with  wealth  and  in- 
ided  that  man  should  use  it.  But  since  wealth  was  a  loan  from  a  gracious 
ity,  this  divine  loan  must  be  carefully  husbanded.  Proper  use  of  wealth 
luld  produce  social  peace  and  happiness  and  wealth  would  then  be  one  of 
e  means  of  achieving  salvation.  The  Christian  doctrine  of  duty  gave  the 
y  to  the  use  of  wealth ;  temperance,  prudence,  and  charity  must  guide  men 

their  wealth-using  activities. 

Inequality  had  its  origin  in  sin.  In  the  original  state  of  innocency,  men  had 
1  in  common.  But  avarice  ruined  this  blissful  communism  which  was  only 
'acticable  in  a  society  of  ideal  men.  Yet  avarice,  which  had  destroyed  God's 
tended  communism,  was  not  wholly  to  be  condemned.  Reiterating  a  Chris- 
an  version  of  Aristotle's  objections  to  communism,  the  American  writers 
minted  out  that  private  ownership  quickened  industry,  minimized  conten- 
on,  and  maximized  economic  well-being.  Moreover,  with  inequality  of  pos- 
•ssion,  there  was  correlated  inequality  of  social  responsibility.  Each  was 
steward  and  each  must  perform  his  duty. 

But  the  individual  could  not  be  trusted  to  perform  his  duty  faithfully. 
or  this  reason,  government  must  exert  constant  surveillance  to  insure  that 
5  one  imperilled  the  economic  stratification  which  arose  from  the  doctrine 
^  stewardship.  The  consumption  of  wealth  was,  therefore,  the  chief  concern 

early  economic  theory.  Wealth-getting  was  not  idealized ;  it  was  relegated 

'  To  be  published  in  the  March,  1988,  issue  of  the  Afnerican  Economic  Review. 
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to  a  utilitarian  position  and  subordinated  to  spiritual  activities  in  the  general 
scale  of  values. 

But  the  body  of  medieval  thought  which  is  to  be  found  in  the  writings  of 
both  New  England  and  Southern  writers  in  the  seventeenth  century  did  not 
stand  alone.  Into  it  was  worked  a  large  number  of  secularized  ideas  of  the 
sixteenth  and  seventeenth  centuries.  In  some  cases^  a  fairly  reliable  doctrinal 
geneology  can  be  traced.  We  know^  for  example^  that  William  Bradford  of 
Plymouth  Plantation  possessed  a  copy  of  Bodin's  Republic.  Bradford's  own 
experience  with  common  ownership  at  Plymouth  gave  him  great  faith  in 
Bodin's  work  for  in  it  was  contained  a  reiteration  of  Aristotle's  objection  to 
communism. 

Of  the  sixteenth  and  early  seventeenth  century  writers  who,  in  addition  to 
Bodin,  influenced  early  American  economic  thought,  Thomas  More,  Calvin, 
Molinsus,  Grotius,  and  Hobbes,  seem  to  have  been  the  most  important 
The  persistent  belief  that  a  colony  could  provide  a  place  of  refuge  from 
economic  distress  was  a  popular  idea  in  Europe  ever  since  More  had  drawn 
his  imperishable  picture  of  Utopia.  In  the  colonial  literature,  as  in  the  writ- 
ings of  More,  the  argument  is  made  that  less  wealth  is  necessary  in  a  new 
colony  because  wants  will  be  simplified  and  because  all  will  be  employed. 

Like  his  medieval  predecessors.  Cotton  Mather  attempted  an  interpretatioa 
of  Luke  VI :  85  to  guide  him  in  his  attitude  toward  usury.  But  unlike  his  pr^ 
decessors,  Mather  came  to  opposite  conclusions  contending,  as  Salmasius,  Mo- 
linsus,  Calvin,  and  the  English  critics  of  Thomas  Wilson  had  done,  that 
the  Scriptures  did  not  forbid  the  taking  of  interest  but  only  such  usury  as 
violated  Christian  charity. 

The  influence  of  Grotius  is  no  less  evident  than  that  of  More,  Bodin,  or 
the  critics  of  the  medieval  prohibition  of  usury.  Whereas  the  English  mer- 
cantilists of  the  first  half  of  the  seventeenth  century  repudiated  Grotius  and 
especially  his  doctrine  of  mare  librum,  the  early  American  writers  rested 
their  whole  case  for  taking  up  land  in  America  on  reasoning  which  was 
cither  drawn  from  Grotius  or  was,  in  any  case,  similar. 

These  illustrations  indicate  how  contemporaneous  ideas  were  worked  into  a 
body  of  reactionary  medieval  thought.  But  in  the  continual  modification  oi 
economic  thought,  these  borrowed  ideas  seem  to  have  had  less  influence  than 
the  American  environment.  The  regulation  of  wealth-getting  and  wealth-using 
in  terms  of  a  medieval  arrangement  of  economic  classes  was  from  the  begin- 
ning impossible  to  administer.  The  rise  of  wages  caused  by  a  scarcity  of  labor, 
soon  made  meaningless  a  resuscitated  medieval  doctrine  of  "fair  wages."  Ef- 
forts to  make  profits  a  measure  of  the  extent  of  improvement  which  the 
business  man  had  accomplished  went  the  way  of  all  flesh.  The  secularizing 
influence  of  the  frontier  was  more  important  than  the  secularixing  inflaence 
of  European  philosophy. 

Since  the  American  colonies  were  offshoots  of  the  commercial  ambitions  of 
England  and  Holland,  colonial  thought  could  not  escape  the  influence  of 
contemporary  mercantilist  thought.  But  whereas  trade  was  sometimes  eohh 
gized  as  the  "blood  and  lifSe  of  a  oonmioiiwealih/'  the  American  writers  weie 
apathetic  at  the  boi^jM^AMBBlb  JuMtQe  to  European  mercantiliit  in* 
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bitionfl.  This  colonial  indifference  or  hostility  to  European  commercial  policy 
did  not^  however^  mean  that  American  economic  thought  was  not  iniSuenced  by 
contemporary  mercantilist  ideas.  Borrowing  not  only  the  general  theory  of 
commercial  regulation  but  also  the  details^  the  early  American  colonists  at- 
tempted meticulous  control  of  colonial  trade.  Gradually  the  elements  of  a 
colonial  variety  of  mercantilism  is  to  be  discerned. 

The  eighteenth  century  brought  still  another  stream  of  ideas  which  was 
to  be  mingled  with  the  curious  medieval-mercantilist  blend  of  the  seventeenth. 
Benjamin  Franklin's  contacts  with  Quesnay^  Turgot^  Mirabeau^  and  Du 
Font  de  Nemours  led  him  to  accept  physiocracy  and  led  him  to  recast  his 
whole  system  of  economic  thought.  Such  an  economic  philosophy  fell  upon 
willing  ears  for  in  a  country  which  was  primarily  agricultural^  the  thesis  that 
land  was  the  source  of  wealth  seemed  self-evident. 

Thus  in  the  colonial  era^  medieval  survivals^  selected  mercantilist  ideas> 
and  a  borrowed  physiocracy  were  modified  and  combined.  These  streams 
of  thought  were  like  gases  in  a  retort  while  the  American  environment  pro- 
vided the  laboratory  conditions  imder  which  they  were  intermingled.  Each 
disappeared  as  a  separate  element;  all  were  retained  in  the  admixture.  If 
we  are  to  understand  the  striking  differences  between  American  and  Eu- 
ropean economic  thought  in  the  nineteenth  century^  we  cannot  disregard 
the  colonial  background.  The  ethical  ideas  concerning  economic  conduct^  the 
modified  mercantilism^  the  borrowed  physiocracy;  all  these  elements  may 
seem  small  and  insignificant.  But  if  we  re-appraise  the  nineteenth  century^ 
institutionally  and  intellectually^  these  factors  re-emerge  with  new  signi- 
ficance. 

Broadus  Mitchell. — Of  this  group^  embracing  Hamilton^  the  Careys^ 
Raymond^  List^  Cardozo^  Ware^  Niles^  Phillips^  E.  P.  Smithy  Rae^  it  may 
be  said  that  they  form  a  school  of  thought^  which  was  distinctive,  creative, 
and  influential.  In  spite  of  important  differences  between  individuals,  there 
was  a  remarkable  unity  of  doctrine  on  the  whole.  Their  influence,  in  develop- 
ment of  theory  and  the  application  of  principles,  is  readily  traced  both  in 
this  country  and  abroad;  their  practical  proposals  took  form  in  protective 
tariffs  and  internal  improvements  both  in  America  and  on  the  Continent  of 
Europe. 

They  were  original  in  stressing  the  relativity  of  economic  principles.  The 
evident  potentialities  of  young  America  prompted  dissent  from  the  pre- 
occupation of  the  English  Classicists  with  diminishing  returns,  and  suggested 
that  the  nation^  as  an  economic  entity,  thrust  itself  between  the  individual 
and  the  world  of  individuals^  demanding  that  it  be  brought  to  maturity  by  the 
deliberate  measures  of  government. 

The  American  nationalists  followed  an  inductive  method.  They  were  in 
large  part  men  of  affairs,  reflective  and  alert  to  their  insistent  and  changing 
enviwwunent^  rather  than  scholars  trained  to  any  philosophy.  They  did  de- 
▼elop^  of  course,  a  theory,  but  this  had  its  origin  in  expediency.  In  their  think- 
iag,  m  pfknri  concepts  were  notably  lacking.  The  extent  to  which  events  were 
'  teadiers  appears  in  the  shifting  character  of  their  advocacies  as  years 
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It  is  hardly  too  much  to  say  that  in  the  minds  of  the  classicists  the  economic 
cards  were  stacked  against  mankind.  Nature  was  grudging  in  yielding  from 
her  limited  stores^  and  man's  contrivance  must  occupy  itself  with  maldiig 
insufficient  goods  go  as  far  as  possible.  The  American  nationalists^  cm  the 
other  hand^  found  themselves  on  a  new  continent^  where  nature  was  generou 
and  free  land  was  superabundant.  Moreover,  they  were  children  of  tlie 
industrial  revolution,  and  had  the  greatest  confidence  in  the  blessings  of 
science  and  invention.  If  diminishing  returns  ever  did  threaten  to  set  in,  hn- 
man  ingenuity  would  easily  be  equal  to  the  task  of  postponing  indefinitelj 
the  day  of  lowered  living  standards.  Europeans  understood  the  division  of 
labor,  but  the  Americans,  seeing  a  small  population  presented  with  enormoof 
opportunities,  went  further  and  developed  the  theory  of  the  association  of 
labor.  Theirs  was  not  the  task  of  acquisition,  but  of  preparation.  They  were 
not  so  much  interested  in  goods  as  in  economic  power.  Present  needs  were 
easily  provided  for;  an  enlarged  capacity  for  production  and  enjoyment  was 
the  objective  which  beckoned  them. 

Concerned  less  with  private  wealth  than  with  public  resources,  the  national- 
ists considered  themselves  the  advisers  of  statesmen.  They  were  politictl 
economists  in  the  true  sense  of  the  term.  All  government  in  America,  but  more 
specifically  the  federal  government,  was  in  a  formative  stage,  and  its  powers 
needed  to  be  enlarged  and  confirmed  as  against  the  powers  of  the  several 
states.  The  nationalists'  principles  of  association  and  centralised  direction 
were  threatened  by  the  constitutional  scruples  of  individualists  of  the  repub- 
lican or  democratic  school.  Furthermore,  these  writers  lived  in  a  country 
which,  economically  and  politically,  had  rebelled  against  authority,  and  they 
were  of  a  mind  to  make  rather  than  to  follow  tradition  and  authority.  Many 
of  them,  moreover,  were  on  familiar  terms  with  legislators  and  administrators, 
and  several  of  them  occupied  official  or  semiofficial  positions. 

Some  of  the  conspicuous  doctrines  and  advocacies  of  the  nationalists,  after 
the  Civil  War,  were  perverted  to  private  advantage,  and,  thus  bolstered, 
have  taken  on  a  dogmatism  which  the  original  defenders  would  not  approve. 
It  may  be  suggested  that  the  protective  tariff  is  a  case  in  point.  If  these 
writers  were  alive  today,  they  might  be  found  on  the  side  of  liberal  trade 
principles  and  international  co-operation,  on  the  ground  that  we  have  beea 
brought  to  economic  maturity  and  that  ultimate  benefit  and  not  instant 
advantage  should  be  the  object  of  national  policy. 

A.  D.  H.  Kaplan. — ^A  greater  part  of  the  nineteenth  century  literature 
in  American  economic  thought  seems  to  have  been  devoted  to  the  protective 
tariff  than  to  any  other  single  topic.  This  is  not  surprising  when  one  recog- 
nizes how  intimately  the  problem  of  economic  self-sufficiency  was  associated 
with  the  task  of  nation-building.  The  emphasis  in  the  early  tariff  arguments 
was  upon  a  set  of  conditions  in  sharp  contrast  to  those  in  which  our  protective 
tariff  is  operative  today.  Thus,  from  Hamilton  to  Henry  Carey,  prominence 
is  given  to  the  thesis  that  the  rise  of  protected  American  industry  would 
stimulate  the  importation  of  needed  men  and  capital,  while  an  artisan  pqrala- 
tion  within  the  country  would  bring  the  consumer  market  for  Amerietn 
produce  to  our  own  shores.  K  neNv  coxnitty  like  the  United  States,  agreed 
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the  tariff  theorists^  must  meet  the  terms  of  purchase  and  sale  that  were 
made  in  the  great  central  markets  of  Europe.  Hence^  the  transplanting  of  a 
portion  of  the  market  to  our  own  country  would  save  the  then  determining 
item  of  transportation^  to  the  producer  as  seller  and  to  the  consumer  as 
buyer.  Moreover^  there  is  the  all-pervading  purpose^  in  the  tariff  discussion 
down  to  the  Civil  War^  of  shaping  our  economic  policy  so  as  to  bind  the  loose 
federation  of  states  into  a  union  of  mutually  interdependent  sections. 

Professor  Mitchell's  remarks  serve  to  draw  attention  to  a  noteworthy 
feature  of  early  tariff  discussion ;  namely^  its  treatment  in  terms  of  the  total 
national  good  rather  than  in  respect  to  the  special  interests  of  a  single  class. 
A  recurrent  theme  is  that  of  bringing  "the  anvil  and  the  loom  by  the  side  of 
the  spade  and  the  plow."  On  this  theme^  at  leasts  southerners  like  DeBow 
and  Gregg  make  common  cause  with  opponents  like  the  Careys  and  "Pig 
Iron"  Kelley.  The  opposition  of  the  American  national  school  to  classical 
British  economics  was  accompanied  by  a  realization  that  economic  policies 
are  not  equally  applicable  to  all  stages  of  economic  development.  Even  the 
most  ardent  advocates  of  economic  nationalism  and  protectionism  in  our 
early  literature  intimated  that  when  the  national  economy  had  attained  a  more 
advanced  and  more  stabilized  economic  character  a  less  aggressively  defensive 
economic  program  might  properly  ensue.  In  these  respects  the  early  litera- 
ture on  economic  protectionism^  dwelling  upon  the  problem  of  speeding  up 
our  economic  development^  has  little  in  common  with  the  present  protection- 
ism of  a  nation  which  has  deemed  it  necessary  to  check  immigration  and 
which  possesses  the  largest  national  surplus  of  exportable  capital. 

Leo  Rogin. — History^  says  Professor  Johnson^  citing  Knies^  gives  us  an 
account.  But^  of  course^  an  historical  context  may  give  rise  to  as  many 
accounts  as  there  are  interests  and  points  of  view  to  give  direction  to  re- 
search^ make  selection  from  the  welter  of  facts  and  endow  the  exposition 
with  a  measure  of  unity.  Dr.  Johnson's  paper  represents  the  genetic  approach. 
He  seems  to  be  interested  primarily  in  relating  American  thought  to  the  en- 
vironment in  which  it  emerged  as  well  as  to  its  intellectual  antecedents.  We 
agree  with  his  emphasis  on  the  former.  It  is  possible  that  toward  the  end  of 
his  paper  he  overemphasizes  the  influence  of  foreign  intellectual  antecedents 
on  American  economic  thought.  The  pragmatic  impulse  behind  most  social  the- 
orizing has  a  way  of  directing  men  to  the  rediscovery  of  intellectual  ex- 
pedients. 

We  suspect  the  inadequacy  of  characterizing  the  vigorous  deprecation  of 
money  chasing  by  the  American  writers  of  the  seventeenth  century  as  a  re- 
vival of  medievalism.  We  suggest  that  an  attempt  be  made  to  relate  both 
the  foregoing  and  the  condoning  of  the  taking  of  interest  to  the  idealogy  of 
Protestantism.  In  that  way  much  light  may  be  thrown  on  the  celebrated  con- 
troversy between  Tawney,  Sombart^  and  Max  Weber,  among  others,  on  the 
subject  of  religion  and  the  rise  of  capitalism. 

Dr.  Mitchell's  paper  appears  to  me  to  be  a  good  illustration  of  Croce's 
dictum  that  when  history  rises  above  the  level  of  the  chronicle  it  is  inevi- 
tably the  expression  of  a  vital  interest  in  the  present.  We  hazard  the  opinion 
that  it  is  Dr.  Mitchell's  realistic^  practical  reaction  to  \ii3  eeonoTc^e  ^xkNYt^^siv- 
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ment  and  his  impatience  with  laissez  faire  that  has  guided  his  choice  of  sub- 
ject and^  in  a  considerable  measure^  influenced  his  interpretation.  We  recog- 
nise the  greater  vitality  of  the  members  of  the  "American  Nationalist  School" 
as  compared  with  the  American  exponents  of  the  classical  tradition  prior  to 
Francis  Walker.  But  we  insist  that  sympathy  with  the  practical  ptognm 
of  a  group  of  theorists  should  not  blind  us  to  deplorable  lapses  of  intellectual 
performance.  A  conception  of  natural  laws  decidedly  more  naive  than  that  of 
the  English  classical  economists  and  the  uncritical  use  of  physical  and  bi- 
ological analogies^  for  instance^  hardly  qualifies  Henry  Carey^  "in  many  wayi 
the  leader  of  the  [nationalist]  school"  as  a  practitioner  of  the  inductive  metb- 
od.  To  characterize  the  group  as  institutionalist  is  merely  to  increase  tbe 
murkiness  of  the  penumbra  which  surrounds  that  sufficiently  ambiguous  cate- 
gory. 

J.  H.  Hollander. — ^The  group  of  papers  to  which  we  have  just  listened 
seem  to  me  notable  in  aggregate  as  indicating  the  growth  of  interest  in  an  aiet 
much  too  long  neglected.  Professor  Johnson's  scholarly  survey  illumines  the 
economic  strain  in  American  seventeenth  and  early  eighteenth  century  thougbt, 
heretofore  depressingly  obscure.  As  to  Professor  Mitchell's  brilliant  paper, 
I  trust  that  it  will  not  appear  in  bad  taste  if  I  say  that  he  has  given  us 
definite  hostage  of  larger  things  to  come.  To  Professor  Weston's  review 
my  reaction  is  primarily  to  recall  the  various  implications  of  the  adjectife 
"ricardian."  Professor  Lowenthal  has  written  of  "The  Ricardian  Socialistt"; 
Francis  A.  Walker  referred  to  himself  as  a  "Ricardian  of  the  Ricardians"; 
Marshall's  synthesis  evoked  Ashley's  gibe  "The  Rehabilitation  of  Ricardo"; 
the  most  brilliant  single  piece  of  work  of  the  lamented  Simon  N.  Patten  is 
to  my  mind  his  paper  on  "The  Interpretation  of  Ricardo" ;  finally  it  was  to 
John  B.  Clark's  appreciation  that  I  owe  my  own  interest  in  the  great 
English  economist.  In  each  of  these  uses  "Ricardian"  was  applied  to  a  differ- 
ent phase  of  influence.  Perhaps  the  explanation  is  that  a  gem  of  first  water 
has  many  facets.  Beyond  these  brief  words^  my  only  comment  is  that  Pro- 
fessor Weston  has  inadvertently  quoted  me  only  in  part.  What  I  have  said 
of  Clark  is :  "In  the  inveterate  quality  of  his  reasonings  in  the  resistless  force 
of  his  penetration^  in  the  logical  symmetry  of  his  conclusions  there  is  some- 
thing reminiscent  of  Ricardo."^ 

^  "John  Bates  Clark  as  an  Economist"  in  Economie  B$$ay$  Contributed  la  Honor 
of  John  Bates  Clark  (New  York,  1927),  p.  4.  It  is  interesting  to  compare  Professor 
Weston's  survey  throughout  with  this  paper,  and  with  my  article  on  ''American  Sdiool 
of  Political  Economy"  in  Palgrave's  Dictionary  of  Political  Economy  («d.  WggSi 
London,  1926). 


THE  FORMATION  OF  CAPITAL:  MEASUREMENT  AND 
RELATION  TO  ECONOMIC  INSTABILITY 

Alyin  H.  Hansen^  Chairman 

The  following  paper  was  prepared  for  this  session^  although  it  arrived  too 
late  to  be  presented.  Informal  discussion  brought  out  many  additional  points 
but  no  record  was  kept  of  this  discussion. 

David  Friday. — The  line  of  cleavage  which  runs  between  that  part  of  the 
national  income  spent  for  the  acquisition  of  durable  things  which  add  to  the 
stock  of  our  national  wealthy  as  against  that  which  is  spent  for  goods  and 
services  which  are  used  up  currently  in  maintaining  our  standard  of  livings 
has  long  been  recognized  as  a  most  important  distinction  in  our  industrial 
process.  Political  economy  has  concerned  itself  with  the  problem  from  the 
very  inception  of  the  science.  Yet  we  have^  up  to  this  time^  no  satisfactory 
statistical  determination  of  the  division  of  income  as  between  these  two 
categories  of  capital  formation  and  consumption. 

In  the  earlier  history  of  the  science^  and  especially  during  the  rapidly 
evolving  industrialism  of  the  nineteenth  century^  it  was  the  scarcity  of  capital 
which  furnished  the  setting  for  the  problem.  The  economist  and  the  public 
financier  were  continually  preoccupied  with  ways  and  means  of  increasing 
the  supply  of  capital.  Every  proposal  of  social  amelioration^  every  tax  law^ 
was  scanned  with  a  view  to  discovering  its  effect  by  way  of  discouraging  or 
in  any  way  lessening  capital  formation.  Few  accusations  against  any  legisla- 
tive project  were  more  potent  than  this — that  it  would  dry  up  the  investment 
funds  of  the  nation. 

Of  late  years,  and  especially  during  the  present  world  depression,  the 
whole  subject  has  come  into  great  prominence  once  more.  But  the  emphasis 
has  been  shifted.  Writers  have  less  to  say  about  the  amount  of  capital  ac- 
cumulation than  about  the  lack  of  equilibrium  between  savings  and  investment. 
In  America  we  hear  continually  assertions  of  overextension  of  facilities  for 
producing  goods.  There  is  hardly  a  single  field  of  industry  which  does  not  give 
the  banker,  who  is  the  purveyor  of  an  important  part  of  the  community's 
capital,  concern  because  of  the  overextended  state  of  its  equipment.  Even 
agriculture,  which  has  for  this  country  at  least  succeeded  in  answering  that 
centnry-old  prayer.  Da  nobis  panem  nostrum,  finds  that  while  the  prayer 
is  still  repeated  every  morning,  it  is  continually  accused  of  having  brought  its 
troubles  upon  its  own  head  by  overexpansion.  Every  raw  material  producing 
industry  is  being  assailed  for  the  same  reason.  The  like  is  true  of  manufac- 
tures, transportation,  housing,  and  the  construction  industry  generally.  Econ- 
omists and  financial  statisticians  are  continually  spying  upon  industrial  proc- 
ess with  a  view  to  detecting  an  undue  rate  of  activity  in  the  production  of  dur- 
able capital  goods  and  in  the  accumulation  of  inventories.  Even  the  investment 
of  our  capital  abroad  is  criticised  bitterly  for  its  volume. 

We  have  come  to  realize,  finally,  that  the  maintenance  of  balance  be- 
tween production  and  demand,  and  the  stabilization  of  employment^  e«xav!c^\. 
be  accomplished  unless  the  process  of  capital  f ormatioii  can  \)^  It^^Ql  It^aic^ 
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those  wide  variations  which  it  now  manifests.  For  it  is  in  this  branch  of  tmt 
productive  activity  that  the  widest  swings  occur.  Before  we  can  go  modi 
farther  in  solving  this  problem  of  economic  stability  which  besets  us  so  sorely, 
we  must  have  more  precise  information  about  the  volume^  compositian,  and 
fluctuation  of  capital  formation. 

Any  act  which  alters  the  stream  of  production  as  a  whole  in  favor  of  durable 
goods  as  against  short-lived  goods  and  services  is  an  act  of  capital  formation. 
The  fundamental  nature  of  the  process  of  capital  formation  is^  therefore,  not 
to  be  found  in  the  accumulation  or  storing  up  of  stocks  of  goods  or  in  the 
hoarding  of  money.  It  is  to  be  found  rather  in  a  decision  to  direct  the  pro* 
ductive  forces  of  industrial  society  to  one  type  of  creative  activity  rather  than 
another.  It  follows  from  this  definition  that  the  accumulation  of  capital  is  i 
given  industrial  society  during  any  period  consists  of  all  the  goods  whidi  hate 
been  produced  and  not  yet  consumed.  The  accumulation  of  capital  in  anj 
nation  throughout  its  existence  is  represented  by  its  whole  stock  of  wealth 
and  goods  which  have  been  acquired  by  its  industry.  If  one  is  not  dealii^ 
with  a  closed  and  isolated  industrial  order^  but  with  a  modem  nation  whick 
has  normal  international  financial  relations,  its  capital  formation  during  anj 
given  year  will  consist  of: 

(1)  Durable  goods  produced  within  the  year  which,  because  of  their  very 
nature,  would  not  or  could  not  be  consumed  within  the  year. 

(2)  Increases  in  the  inventories  of  consumable  goods  must  be  added  to 
the  volume  of  more  durable  goods  brought  forth ;  and  decreases  in  such  is- 
ventories  must  be  subtracted. 

(8)  The  sum  of  (1)  and  (2)  above  must  be  increased  by  the  net  amoant 
of  capital  invested  abroad,  or  decreased  by  borrowings  from  foreign  nations. 

This  definition  of  capital  will  offend  those  who  still  think  of  capital  at 
"the  products  of  past  industry  used  as  aids  to  further  production."  This  wti 
practically  Adam  Smith's  definition.  He  even  excluded  houses  and  the  like 
from  the  category  because  "they  are  still  as  really  a  stock  reserved  for  im- 
mediate consumption  as  either  clothes  or  furniture."  This  limitation  of  capital 
to  productive  equipment  passed  with  the  clarification  of  the  concept  whld 
resulted  from  the  controversy  over  the  nature  and  necessity  of  interest.  Once 
it  became  evident  that  interest  was  paid  for  the  distinctive  service  of  waiting) 
it  was  only  a  matter  of  time  until  it  was  realized  that  the  produdon  of  anj 
good  which  called  for  waiting  contributed  to  the  demand  for  capitaL  Since 
all  goods  whose  use,  either  in  production  or  consumption,  required  time, 
called  for  waiting  on  the  part  of  some  one,  they  contributed  to  the  demand 
for  capital.  In  short,  they  were  capital  goods,  and  their  production  was  an 
act  of  capital  formation. 

Much  time  has  been  spent,  in  the  history  of  our  science,  on  the  definition 
of  capital ;  and  it  is  not  proposed  to  waste  more  here.  It  is  clear  that  any 
statistical  investigation  of  the  process  of  capital  formation  today  must  be 
based  upon  a  concept  sufficiently  broad  to  meet  the  requirements  of  the  prob- 
lem of  business  depression  and  industrial  stabilisation.  All  durable  goods  and 
all  accamolation  oi  in?eatoiki  \iab^^  %e.Nt,TaI  points  of  similarity.  They  aO 
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involve  waiting  in  their  production  and  use.  They  all  make  it  possible^  because 
of  their  durability^  to  suspend  production  of  these  particular  goods  for  some 
time  without  greatly  curtailing  the  use  and  enjoyment  to  be  derived  from 
them.  Suspend  the  production  of  food  for  a  year  and  the  population  will 
starve.  But  the  people  will  not  go  unsheltered  even  if  no  new  houses  are  built 
for  several  years ;  and  we  would  have  a  reasonably  abundant  supply  of  auto- 
motive transportation  even  though  the  industry  were  completely  closed  down 
for  a  twelve-month.  Nearly  all  sorts  of  durable  goods  have  become  a  basis  for 
credit  and  investment.  Here  little  distinction  is  made  between  the  productive 
and  the  consumptive  categories.  As  a  matter  of  fact^  the  largest  single  source 
of  demand  for  waiting  is  probably  found  in  the  consumption  category  of 
housing.  Nothing  short  of  a  review  of  the  entire  process  of  production  for 
durable  goods  is  adequate  to  meet  the  needs  of  the  student  of  business  cycles 
and  industrial  stabilization.  We  need  to  know  how  large  the  flow  of  sudi 
products  is^  how  it  fluctuates^  through  what  channels  of  trade  it  flows  to 
its  ultimate  owner.  And  we  need  to  know  their  value  as  measured  by  their 
cost  to  the  final  owner.  Exact  information  concerning  this  part  of  the  indus- 
trial process  is  indispensable  if  we  are  to  stabilize  the  stream  of  production 
and  employment. 

At  present  we  do  not  know  the  volume  of  these  goods  produced^  nor  the 

amount  of  the  money  income  of  the  nation  which  is  absorbed  in  paying 

for  them.  We  do  know  that  the  variations  in  the  volume  of  their  output 

&re  much  greater  than  those  of  the  less  durable  goods  which  flow  immediately 

into  consumption.  Thus,  between  the  peak  month  of  1929  and  the  summer 

0^  1932^  the  output  of  those  durable  goods  which  are  included  in  the  Federal 

Reserve  Board  index  of  industrial  production  fell  75  per  cent  in  volume, 

^hile  the  other  commodities  declined  only  80  per  cent.  Clearly,  there  is  no 

possibility  of  stabilizing  industry  unless  these  fluctuations  can  be  reduced. 

At  the  peak,  the  absolute  volume  of  these  two  classes  of  products  included 

in  the  Reserve  Board's  index  was  the  same.  At  the  bottom  the  durable 

goods  amounted  to  only  40  per  cent  of  the  other  class.  The  suspicion  besets 

08  that  our  credit  structure  has  too  often  operated  to  accentuate  these  wide 

swings  rather  than  to  curb  them.  However,  we  now  have  no  exact  knowledge 

of  these  durable  goods  which  are  produced  and  financed  annually,  in  terms 

of  their  value  to  the  person  or  corporation  who  ultimately  buys  and  owns 

them. 

Several  theoretical  questions  are  inevitably  presented  in  the  planning  of 
such  an  investigation.  These  deserve  discussion  here.  One  of  them  pertains  to 
the  line  of  demarcation  between  durable  goods  and  consumption  goods.  How 
durable  must  things  be  to  warrant  their  inclusion  in  the  category  of  capital 
and  to  be  included  in  the  stream  of  capital  formation?  Railroads  and  other 
transportation  systems,  electric  light  and  power  plants,  factories  and  their 
equipment^  streets  and  highways,  houses,  conmiercial  and  public  buildings, 
orchards^  tile  drains,  fences — all  these  clearly  belong  in  the  category  of 
capital.  Automobiles  must  likewise  be  included.  But  what  about  furniture, 
including  carpets  and  rugs ;  what  of  books  ?  These  things  are  highly  durable. 
Certainly  the  electric  refrigerator  would  be  included;  and  \i  «W  oi  V^*e,%^ 
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things  be  added  in  shall  we  include  clothes  as  wcU^  and  bed  and  table  linen? 

Many  of  us  would  probably  be  inclined  to  balk  at  the  inclusion  of  hooK 
furnishings  and  personal  clothing.  But  there  can  be  little  doubt  that  thej 
affect  in  an  important  degree  the  demand  for  durable  goods,  and  so  the 
process  of  capital  formation.  At  the  present  moment  there  is  stagnation  ia 
the  furniture  trade  just  because  furniture  is  durable;  and  a  large  amount 
of  it  was  produced  and  sold  during  the  recent  period  of  prosperity.  The  same 
thing  is  true  of  custom  tailoring  for  men ;  and  of  carpets  and  rugs  and  of 
many  other  lines  of  house  furnishings.  It  is  probable  that  at  the  end  of  a 
period  of  moderate  recession  such  as  we  suffered  in  1924^  and  in  the  earlj 
stages  of  the  succeeding  revival^  the  amount  of  money  capital  available  in 
the  investment  markets  of  the  country  was  increased  by  the  fact  that  durtUe 
goods  accumulated  in  the  hands  of  consumers  were  not  yet  worn  out.  Thii 
enabled  the  public  to  make  savings  for  investment^  for  bank  deposits^  or  for 
payment  of  debt^  which  could  not  have  been  made  had  it  not  been  for 
these  accumulated  inventories  which  remained  from  the  previous  period  of 
prosperity. 

Germany  affords  a  practical  example  during  the  years  1924-25.  There 
the  small  volume  of  these  durable  goods  produced  and  purchased  for  several 
years  previous  led  to  a  great  exhaustion  of  Hausvarrdte.  When  revival  came 
in  1925^  the  scarcity  of  investment  funds  continued  for  many  months,  largelf 
because  the  Germans  invested  their  first  savings  in  stocks  of  these  goods. 
These  products  constitute  one  of  the  most  important  causes  of  modificatka 
in  the  income  stream ;  and  this  factor  of  variation  grows  more  potent  as  the 
standard  of  living  for  the  great  mass  of  people  rises.  It  should  be  included  in 
the  category  of  capital  goods. 

Another  problem  of  theory  has  had  practically  no  consideration  from 
American  scholars.  It  is  the  treatment  of  depreciation.  A  large  part  of  the 
durable  goods  currently  produced  is  said  to  be  for  replacement  of  other 
units  of  capital  which  have  been  discarded  because  of  wear  and  tear  or 
obsolescence.  Is  the  entire  stream  of  durable  goods  which  results  from 
production  to  be  considered  as  capital  formation ;  or  must  a  deduction  be 
made  for  that  part  which  represents  depreciation.^  The  importance  of  the 
question,  quantitatively  considered,  becomes  apparent  when  we  realise  that 
corporations  deducted  about  four  billion  dollars  for  depreciation  in  IW* 
This  item  had  hcenj  included  in  operating  expenses  as  a  deduction  froB 
gross  profits  in  arriving  at  net  income.  The  surplus  of  these  concerns  after 
dividends  was  $2,820,000,000.  No  one  doubts  that  this  surplus  item  con- 
stituted savings  and  was  available  for  the  purchase  of  durable  goods.  But 
the  sum  set  aside  for  depreciation  was  also  available  for  this  purpose.  And 
it  was  almost  twice  as  large  as  the  surplus.  All  told,  these  corporations  had 
over  six  billion  dollars  available  for  such  purposes  from  their  operation. 
Which  of  these  figures  shall  be  included  as  representing  the  capital  formation 
of  the  country  through  corporate  savings? 

From  the  standpoint  of  strict  logical  analysis,  the  amount  diarged  for 
depreciation  and  depletion  represents  an  act  of  savings  quite  as  nrach  as 
does  the  retention  of  snrpVxis.  Cql^WjbX  V&  m^mtained,  not  by  preservatioDf 
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mi  by  reprodaction ;  and  every  decision  to  produce  a  new  unit  of  durable 
;oods  is  an  act  of  volition  which  modifies  the  income  stream  in  favor  of  capital 
lormation  and  to  the  ensmaUment  of  production  for  consumption.  Deprecia- 
tion charges^  while  they  are  an  operating  expense^  differ  from  other  expenses 
in  one  important  respect.  They  represent  no  current  disbursement^  as  do 
the  expenditures  for  labor  and  materials  which  are  currently  consumed. 
A  sum  equal  to  these  depreciation  charges  is  therefore  available  for  new 
plant  and  equipment^  either  by  way  of  replacement  or  for  plant  extension, 
if  a  power  plants  or  a  machine  in  a  factory^  or  a  locomotive  on  a  railroad 
is  abandoned  on  account  of  obsolescence^  it  is  not  replaced  by  one  of  the 
old  type^  but  by  a  new  unit  which  represents  the  latest  and  most  efficient 
development  in  the  art.  The  capital^  measured  in  money  terms^  remains  in 
tlie  balance  sheet  at  the  old  figure^  but  the  physical  plant  which  embodies  it 
Us  taken  on  a  new  and  more  efficient  form. 

Considered  from  this  point  of  view^  the  depreciation  aUowance  performs 
one  of  the  most  vital  functions  of  savings^  because  it  is  available  in  its  en- 
tirety for  the  utilization  and  installation  of  new  technical  developments. 
Snch  new  developments  have  always  been  recognized  as  one  of  the  most 
Important  sources  of  the  demand  for  waiting;  and  the  emphasis  upon  an 
abundant  supply  of  savings  derived  from  the  fact  that  the  new  capital  thus 
created  made  possible  the  enjoyment  of  the  benefits  of  technical  advance- 
ment. Even  if  no  new  savings  were  made  out  of  private  income  for  investment 
in  our  industrial  establishments^  these  could  still  embody  a  large  part  of 
the  newly  acquired  technical  knowledge  through  the  utilization  of  these  funds 
which  represent  their  provision. 

This  whole  question  of  the  economic  role  played  by  depreciation^  espe- 
cially when  it  is  due  to  obsolescence^  is  a  subject  which  has  had  little  at- 
tention from  economic  theorists.  There  is  no  doubt  that  obsolescence  is  an 
important  source  of  demand  for  new  capital.  In  any  investigation  directed  at 
measuring  that  demand^  its  role  in  the  process  of  capital  formation  should 
be  made  the  subject  of  study. 

It  should  be  noted^  too^  that  the  volume  of  capital  formation  in  no  wise 
spends  upon  the  wisdom  or  unwisdom  of  its  investment.  It  has  been  argued 
repeatedly  in  America  that  the  productive  facilities  bought  and  paid  for 
Out  of  corporate  surplus  cannot  be  counted  as  capital  accumulation  in  their 
entirety,  for  the  reason  that  they  are  often  unwisely  invested  and  there- 
fore wasted.  Doubtless  it  is  desirable  to  know  what  proportion  of  our 
innual  savings  is  wasted  through  unwise  investment.  But  these  funds  cannot 
)e  wasted  until  they  have  first  been  saved;  and  the  waste  does  not  occur 
intil  the  savings  have  resulted  in  the  formation  of  actual  capital  goods  which 
ire  proven  by  subsequent  experience  to  be  worthless.  To  deny  that  there  was 
apital  formation  simply  because  that  capital  is  unwisely  used  merely  beclouds 
he  issues  involved. 

One  of  the  reasons  for  agitating  this  subject  of  the  statistical  measure- 
aent  of  capital  formation  at  this  time  is  found  in  the  nature  of  the 
naterial  which  has  been  made  available  in  recent  years,  and  especially  by 
he  Census  of  1929.  The  necessary  data  for  this  inquiry,  as  o\i>u^e&.  li^Mrv^^ 
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have  never  been  available  for  the  United  Statea  until  now.  Indeed,  it  ii 
not  now  available  for  any  other  country  in  the  world.  Our  own  censu 
of  manufactures  has  contained  a  good  deal  of  information  on  the  phyiical 
volume  of  goods  produced  and  the  value  of  this  industrial  product.  Since 
1919  manufacturing  data  have  been  collected  and  reported  every  seoood 
year;  so  that  the  material  is  fairly  continuous.  It  covers  three  boom  yesff 
and  two  years  of  serious  or  violent  depression^  as  well  as  one  of  mild  recession. 
The  years  1919^  1928^  and  1929  all  enjoyed  a  high  degree  of  activity  in  the 
manufacturing  industry.  In  1921  we  suffered  from  a  serious  depression 
and  in  1927  a  mild  recession  occurred.  The  Census  of  1981  should  be  avail- 
able within  the  next  six  months  and  will  picture  the  situation  in  one  of  tiie 
major  depressions  of  modem  history.  These  data^  covering  a  dosen  yeaxi^ 
must  be  the  foundation  upon  which  any  determination  of  the  volume  of 
capital  formation  shall  be  built. 

But  for  most  of  this  period  there  were  two  difficulties  in  the  use  of 
these  data  for  the  construction  of  a  picture  calculated  to  show  the  flow 
of  these  goods  and  the  amount  of  the  national  money  income  which  tbey 
absorbed.  The  first  shortcoming  was  that  the  census  of  manufactures  did 
not  distinguish  between  products  used  as  materials  in  further  manufactve 
(commonly  called  "semimanufactures")  and  those  which  were  sold  to  the 
ultimate  user.  Many  of  these  manufactures  were  durable  goods;  e.g.,  elec- 
tric motors  used  in  automobiles  or  electric  refrigerators.  To  include  both 
them  and  the  ultimate  products  of  which  they  became  a  part  would  lead 
to  obvious  duplication;  yet  nowhere  were  the  items  sold  to  other  industrial 
users  and  included  in  other  products  shown  separately. 

This  defect  has  been  remedied  in  large  measure  by  the  Census  of  1989. 
This  includes  a  study  which  shows  the  purchase  of  domestic  semimanufac- 
tures by  other  manufacturing  establishments.  It  also  shows  the  distributioa 
of  sales  by  manufacturing  plants^  and  it  reveals  the  sales  of  manufacture! 
to  industrial  consumers.  By  analyzing  this  material  it  is  possible  to  elinunate 
the  duplication  and  arrive  at  the  net  volume  of  production  for  these  durable 
manufactured  products. 

The  other  difficulty  in  using  the  material  available  previous  to  1929  for 
the  purposes  here  outlined  is  that  their  value  was  given  at  the  factorf 
door  and  not  at  the  point  where  title  passed  to.  the  ultimate  owner  for 
whose  use  they  were  destined.  For  several  reasons  it  is  the  latter  figmt 
and  not  the  former  that  is  important.  The  part  of  the  national  income 
which  is  absorbed  by  these  goods  is  represented  by  the  final  price  which 
is  paid  for  them^  and  not  by  the  viduation  placed  upon  them  at  the 
factory  door.  The  purchase  of  such  goods  is  often  financed  by  bank  credit  or 
by  the  issue  of  securities  in  exchange  for  savings.  It  is  the  ultimate 
price  of  houses^  automobiles^  furniture^  or  railroad  equipment  which  deter- 
mines the  amount  of  financing  which  will  be  needed.  We  have  never  known 
this  ultimate  price  before^  nor  the  relation  of  prices  in  the  retail  market 
to  wholesale  prices^  nor  the  relation  of  either  of  these  to  the  value  at 
the  factory.  In  the  field  of  construction  work^  we  have  never  known  the 
TAtio  oi  the  value  oi  fimA\ie&  ^to^^c^  \a  the  cost  of  the  materials  which 
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went  into  them.  The  only  figure  available  was  the  price  of  materials  at  the 
factory  door. 

Heretofore  we  have  had  only  indices  which  showed  the  relative  volume  of 
these  durable  goods  produced  from  year  to  year.  A  summation  of  the 
value  of  these  products  to  their  final  users  was  never  possible.  This  diffi- 
culty has  been  obviated  by  the  data  which  is  presented  in  the  census  of 
distribution  for  wholesale  trade  and  for  retail  trade;  and  by  the  census  of 
construction.  All  three  of  these  were  taken  for  the  first  time  in  1929.  The 
publications  of  these  new  divisions  of  the  census  make  it  possible  to  as- 
certain the  value  of  each  class  of  durable  goods  as  measured  by  the  price 
which  its  ultimate  purchaser  pays  for  it.  It  will  also  show  the  relation  of  that 
price  to  the  value  at  the  factory  door. 

These  durable  goods  should  be  classified  into  producers'  goods  and  dur^ 
able  consumers'  goods.  Such  a  classification  will  enable  anyone  who  objects 
to  the  inclusion  of  some  category  or  other  to  eliminate  that  group  from  the 
total. 

This  material  is  available  only  for  the  year  1929.  There  is  no  telling 
when  another  census  of  distribution  and  of  construction  will  be  taken.  But 
ft  should  be  possible  to  make  some  intelligent  approximation  of  the  value 
of  all  durable  goods  for  each  of  the  census  years  back  to  1919  with  the 
aid  of  the  data  derived  from  a  careful  study  of  1929.  And  it  should  likewise 
be  possible  to  carry  it  forward  in  1981  and  subsequent  census  years.  One 
of  the  most  interesting  results  which  should  be  derived  from  these  figures 
is  the  illumination  which  they  will  afford  for  the  operations  of  our  credit 
machinery.  Every  type  of  these  goods  gives  rise  to  financial  operations 
nmning  all  the  way  from  long-term  bonds  to  installment  sales.  These  are  all 
evidences  of  indebtedness  which  are  purchased  by  the  banks  and  which 
absorb  the  savings  of  the  people.  When  once  our  financial  community  knows 
what  it  is  financings  it  may  be  able  to  formulate  a  banking  and  credit  policy 
which  shall  help  to  maintain  stability. 

Ultimately  the  work  here  outlined  should  lead  to  the  construction  and 
Qiaintenance  of  a  monthly  and  also  an  annual  index  number  for  the  produc- 
Uon  of  durable  goods.  This  should  be  compiled  currently  and  published 
Probably  by  some  governmental  agency  such  as  the  Federal  Reserve  Board  or 
he  Department  of  Commerce. 


SIZE  OF  BUSINESS  UNIT  AS  A  FACTOR  IN 
EFFICIENCY  OF  MARKETING 

H.  B.  Pricb^  Chairman 

The  general  topic  of  this  session  is  size  of  the  business  unit  as  a  fsctoi 
in  the  efficiency  of  marketing.  The  economies  of  sise  of  the  business  unit  lit 
though  fairly  well  established  for  manufacturing  industries  are  not  so  dif- 
cemable  in  marketing.  The  organization  for  selling  introduces  problems  oi 
efficiency  that  are  different  from  those  of  physical  supply,  and  apparently 
costs  of  selling  respond  to  the  influence  of  size  somewhat  differently  thu 
the  costs  of  handling  and  storing  products.  Price  realization  also  relates  to 
size  of  the  business  unit  in  a  distinctive  manner.  Research  in  marketing 
has  thus  far  neither  differentiated  these  various  aspects  of  marketing  dea^ 
nor  pointed  out  distinctly  the  relation  of  each  aspect  to  size  and  cost  rf 
operation ;  nor  has  as  much  attention  been  given  to  the  factors  affecting  tlie 
efficiency  of  marketing  as  of  manufacturing  or  agricultural  produddoD.  A 
considerable  body  of  material  bearing  on  the  problem  is  now  available  firaa 
the  various  public  and  private  marketing  research  agencies.  The  object  of  tini 
round  table  is  to  present  some  of  these  materials  from  representative  fields  ii 
marketing  research. 

Paul  L.  Miller. — ^Any  advantage  that  a  relatively  large-scale  marketiiig 
business  has  over  a  relatively  small-scale  one  must  come  from  one  or  boA 
of  two  factors.  Either  its  unit  costs  must  be  lower^  or  the  prices  that  it  ii 
able  to  secure  for  the  product  must  be  higher,  or  perhaps  it  has  advantage 
from  both  of  these  factors.  With  respect  to  operating  costs^  we  must  grant  that 
volume  of  business  is  very  influential.  The  principles  of  large-scale  prodiK- 
tion  apply  to  marketing  operations  as  well  as  to  those  of  manufactoring.^ 
In  so  far  as  the  utilization  of  equipment  and  plant  is  concerned  the  casei 
are  quite  the  same.  Many  marketing  businesses  have  mechanical  and  routiiie 
operations  that  can  be  organized  and  performed  most  efficiently  in  a  reb- 
tively  large-scale  unit.  It  is  true  perhaps  that  buying  and  selling  operatiaiS 
cannot  be  as  minutely  specialized  and  reduced  to  simple  routines  as  maoj 
other  types  of  tasks.  But  in  the  case  of  many  farm  products  that  may  be  stAi 
in  quantity  to  large-scale  buyers  on  definite  specifications^  selling  ia  rnndi 
less  personal  and  more  amenable  to  organization  than  in  the  case  of  many 
other  products.  It  would  seem  to  be  largely  a  matter  of  training  and  experi- 
ence together  with  administrative  ability.  If  so^  large-scale  enterprises  have 
a  great  advantage  in  their  ability  to  command  the  highest  type  of  service. 

The  price  advantages  afforded  by  volume  of  business  are  no  less  real  if 
somewhat  more  elusive  than  the  cost  advantages.  They  obtain  in  the  broad 
markets  of  farm  products  and  particularly  in  the  case  of  those  commoditiei 
that  are  sufficiently  standardized  to  be  sold  on  the  basis  of  descriptioii. 
In  such  markets  sellers  best  able  to  make  the  commodity  available  in  qoan- 
tity  and  in  accordance  with  precise  quality  specifications  are  able  to  secut 
the  superior  outlets.  Ability  to  supply  the  commodity  on  such  terms^  other 
conditions  remaining  the  same^  is  within  limits  a  function  of  volume. 

'  Clark  and  "Wdd,  Harkatiivg  AgrVoultuToX  Ptodnctt^  ^  470. 
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The  price  advantages  enjoyed  by  such  suppliers  most  be  sharply  dis- 
inguished  from  those  that  may  in  some  instances  be  forced  from  the  mar- 
:et  through  some  degree  of  monopoly  control.  The  former  price  advantages 
esalt  from  a  more  economical  meeting  of  the  demand  than  is  possible  on  the 
lart  of  small-scale  suppliers^  who  usually  cannot  cater  to  the  same  class  of 
rade  but  must  depend  upon  intermediaries  for  their  outlets.  The  latter  price 
dvantage^  where  it  can  be  realized^  is  obviously  purely  exploitive  and  pred- 
tory. 

It  is  in  the  country  end  of  agricultural  marketing  where  marketing  btisi- 
less  units  appear  to  be  particularly  undersized.  In  the  wholesaling  of 
mrm  products  business  units  are  for  the  most  part  large-scale  enterprises 
md,  generally  speakings  margins  are  narrow  and  costs  are  low.  But^  in  the 
iountry  this  is  not  the  case.  The  exceptions  to  this  are  in  those  commodities 
tnd  in  those  districts  where  farmers  have  co-operated  to  market  on  a  larger 
(cale  and  more  efficient  basis.  Outstanding  examples  of  such  developments 
ire  the  large-scale^  co-operative  marketing  enterprises  of  the  citrus  fruit 
^wers  of  California  and  of  the  poultry  and  egg  producers  of  California^ 
ITashington^  and  Oregon.  Other  examples  might  be  cited.  Nearly  every  com* 
Dodity  furnishes  many  instances  of  significant  steps  taken  by  farmers  to 
mprove  farm  marketing.  Generally  speakings  progress  has  been  greatest  in 
lighly  specialized  producing  regions^  remote  from  the  principal  market  cen- 
ers^  and  in  the  case  of  commodities  that  go  to  consumers  without  processing. 

In  the  case  of  grain  and  livestock^  as  well  as  of  other  commodities  produced 
videly  in  a  general  or  mixed  type  of  farmings  country  marketing  generally  is 
m  a  small  and  inefficient  scale.  Most  of  the  farmers'  co-operatives  are  loosely 
:onned^  and  indifferently  supported.  For  the  most  part  they  lead  a  precarious 
existence  competing  with  local  buyers.  The  majority  of  the  farmers  sell  to 
ocal  buyers^  many  of  whom  are  small^  independent  operators.  Others  are 
epresentatives  of  packers^  milling  firms^  or  wholesale  marketing  agencies. 
These  large  buying  agencies  often  buy  at  many  shipping  points  scattered 
>ver  a  wide  territory.  As  rural  transportation  and  communication  have  im- 
)roved^  such  buyers  have  extended  their  country  buying  systems  and  taken 
I  larger  and  larger  place  in  buying  directly  from  farmers.  They  have  had 
ittle  trouble  in  either  driving  out  the  local  independent  buyers  or  making  them 
iieir  representatives. 

This  might  seem  to  indicate  that  they  have  been  able  to  place  country  buy- 
iig  on  a  much  more  efficient  basis^  and  they  doubtless  are  more  efficient 
;han  the  independent  dealers ;'  yet  the  extent  to  which  they  can  increase  the 
efficiency  of  country  marketing  is  distinctly  limited.  The  reasons  for  this  are 
5rst^  that  they  cannot  greatly  reduce  the  expense  of  buying  and  handling  the 
commodity  at  the  point  of  contact  with  farmers.  Farmers  are  naturally  pleased 
to  have  as  many  bids  to  consider  as  possible.  This  seems  very  advantageous  to 
:hem^  and  in  a  sense  it  is.  Yet  it  makes  farm  buying  very  expensive  because  of 
luplication  of  effort.  In  numerous  grain  shipping  localities  in  Iowa  there  are 
iiree  or  more  grain  companies  represented  with  operators  and  plants  where 

'E.  O.  Nourse,  Recent  Eeonomie  Changes,  National  Bureau  of  Ecodoini^  'Bjb- 
earch.  Vol.  II,  p.  580. 
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one  set  of  equipment  could  handle  the  grain  at  much  lower  cost.  Cost  stadia 
of  local  marketing  agencies  reveal  wide  ranges  of  costs  and  close  oorzdatkHi 
between  costs  and  volume  of  business.'  Yet^  in  the  usual  local  market  sitaatki 
the  business  is  split  up  among  several  handlers  so  that  average  marketim 
costs  are  much  higher  than  they  need  to  be.  This  seems  to  be  the  price  thil 
the  farmer  has  to  pay  for  having  buyers  carry  their  competition  far  Ul 
products  down  to  the  farm. 

A  second  reason  why  the  integration  of  local  buying  by  central  mtfU 
agencies  does  not  go  far  towards  greater  efficiency  in  the   marketing  tl 
the  products  of  a  particular  community  is  that  such  buying  agencies  casnot 
be  said  to  widen  the  market  for  the  locality.  In  fact  where  the  local  trade 
passes  into  the  hands  of  a  relatively  few  central  market  interests,  the  prodoel   - 
of  the  community  may  be  less  widely  distributed  than  formerly.  Add  to  tiil   _ 
possibility,  the  fact  that  the  farmer  in  his  individual  capacity  is  far  from  bd^ 
an  expert  salesman^  and  there  can  be  little  doubt  that  these  developments  k   ■ 
large-scale  country  buying  weaken  rather  than  strengthen  his  trading  positiia 

These  cursory  observations  of  the  inefficiency  of  local  marketing  poiiit  ii 
small-scale  farm  selling  as  its  chief  cause.  The  buyers,  large,  and  small,  ^ 
the  country  trade  cannot  be  held  responsible  for  the  wasteful  methods  of  ma- 
keting  evident  in  most  localities.  They  are,  generally  speaking,  not  the  cutt 
of  these  conditions,  but  rather  the  effects.  Farmers'  co-operative  agenck^ 
organized  in  a  manner  that  forces  them  to  compete  with  local  buyers,  hue 
been  able  scarcely  to  hold  their  own,  and  have  not  increased  the  effidencf 
of  marketing.  The  roots  of  the  problem  lie  too  deep  to  be  eradicated  IfJ 
reform  methods  that  only  aim  to  substitute  one  type  of  middleman  fmr  n* 
other.  For  improvement  in  conditions  the  farmers  need  to  combine  so  ai  ii 
reorganize  farm  marketing  on  a  large-scale  basis. 

Much  of  the  co-operative  movement  among  farmers  has  missed  the  mik 
opportunities  to  increase  the  efficiency  of  agricultural  marketing,  which  b 
in  the  handling  of  the  commodity  at  the  farm  and  at  local  points  and  ii 
the  development  of  efficient  sales  units  to  administer  the  selling  of  the  prodotf 
of  a  district.  The  farmers  of  a  given  locality  need  to  combine  on  a  sufficM 
scale  to  enable  them  to  substitute  large-scale  for  small-scale  methods  ii 
the  trade  of  the  locality.  Much  of  co-operative  marketing  fails  to  brmg  to- 
gether the  farmers  of  a  given  locality  or  district  in  sufficient  numbers  for  w/d 
efficient  local  handling  of  the  commodity.  The  result  is  that  much  of  co-opot- 
tive  marketing  among  farmers  has  failed  to  increase  the  efficiency  of  marketiig 
in  the  country  trade.  These  weaknesses  of  local  and  regional  co-operativei 
cannot  be  remedied  by  combining  such  enterprises  into  central  or  even  nt 
tional  units.  Such  agencies  cannot  remedy  inadequate  co-operation  amom 
the  farmers  themselves. 

Nathanael  H.  Engle. — In  attempting  to  measure  statistically  the  is* 
fluence  of  size  upon  the  operating  efficiency  of  a  wholesale  establishment  cae 
of  the  first  problems  is  the  selection  of  a  unit  of  size.  Practically  this  is  n^ 
a  serious  problem  since  there  is  little  choice.  Theoretically,  there  are  a  nunlier 
of  alternative  criteria  of  size  which  should  be  considered. 

■Clark  and  Wdd,  Marketing  Agrieulturdl  Products,  Chapter  XXI. 
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One  of  the  more  definite  of  these  is  a  unit  of  physical  ¥010016  such  as  a 
on  of  merchandise.  Another  method  is  the  nse  of  the  individual  sales  trans- 
action. Other  methods  of  measuring  the  size  of  a  merchandising  establishment 
ire  the  number  of  square  feet  of  floor  space^  the  number  of  employees^  or 
lie  volume  of  sales.  The  last  of  these  is  the  one  which  I  have  selected 
by  a  sort  of  Hobson's  choice  to  measure  the  effect  of  size  upon  the  operating 
efficiency  of  wholesale  merchants  dealing  in  manufactured  goods.  For  most 
purposes  the  sales  dollar  is  as  good  a  measure  as  any  of  the  others.  Certainly 
br  purposes  of  comparison  between  different  establishments  operating  in 
be  same  year  it  offers  a  definite  and  easily  understood  size  unit. 

Table  1 
oval  expenses''  as  peb  cent  op  net  sales  pob  wholesale  mebchant8  in  selected  tbade8» 
bt  size  op  business,  united  states,  1929* 


Sise  Groups 
(net  sales  in 

Kind  of  Business  (Trade) 

Drug 

(general 

line) 

Dry 

Elec- 
trical 
Goods 

Hard- 

Hard- 

FainU 

thousands 

Goods 

Gro- 

ware 

ware 

and 

Radio 

of  dollars) 

cte 

ceries 

(general 
line) 

ciS^) 

Var- 
nishes 

Sets 

Total 

13.3 

10.8 

16.1 

9.8 

18.5 

19.5 

21.8 

15.9 

Iider60 

17.8 

18.5 

21.6 

18.8 

24.8 

27.8 

28.2 

26.7 

50  to      100 

14.8 

12.8 

20.1 

8.9 

21.5 

21.9 

24.0 

21.1 

100  to      200 

16.1 

10.0 

18.9 

9.0 

20.4 

22.9 

22.5 

20.3 

£00to      800 

13.7 

10.8 

17.9 

9.6 

19.0 

20.2 

23.8 

20.7 

SOOto      400 

12.9 

9.4 

17.9 

8.9 

20.1 

19.7 

22.9 

16.3 

400to      500 

14.2 

9.0 

17.0 

8.7 

20.4 

19.4 

20.5 

18.4 

500  to    1,000 

18.6 

9.7 

16.7 

9.5 

18.7 

21.6 

22.0 

16.2 

1,000  to    2,000 

13.3 

10.0 

15.2 

9.7 

18.1 

18.1 

19.3 

HA 

^000  to    4,000 

13.1 

9.8 

14.5 

9.6 

17.9 

13.6 

18.0 

^,000  to    8,000 

ie.8 

11.6 

12.6 

11.8 

17.3 

12.S 

— 

— 

1,000  to  15,000 

13.4 

12.1 

— 

14.8 

16.7 

— 

— 

— 

S,000  to  25,000 

— 

— 

— 

— 

20.8 

— 

— 

— 

After  the  size  unit  has  been  selected^  a  second  problem  is  the  determina- 
on  of  the  best  measure  of  operating  efficiency.  If  by  operating  efficiency 
e  mean  the  degree  of  economy  with  which  the  economic  factors  of  production 
re  used  in  performing  the  marketing  functions^  it  is  reasonable  to  assume  that 
le  money  costs  incurred  in  performing  these  functions  roughly  measure  the 
egree  of  marketing  efficiency.  I  have  acted  upon  this  assumption  and  have 
sed  the  operating  expense  ratios  compiled  by  the  Census  Bureau. 

I  have  based  this  study  entirely  upon  statistics  which  I  have  helped  to 
>mpile  while  with  the  Bureau  of  the  Census.  The  facts  have  been  assembled 
ad  summarized  from  a  special  series  of  trade  studies  for  eight  groups  of 
holesale  merchants^  each  of  which  carried  a  different  line  of  manufactured 
Dods.  For  the  most  part  these  establishments  constitute  a  homogeneous  group 
F  merchants  operating  in  much  the  same  way  and  performing  most  of  the 
holesaling  functions.  In  addition,  I  have  made  a  special  study  from  the 
*hedules  of  2^418  general  line  wholesale  merchants  in  the  grocery  trade 
I  which  I  attempt  to  measure  the  effect  of  size  upon  a  number  of  specific 
arketing  functions  as  well  as  the  combined  total  of  such  functions. 
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A  few  conclusions  may  be  drawn  from  the  statistics  shown  in  TaUe  i 
which  covers  the  total  expenses  for  eight  trades.  Without  exception^  the  nxf 
small-scale  establishments  in  all  the  trades  reported  relatively  high  operatic 
expenses.  Aside  from  this  one  similarity^  the  different  trades  were  affeeid 
variously  by  size  of  business.  In  four  trades^  electrical  gooda^  hardware  ip^ 


Tabi^bS 

NUlfBKB  Oy  BSTABUflHMENTS  AND  NET  BALES  BT  SIZE  OF  BUBDTEB8,  WHOUBBALB  MEBGEAint- 
OSNERAL  LINE  OBOCEB8,    UNITED  STATES*    1989* 


■ 


Size  Groups 

(net  sales  in  thousands 

of  dollars) 

Number  of  Estab- 
lishnients 

Net  Sales 

Per  Cent  of 

Total  Net  Stlei 

Total 

I          100  to       500 

n          500  to    1,000 

ra      1,000  to   8,000 

IV      8,000  to   8,000 

V      8,000  to  25,000 

2,418 

1,885 

071 

851 

55 

6 

$1,708,487,680 

876,274,075 
471,712,411 
548,896,540 
242,400,418 
60,154,216 

100.00 

22.02 
27.61 
82.14 
14.18 
4.05 

cialties^  paints  and  varnishes^  and  radio  sets^  the  total  expenses  expressed  tf 
percentages  of  net  sales  declined  with  minor  variations  as  the  sise  of  Che 
business  increased.  A  large  scale  of  operations  is  not  always  best,  howeiQ* 
In  two  trades^  dry  goods  and  groceries^  total  expenses  declined  from  Iti 
per  cent  and  18.8  per  cent  of  net  sales  to  9.0  per  cent  and  8.7  per  cent  xespe^ 
tively  as  size  of  business  increased  to  $400^000-$500^000.  As  the  siae  of  hni- 
ness  increased  thereafter  expenses  increased  to  12.1  per  cent  and  14.8  per 

Tables 
effect  of  size  on  expense  and  operatino  items,  wholesale  ifebchants — genxbalulb 
groceries,  united  states^  1029^ 


Size 
Groups 

Per  Cent  of  Net  Sales 

Total 
Expenses'' 

Total 
Wagesd 

Direct 

Selling 
Expense* 

Interest 
Paid' 

Rent 
Paid' 

Credit 
Sales< 

Returns 
andAl- 
lowancesf 

Inven- 
toiiei 

Total 

I 
II 

m 

IV 
V 

9.88 

0.08 

9.48 

9.50 

11.08 

14.88 

5.56 

4.72 
5.29 
5.44 
6,55 
9.51 

2.57 

2.49 
2.48 
2.89 
2.91 
8.98 

0.49 

0.58 
0.49 
0.49 
0.46 
0.48 

0.52 

0.68 
0.54 
0.46 
0.41 
0.46 

85.99 

81.75 
86.20 
86.15 
91.90 
85.81 

2.12 

1.70 
1.87 
2.88 
1.70 
8.05 

14.4B 

14.01 
14.01 
14.10 
14.70 
18.0 

*  Census  of  Wholesale  DistribuHon,  Trade  Series.  The  number  of  establishments  for  csck 
group  constitutes  all  of  those  reporting  to  the  census  bureau— practicaUy  aU  in  tbe  Uaital 
States. 

^  Census  of  Wholesale  Distribution,  special  tabulation.  No  establishments  from  cammiiiiitaf 
of  less  than  10,000  people  and  no  establishments  with  sales  below  $100,000  per  year. 

"  Exclusive  of  net  profits. 

^  Includes  sahuies  of  hired  employees,  but  excludes  nlaries  of  proprietor!  and  fiim  bmb* 
bers. 

*  Includes  salaries,  commissions,  bonuses^  and  expenses  of  salesmen  for  onify  those  tftsb- 
lishments  reporting  salesmen. 

'  Percentage  baaed  upon  iitai\ai{dca  liom  osA^  Vlbma  esUblidunents  reportiqg  tbete  itena 
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nt  respectively  for  the  establishments  with  sales  between  eight  and  fifteen 
illion  dollars.  In  the  two  remaining  trades  the  evidence  is  less  conclusive. 
^o^vever^  expenses  showed  an  increase  in  the  largest  sise  group. 
Few  if  any  generalizations  are  indicated  by  the  statistics  in  Table  1.  If 
;  were  not  for  the  dry  goods  specialty  wholesalers  whose  costs  increased  in 
tie  larger  brackets^  a  rule  for  specialty  wholesalers  might  have  been  sug- 
lested  to  the  effect  that  costs  vary  inversely  with  the  size  of  the  business. 
Cl^e  more  reasonable  explanation  appears  to  be  that  sales  had  not  been 
iDshed  far  enough  by  the  four  specialty  groups  to  incur  increased  costs.  The 
Evidence^  therefore^  as  to  the  influence  of  size  of  business  upon  wholesale  mer- 
Jiants  as  a  group  is  not  conclusive.  For  a  few  specific  trades^  however^  such 
IS  groceries^  it  seems  clear  that  large-scale  business  is  not  the  most  efficient. 

In  order  to  determine  the  incidence  of  size  upon  specific  marketing  func- 
ions,  I  prepared  a  special  tabulation  for  2,418  grocery  wholesalers.  (See 
Tables  2  and  8.)  Summarizing  the  facts  brought  out  in  these  tables  it  appears 
Iiat  for  wholesale  merchants  in  the  grocery  business,  the  total  costs  of  per- 
forming the  marketing  functions  vary  directly  with  the  size  of  the  business 
ifter  sales  have  reached  a  minimum  of  $100,000  per  year.  Expenses  incurred 
'Or  labor  also  increase  as  the  size  of  the  business  increases.  Selling  efficiency 
18  measured  by  the  costs  of  performing  the  selling  function  decreases  as  the 
tales  volume  becomes  larger.  On  the  other  hand,  efficiency  in  performing 
he  storage  function  as  measured  by  rent  expenditures  varies  directly  with 
ales  volume  and  is  greatest  with  sales  between  $8,000,000  and  $8^000^000. 
'n  so  far  as  interest  payments  are  a  clue  to  efficiency  in  performing  the 
unction  of  market  finance  the  large-scale  houses  seem  to  have  the  advan- 
age.  The  granting  of  credit^  however,  which  also  reflects  the  finance  func- 
ion^  does  not  indicate  any  very  definite  relation  to  sales  volume.  The  two 
emaining  indexes  of  marketing  efficiency,  returns  and  allowances  and  inven* 
ories^  indicate  that  the  very  large  establishments  are  least  efficient. 

In  conclusion  I  believe  that  the  facts  brought  together  in  this  paper  in- 
[icate:  that  a  very  small  scale  of  operations  for  wholesalers  of  manufac- 
ured  goods  is  less  efficient  than  a  somewhat  larger  scale,  that  there  is  a 
airly  wide  range  in  which  size  of  business  has  very  little  measurable  effect 
pen  operating  efficiency,  that  there  is  a  maximum  size  in  some  trades  and 
K>ssibly  in  all  beyond  which  operating  efficiency  diminishes  and,  finally,  that 
he  incidence  of  size  upon  marketing  efficiency  is  not  uniform  for  all  of  the 
oarketing  functions. 

W.  H.  S.  Stevens. — In  manufacturing  industry  based  upon  the  Federal 
Trade  Commission's  intensive  study  of  plant  cost  by  size  of  plant  in  the 
)read  industry  for  a  period  of  years,  we  may  conclude,  first,  that  though 
K)th  price  (as  indicated  by  sales  realization)  and  cost  per  unit  decline  as 
he  size  of  plant  increases,  costs  decline  more  rapidly  than  sales  realization 
ind  net  profit  per  unit  tends  to  rise.  Second,  that  if  the  bread  results  are 
ypical,  multiple  plant  operation  does  not  reduce  the  cost  of  producing  and 
lelling  for  plants  of  the  same  size. 

In  the  field  of  retailing  as  in  the  field  of  manufacturing  the  effect  oi  %Vl^ 
oay  be  examined  from  the  standpoint  ot  size  of  the  retail  atote  ot  bVcic^  ^^ 
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growth  of  large  chains^  from  the  standpoint  of  sise  measured  by  iinitB  op- 
erated. 

For  the  effect  of  size  of  establishment^  the  most  comprehensiTe  figures  anil- 
able  are  those  of  the  Harvard  Bureau  of  Business  Research.  This  organisa- 
tion has  compiled  as  percentages  of  sales^  the  gross  margins^  operating  a- 
penses  and  net  profits  of  several  kinds  of  business  for  varying  periods  of 
from  one  to  ten  years  or  more. 

The  most  comprehensive  of  these  sets  of  figures  is  in  the  department  store 
field  where  the  figures  cover  the  eleven  years^  1921-81.  The  larger  stores  aver- 
age substantially  higher  gross  margin^  operating  expense^  and  net  profit 
percentages  on  sales^  the  higher  net  profits,  of  course,  arising  from  the  £mI 
that  the  gross  margins  of  the  larger  stores  are  relatively  higher  as  con- 
pared  with  the  operating  expenses  than  is  true  of  the  smaller  sixes  of  storak 
Retail  shoe  stores  show  the  same  tendency  as  department  stores.  Ezdndiig 
the  smallest  of  the  grocery  size  groups,  the  larger  sizes  of  stores  usually  show 
the  highest  gross  margins,  as  high  or  higher  operating  expenses  than  tiie 
smaller  stores,  and  the  largest  net  profit  percentages. 

All  three  of  these  retail  lines,  it  will  be  observed,  differ  from  mantifac- 
turing  in  showing  higher  operating  expenses  for  the  larger  establishments. 
In  jewelry  retailing,  however,  an  entirely  different  tendency  appears  and  die 
results  more  closely  resemble  those  in  manufacturing.  Here^  both  grotf 
profits  and  operating  expenses  tend  to  decrease  with  the  size  of  store,  the 
latter  figure  somewhat  more  than  the  former,  with  a  consequent  increase  is 
net  profit  for  the  larger  establishments.  Automobile  tire  and  accessory  dealea 
show  the  same  tendencies  as  jewelry  retailers  though  the  figures  in  ttt 
case  cover  only  the  year  1928. 

Summarizing  the  results  of  the  Harvard  studies,  therefore,  it  appears  pos- 
sible to  conclude :  that  in  groceries,  department  stores,  and  shoes,  the  tendescj 
is  for  gross  margin,  operating  expense,  and  net  profit  percentages  of  sales  to 
increase  with  increase  in  the  size  of  store,  a  greater  increase  in  the  mai^ 
than  in  operating  expense  accounting  for  the  increased  net  profit;  that  in 
jewelry  and  automobile  accessory  retailing,  gross  margins  and  operating  ex- 
penses both  tend  to  fall  as  the  size  of  the  establishment  increases,  the  act 
profit,  however,  tending  to  increase  because  of  a  lesser  decline  in  the  gn^ 
margin  than  in  the  operating  expense;  operating  expenses  do  not  therefort 
tend  to  decline  generally  in  retailing  with  increases  in  the  size  of  unit  as  is 
manufacturing  but  in  both,  net  profit  tends  to  vary  directly  with  the  siie  of 
the  particular  manufacturing  or  retailing  establishment. 

It  is  by  no  means  certain  how  far  and  to  what  extent  variations  of  operat- 
ing expenses  with  the  size  of  establishment  are  actually  dependent  upon  the 
size  of  the  store  involved.  The  reason  is  that  there  is  a  considerable  voloaie 
of  data  in  both  the  Harvard  Bureau  and  the  census  figures  indicating  tliat 
operating  expenses  tend  to  vary,  to  some  extent,  directly  with  the  size  of  dv 
city,  particularly  when  comparisons  involve  very  large  and  very  mJi 
cities  and  it  appears  obvious  that  at  least  within  certain  limits  the  size  ol 
store  will  vary  with  the  size  of  the  city. 
The  Harvard  Bureau  oi  I^xxeyil^e^  '^t.^ai&Bxdi  \i%A  tabulated  its  departmeift 
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store  fignres  for  1929  in  nine  sise  volume  groaps.  In  these  fignres^  the  varia- 
tions in  the  gross  and  net  profits  and  operating  expenses  by  size  of  city  appear 
to  be  appreciably  greater  than  by  size  of  store^  thus  seeming  to  lend  support 
to  the  conclusion  that  the  size  of  city  is  of  greater  importance  than  the  size 
of  store  in  producing  variations  in  financial  results. 

Time  has  been  lacking  to  permit  extensive  computations  from  census  fig- 
ures necessary  to  any  generalized  statement  as  to  the  effect  of  size  of  city. 
I  have^  however^  compared  the  per  cent  of  operating  expense  to  sales  for 
ten  kinds  of  business  in  all  cities  in  Pennsylvania  of  under  10^000  and  10^000 
to  80^000  population  with  those  for  Allentown  (92^000  population).  Scran- 
ton  (148/)00),  Pittsburgh  (669,000),  and  Philadelphia  (practically, 
2,000,000).  For  most  of  these  ten  kinds  of  business,  cities  of  10,000  to 
80,000  population  commonly  show  higher  operating  expenses  (proprietors' 
salaries  being  included  by  the  census  method  of  average  wage  of  full-time 
store  employee)  than  those  of  under  10,000.  The  average  operating  expense 
percentages  for  these  two  smaller  sizes  of  cities  in  Pennsylvania,  moreover, 
are  also  usually  lower  than  those  for  any  of  the  four  larger  cities  mentioned, 
in  each  of  the  ten  kinds  of  business,  though  exceptions  occur  particularly  in 
grocery,  grocery  and  meat,  and  variety.  At  this  point,  however,  the  effect  of 
size  of  city  becomes  less  apparent.  Allentown,  though  under  100,000,  is 
higher  than  Philadelphia  in  six  of  the  ten  kinds  of  business  while  Scranton 
is  likewise  higher  for  a  majority  of  the  groups  than  either  Pittsburgh  or 
Philadelphia.  Pittsburgh  also  shows  a  higher  operating  expense  ratio  than 
Philadelphia  in  at  least  six  of  the  ten  kinds  of  business. 

This  brings  us  to  a  consideration  of  the  difference  in  the  operating  results 
of  single  and  multiple  unit  (chain)  stores.  Census  figures  of  the  per  cent  of 
operating  expenses  to  sales,  for  both  chains  and  independents,  are  available 
for  twelve  kinds  of  business.  In  every  one  of  these  types  of  business,  with 
the  exception  of  grocery,  department  stores,  and  women's  shoe  stores,  the 
chains  show  a  higher  ratio  of  operating  expenses  to  sales.  The  figures  of  gross 
and  net  profit,  of  course,  are  not  shown  by  the  census. 

Although  multiple  unit  operation  in  retailing  apparently  leads  to  higher 
ratios  of  operating  expenses  to  sales,  therefore,  as  compared  with  unit  opera- 
tion because  of  differences  in  functions,  this  does  not  necessarily  mean  that 
the  gross  margins  or  operating  expenses  involved  in  getting  goods  from 
the  producer  to  the  consumer  are  higher  through  the  multiple  unit  operations 
of  the  chain.  Dr.  N.  C.  Engle,  formerly  of  the  Wholesale  Division  of  the 
Census  of  Distribution,  has  furnished  me  with  certain  computations  in  which 
the  census  independent,  wholesale,  and  retail  figures  of  operating  expenses 
are  combined,  for  five  lines,  clothing  and  furnishings,  drugs  and  drug  sundries, 
groceries  and  food  specialties,  meat  and  meat  products,  and  house  furnishings. 
In  all  these  lines  except  the  last  named,  the  combination  wholesaler-retailer 
operating  expense  percentages  exceed  those  of  the  chain.  Dr.  Schmaltz  ar- 
rived also  at  the  same  conclusion  for  groceries  in  an  article  in  the  Harvard 
Bu$ine$9  Review  combining  the  results  of  the  Harvard  Bureau's  studies  of 
grocery  chains  with  their  combined  figures  for  grocery  wholesaling  and 
retailing.  Offsetting  this  to  some  extent,  however,  is  the  gceaXAT  Btr^Xfi^  ^1 
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the  independents  who  more  generally  give  credit  and  delivery  to 

One  further  point  in  connection  with  the  effect  of  size  in  retailing 
the  relation  of  the  number  of  retail  units  to  operating  expenses^  gross 
gins^  and  net  profits.  Harvard  Bureau  figures  are  available  for  1929  for  all 
three  of  these  items  in  the  case  of  shoe^  drug^  and  grocery  chaiiu  though  in 
only  three  size  groups.  Because  of  the  small  number  of  groups^  the  resnlti 
are  not  entirely  satisfactory.  There  is  some  indication  of  a  decrease  in  gnM 
profit  with  increases  in  the  number  of  units  in  shoes  and  drugs  with  a  better 
indication  of  an  increase  in  this  item  in  groceries.  Operating  expense  !»- 
creases  with  size  in  groceries  but  declines  in  shoes  and  drugs  while  net  proft 
increases  in  groceries  and  drugs  and^  with  some  qualification^  in  shoes. 

The  census  figures  on  this  point  are  for  operating  expenses  only.  I  ban 
used  twelve  types  of  business  in  this  comparison.  In  only  three  of  these, 
appliances,  variety,  and  possibly  hardware  chains,  is  there  any 
for  operating  expenses  to  increase  with  the  number  of  stores  operated.  Drop 
and  shoes  are,  in  my  judgment,  indeterminate  though  the  tendency,  if  theic 
is  any,  seems  to  be  for  the  expense  to  decline  with  increases  in  the  number 
of  stores.  Department  stores  I  would  also  class  as  indeterminate.  The  le- 
maining  lines,  women's  apparel,  furniture,  auto  accessories,  grocery,  com- 
bination grocery  and  meat,  and  possibly  installment  jewelry  show  a  domwr 
ward  trend  with  increases  in  stores  operated.  The  figures  are  open  to  sooe 
question  because  in  drugs  and  the  two  grocery  groups,  warehousing  tsai 
other  overhead  is  not  included  for  the  large  chains  operating  warehousen 
This  might  easily  affect  the  showing  for  the  larger  chain  groups. 

As  in  the  case  of  unit  stores,  however,  there  are  certain  indications  tbit 
operating  expense  variations  of  chains  according  to  the  number  of  storei 
operated  may  be  due  no  more  or  perhaps  even  less  to  the  number  of  stwei 
involved  than  to  their  location.  Chain  operating  expenses  by  sise  of  dty  tie 
available  in  the  census  data  for  only  four  kinds  of  business,  grocery,  combbia- 
tion  grocery  and  meat,  shoes,  and  drugs.  In  each  case,  there  is  an  appredsUe 
increase  in  operating  expense  with  the  size  of  city  which  is  especially  prp- 
nounced  in  shoes  and  combination  grocery  and  meat. 

Drugs  present  the  only  case  in  which  the  census  has  to  date  broken  down 
the  figures  by  size  of  chain  within  the  size  of  city  and  though  the  figures  BXt 
only  for  cities  of  over  100,000  and  under  80,000  population,  the  rather  de- 
cided differences  between  them  would  tend  to  confirm  the  view  that  size  of 
city  is  a  factor  of  at  least  equal  importance  with  the  size  of  establishment 

The  fact  that  the  variations  of  expenses  are  so  great  for  drug  chains  of 
the  same  size  operating  in  cities  of  different  size  combined  with  the  bet 
that  in  cities  of  the  same  size  there  are  still  important  variations  in  expensei 
for  different  sizes  of  these  chains  points  to  the  conclusion  that  the  effects 
of  either  size  of  store  or  size  of  chain  upon  gross  margins,  operating  ex* 
penses,  or  net  profits  cannot  and  will  not  be  thoroughly  understood  until 
size  volume  figures  are  analyzed  according  to  the  population  of  the  cities  in 
which  they  are  operated.  The  Harvard  Bureau  must  be  given  credit  for 
recognizing  that  the  size  of  city  was  an  important  factor  in  operating  resuIti 
and  they  have  in  the  past  pTesexvt^d  a  Tx\unber  of  analyses  of  this  character 
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along  with  those  by  size  of  establishment.  An  analysis  of  their  past  results 
for  unit  stores  by  size  of  establishment  in  cities  of  varying  ranges  of  popu- 
lation would  be  extremely  valuable.  And  the  same  applies  to  their  wholesale 
figures.  Such  a  composite  breakdown  is  apparently  not  practicable  from  the 
published  census  figures^  though  the  information  necessary  for  it  was  ob- 
tained. It  would  seem  more  than  worth  while  in  any  subsequent  census  to 
publish  either  such  a  breakdown  or  the  data  for  making  it. 

W.  J.  Donald. — The  merger  movement  is  not  over  and  once  financial 
markets  become  favorable  to  security  flotations^  we  may  well  expect  it  to 
return  in  considerable  volume.  Meantime^  the  kinds  of  mergers  that  are  taking 
place^  for  the  most  part^  are  the  purchase  of  plants  goodwill^  patents,  and 
business  of  small  companies  by  large  companies,  and  the  purchase  of  the  se- 
curities of  a  small  company  by  a  large  company,  often  conditional  on  net 
profits. 

The  marketing  advantages  and  economies  to  be  secured  from  mergers  vary 
widely  according  to  the  class  of  merger  or  combination  of  classes  of  merger. 
Among  those  which  have  been  generally  assumed  are  the  following:  stabiliza- 
tion of  price  in  highly  competitive  markets,  standardization  of  products  in 
the  interests  of  a  lower  price  and  a  lower  cost  of  production  from  large- 
scale  continuous  operations,  reduction  of  expense  of  advertising,  reduction 
of  the  sales  force,  reduction  of  the  total  number  of  branch  offices  and  branch 
office  expense,  improvement  in  the  quality  of  marketing  staff  service  availa- 
ble in  the  marketing  of  all  products  in  the  line,  the  rounding  out  of  a  family 
of  products,  reduction  of  sales  administration  overhead,  reduction  of  sales 
traveling  expense,  reduction  of  transportation  charges  through  elimination 
of  cross  shipments,  strengthening  of  the  position  of  the  company  in  reciprocal 
selling,  strengthening  of  the  position  of  the  merged  company  in  relation  to 
large  dealers,  especially  department  stores,  chains  and  syndicates,  reduc- 
tion of  the  number  of  drops  and  the  amount  of  distressed  merchandise  once  the 
Initial  stages  of  the  merger  are  completed,  partial  elimination  of  competition 
from  inferior  products,  advantages  of  more  adequate  financing  of  purchases, 
especially  through  an  allied  installment  credit  corporation,  increased  se- 
curity for  trade  marks,  making  possible  a  stronger  policy  of  selective  dis- 
tribution. 

While  not  all  of  these  marketing  advantages  of  mergers  apply  to  all 
mergers  and  while  many  of  the  plans  that  could  have  been  realized  have  not 
functioned  effectively  in  many  cases,  and  while  the  marketing  aspect  of  merg- 
ers has  been  most  neglected,  nevertheless,  it  is  my  opinion  that  the  pos- 
sibilities are  quite  as  great  as  have  been  claimed  and  that  they  will  yet  be 
realized  if  sound  marketing  policies  are  developed  for  each  individual 
situation. 
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RESERVE  BANK  POLICY  AND  ECONOMIC  PLANNING^ 

By  Haeold  L.  Resd 
Cornell  Ufdvenity 

Of  the  numerous  and  varied  products  of  the  existing  depression,  the 
most  significant,  from  the  standpoint  of  future  governmental  stractoR^ 
is  the  intensification  of  the  demand  that  this  country  should  immediatdj 
create  new  agencies  to  be  vested  with  economic  planning  responsibilitieti 
Despite  the  fact  that  it  has  long  been  orthodox  doctrine  to  hold  that  a 
large  degree  of  community  interference  is  required  to  permit  the  com- 
petitive system  to  function  equitably,  despite  the  tendency  to  dedue 
that  more  and  more  industries  are  vested  with  a  public  interest,  despte 
the  tremendous  increase  of  regulatory  boards  and  commissions  in  al 
branches  of  government,  it  is  becoming  increasingly  popular  to  mge 
that  private  enterprise  should  be  subjected  to  still  more  direction  tod 
control.  Otherwise,  we  are  informed,  the  only  alternative  is  SovietuDi 
and  Sovietism  must  be  a  dreadful  state.  For,  if  it  were  not,  we  wooU 
not  be  willing  to  contemplate  so  many  vexatious  devices  to  avoid  it 

Many  of  the  most  widely  discussed  of  recent  plans  to  secure  the 
more  harmonious  utilization  of  our  material  resources  are  confessedly 
councils  of  despair  in  that  their  proponents  do  not,  at  the  present  stage, 
profess  ability  to  refute  even  the  most  superficial  of  objections.  Deffftte 
the  wide  and  varied  experience  out  of  which  it  grew,  and  the  loftineii 
of  purpose  of  its  author,  the  Swope  plan  cannot  guarantee  any  meani 
whereby  outputs  can  be  properly  adjusted  to  consumption  demand 
unless  the  trade  association  is  given  power  to  restrict  arbitrarily  the 
entrance  into  the  industry  of  new  competing  enterprises.  As  for  a  goodlj 
portion  of  the  plans  to  set  up  national  econonyc  .councils,  the  thinldilg 
has  admittedly  not  gone  far  beyond  the  stage  of  organization  and  struc- 
ture. It  is  merely  hoped  that  much  good  might  result  if  provisioB  were 
made  for  the  formal  and  regular  gathering  together  of  repreaentatifei 
of  important  economic  interests  on  a  council  definitdy  charged  wiili 
the  responsibility  of  giving  advice  to  legislative  and  administrative  au- 
thorities. So  far  as  I  am  aware,  no  one  has  yet  advocated  that  sack  a 

*  The  reader  is  reauested  not  to  assume  in  advance  that  the  writer's  thesis  wiD  be 
that  the  Reserve  banks  should  take  unto  themselves  such  planning  respoosibilitiei  al 
have  been  delegated  to  national  councils  in  several  European  countries.  TTie  writer  £»- 
tended  to  argue  that  by  the  wise  exercise  of  existing  credit  powers  the  Reserve  baab 
could  lessen  the  necessity  for  such  planning  bodies.  If  the  writer  does  not  make  tUi 
position  clear  he  is  open  to  adverse  criticism  on  the  ground  that  the  Reserve  banks  aie 
not  so  constituted,  administratively,  as  to  Justify  the  delegation  of  detailed  ectmoak 
planning  responsibilities  to  them.  If  the  exposition  is  consistent  with  his  intentloiw 
however,  such  criticism  wo^d  V>e  a  ims^\jer^T«\A\ioxi  of  his  paper. 
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councfl  should  be  substituted,  with  power  to  enact  legislation,  for  one 
of  the  houses  of  the  federal  Congress,  both  of  which  are  now  organized 
on  the  basis  of  geographical  representation.  The  present  program  is  to 
create  new  agencies  of  control,  not  to  destroy  or  systematize  old. 

In  the  field  of  credit,  particularly  in  that  of  investment  banking,  there 
are  also  pressing  demands  that  we  graft  on  to  existing  agencies  new 
boards  of  control  or  advice.  It  is  advocated  in  several  current  proposals 
that,  without  the  consent  of  a  credit  planning  commission,  new  securi- 
ties could  not  be  issued  or  distributed;  and  that  licenses  to  appeal  to 
the  country's  investors  should  be  granted  only  after  the  formulation 
of  a  plan,  designed  to  keep  the  various  industries  in  step  and  in  harmony. 
The  unescapaUe  difficulty  that  partiality  could  not  be  avoided  in  allot- 
ments  is  held  to  be  a  minor  evil  as  compared  with  the  consequences  of 
proceeding  further  with  existing  methods  of  procuring  funds  from 
iDTestors. 

In  estimating  the  probability  that  such  new  agencies  would  operate 
successfully  it  is  necessary  to  inquire  whether  they  would  possess  ad- 
▼antages  over  existing  planning  organizations.  I  do  not  believe  it  spe- 
cial pleading  to  argue  that  in  the  credit  field  we  already  have  a  planning 
agency  with  broad  and  extensive  powers.  Central  banking  systems  are 
the  products  of  years  of  experience  and  of  constant  adaptation  of  their 
operations  to  the  requirements  of  particular  economic  situations.  For 
decades  they  have  been  the  repositories  of  a  wealth  of  information  pro- 
ceeding from  business  contacts  and  operating  experience.  They  deal  in 
the  vital  fluid  of  competitive  enterprise  credit — and  yet  they  have  gen- 
erally escaped  responsibility  for  making  special  and  particularized  de- 
cisions. It  is  true  that  this  observation  might  be  held  to  be  inconsistent 
with  the  fact  that  our  Federal  Reserve  banks  are  required  to  accept  or 
deny  specific  discount  applications  by  member  banks.  But  as  a  matter 
of  procedure  most  such  decisions  are  based  on  rules  of  thumb;  and  it 
is  furthermore  generally  true  that  the  initiative  of  our  Reserve  banks 
in  conducting  open  market  operations  is  a  decisive  factor  in  determin- 
ing whether  discount  applications  will  be  made  by  member  banks  in 
large  or  in  small  volume.  At  any  rate,  it  is  a  function  of  the  member 
banks  to  distribute  credit  among  rival  bidders.  Federal  Reserve  re- 
sponsibilities relate  principally  to  such  general  powers  as  influencing 
the  cost  and  supply  of  credit,  and  not  to  selecting  the  particular  enter- 
prises among  which  credit  is  to  be  allotted. 

Many  of  the  objections  applicable  to  plans  to  create  new  agencies 
for  the  promotion  of  economic  harmonies  cannot  therefore  be  made 
against  the  type  of  planning  for  which  a  central  banking  system  seems 
clearly  adapted.  It  is  accordingly  essential  that  more  thought  be  given 
by  economists  than  has  been  to  the  possibilities  of  seonmg  ^tom^^ 
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central  banking  operations  8ome  of  the  objectives  of  current  planmnf 
suggestions  before  traveling  the  perilous  paths  toward  trade  organiit- 
tion  control,  toward  formally  recognized  national  economic  councili} 
toward  governmental  agencies  to  ration  and  allot  long-term  credit 

If  now  we  argue  that  the  Reserve  bank  directorial  bodies  posMM  | 
certaun  definite  advantages  as  economic  planning  agencies,  agencies  to 
which  much  of  our  stabilization  program  should  be  entrusted,  it  ii 
necessary  to  inquire  as  to  the  help  that  economists  may  give  then. 
Unless  purposive,  economic  thinking  of  a  broad  character  becomes  domi- 
nant in  their  councils,  the  Reserve  banks  must  continue  to  be  regarded 
as  part  of  the  domain  of  private  banking.  We  must  determine,  there- 
fore, as  precisely  as  we  can  how  applicable  current  business  cycle  theories 
are  to  the  type  of  facts  with  which  any  central  banking  system  is  £- 
rectly  concerned.  What  prospect  is  there  of  reaching  some  measure  off 
agreement  among  proponents  of  rival  theories  so  far  as  the  task  10 
that  of  finding  a  basis  for  practical  banking  operations?  To  what  ex- 
tent can  the  rival  doctrines  be  subjected  to  statistical  verification  10 
that  any  application  of  them  will  seem  to  be  realistic ;  so  that,  in  other 
words,  men  of  analysis,  on  the  one  hand,  and  administrators  on  the 
other,  will  find  a  common  meeting  ground?  What  possibility  is  there  thatt 
in  the  practical  problems  of  credit  and  banking,  economists  may  be 
moved  to  distinguish  between  attempts  to  solve  the  distant  ultimates  and 
efforts  to  uncover  proximate  realities?  What,  in  short,  have  economist! 
to  offer  the  type  of  men  who  always  will  occupy  positions  of  influence 
in  central  banking  administration?  Although  satisfactory  answers  to 
any  of  these  questions  cannot  here  be  given,  a  mite  of  progress  may  per 
haps  be  realized. 

At  the  present  juncture,  there  would  probably  be  little  disagree- 
ment among  economists  with  the  assertion  that,  for  our  purposes,  s 
large  part  of  business  cycle  theory  cannot  be  utilized.  Without  dis- 
paraging its  value  for  other  purposes,  it  will  be  readily  admitted,  I 
believe,  that  much  of  prevailing  theory  is  the  result  merely  of  ingenious 
exercises  in  the  drawing  of  deductions  from  premises,  the  truth  of  which 
may  not  be  universal.  To  my  mind  a  case  in  point  is  the  brilliant  work 
of  Foster  and  Catchings — and  I  go  out  of  my  way  to  say  brilliant  be- 
cause so  many  adverse  critics  seem  not  to  understand  their  argument 
Their  analysis  does  reveal  clearly  how,  if  saving  goes  beyond  certain 
limits,  difficulties  must  be  encountered  in  finding  a  market  for  the  oat- 
puts  of  industry.  But  the  initial  equations,  which  are  asserted  to  repre- 
sent a  condition  of  equilibrium,  make  no  formal  entry  for  saving.  It 
cannot  be  denied,  however,  that,  without  saving,  a  society  possessing 
the  other  characteristics  therein  ascribed,  must  shortly  experience  t 
diminution  in  outputs.  'Fxom  \.Vv&  n^t^  first  the  doctrine  is  thus  posed 


Reserve  Bank  Policy  and  Economic  Planning  111 

1  such  a  way  as  merely  to  raise  the  question  whether  saving  can  go  too 
ar.  It  itself  does  not  reveal  the  amount  of  saving  necessary  to  permit 
xpiilibrium  to  be  maintained  year  after  year  between  production  and 
consumption  demand.  Informative  as  the  doctrine  may  be  with  respect 
to  possible  processes  it  cannot  be  accepted  as  a  basis  for  a  stabilization 
policy. 

Many  other  doctrines  which  are  frankly  intended  to  be  directly  ap- 
plicable to  central  banking  problems  reveal  a  confidence  that  is  amazing 
with  respect  to  the  simplicity  with  which  it  is  assumed  financial  forces 
operate.  A  variety  of  such  theories  assume  there  is  some  magical  quality 
in  a  central  bank's  discount  rate.  Frequently,  it  seems  unnecessary  for 
adherents  of  such  doctrines  to  inquire  whether  the  fundamental  fact  is 
the  availability  of  credit,  or  the  cost  of  obtaining  credit.  The  processes, 
moreover,  by  which  credit  flows  from  one  use  to  another,  the  obstruc- 
tions encountered  in  its  flow,  the  conditions  governing  the  relationship  of 
central  bank  operations  to  member  bank  activities,  the  circumstances 
which  influence  member  banks  in  utilizing,  say,  surplus  reserves,  the 
factors  which  in  turn  govern  the  borrowing  dispositions  of  the  business 
public,  these  to  many  economists  seem  to  be  unessential  questions.  The 
influence  of  a  high  or  low  bank  rate  upon  business  activity  is  often 
regarded  as  direct  and  universal  in  the  intensity  of  its  influence.  A  low 
fate,  so  it  is  sometimes  alleged,  gets  translated  immediately  into  higher 
prices  for  the  **non-available  output''  by  means  of  the  discount  process. 
To  others  a  low  interest  rate  stimulates  purchasing  even  by  dealers  and 
traders  who  have  a  quick  turnover  through  the  process  of  reducing 
costs.  Such  doctrines,  no  matter  how  useful  they  may  be  for  some  pur- 
poses, demand  too  much  faith  in  the  influence  of  particular,  and  per- 
haps minute,  processes  to  be  acceptable  to  bankers  who  know  something 
of  other  powerful  forces  that  are  always  at  work. 

Nor  can  I  omit  friendly  reference  at  this  point  to  the  zeal  with  which 
some  price  stabilizationists  have  overworked  the  doctrines  of  their  in- 
spiration by  assuming  under  all  conditions  the  easy  responsiveness  of 
commodity  prices  to  money  and  credit  policies.  In  recent  years  there 
has  been  a  tremendous  amount  of  discussion  regarding  the  particular 
price  level  to  which,  by  means  of  credit  policies,  we  should  endeavor  to 
return  speedily.  Would  it  be  better  to  re-establish  the  level  of  1926,  or 
the  average  for  the  1928-82  period,  or  some  other  price  level?  And 
should  the  governing  index  reflect  wholesale  prices,  costs  of  living,  or  a 
more  general  array  of  goods  and  services  including  perhaps  the  prices 
of  intermediate  goods?  Does  not  much  discussion  of  this  type  fail  to 
reckon  with  the  possibility  that  under  certain  conditions  it  may  be 
beyond  our  power  to  avoid  some  instability  in  our  standard  of  deferred 
payments,  or  that  temporary  success  in  such  stabilization  ^Rot\.%  tsv\^\. 
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finally  result  in  violent  and  perhaps  uncontrollable  price  movements  d 
a  reverse  character. 

To  drive  home  this  point,  I  should  like  to  make  reference  to  the  se- 
tivities  of  the  Reserve  banks  in  the  middle  of  1927.  Although  undoubtedly 
conceived  to  accomplish  other  ends,  the  greatly  increased  open  maiket 
purchase  of  the  Reserve  banks  in  the  first  half  of  1927,  and  the  ensniiig 
reductions  in  discount  schedules  from  July  of  that  year  on,  represented 
precisely  the  sort  of  action  we  should  have  expected  of  our  central 
banking  system  if  it  had  been  under  mandate  to  stabilize  wholesale  price 
levels.  For,  during  1926,  the  Bureau  of  Labor  Statistics  wholesale  price 
index  declined  by  about  5  per  cent,  and,  during  the  early  part  of  19S7, 
this  mild,  but  steady,  downward  movement  continued.  Toward  tUi 
downward  movement  a  variety  of  factors  undoubtedly  contributed.  But, 
in  my  belief,  we  should  admit  the  influence  of  an  unusually  rapid  intro- 
duction by  manufacturing  enterprises,  especially,  of  improved  machinei; 
and  cost-saving  processes  of  all  sorts.  This  contention  may  be  ill 
founded.  But  whether  or  not  it  is,  disproof  cannot,  I  think,  be  found  a 
statistics  of  production  of  the  type  which  show  that  the  annual  rate  o( 
growth  in  total  outputs  from,  say,  1922  to  1928,  was  not  far  out  d 
line  with  pre-war  trends.  Technical  and  organization  improvementi,  I 
believe,  had  much  more  often  the  consequences  of  reducing  costs  and 
of  increasing  capacities  than  they  did  of  expanding  outputs.  Considert- 
tion  of  unemployment  tendencies  in  this  period  adds  support  to  tint 
interpretation.  But  even  if  I  can  be  convicted  of  error  in  this  assertion, 
I  shall  not  be  greatly  worried.  Any  assumption  erroneous  as  to  facte 
can  easily  be  made  the  hypothesis  of  a  period  which  we  may  ezpericsoe 
in  the  future. 

As  a  result  of  these  Federal  Reserve  easing  measures  the  growth  d 
member  bank  loans  and  investments  from  the  first  quarter  of  1927  to 
the  middle  of  1928  was  extremely  large,  in  fact  much  in  excess  of  tbe 
1922-29  average.  Largely  as  a  consequence,  I  hold,  the  supply  of  credit 
made  available  to  business  corporations  by  means  of  new  non-refundingi 
security  issues  was  of  record  volume.  Through  investment  offerings  fande 
were  obtained  which,  when  distributed  through  the  normal  channds  of 
trade,  so  sustained  the  money  demands  for  goods  of  all  types  thati 
until  almost  the  close  of  1929,  the  downward  movement  of  wbdessk 
prices  was  checked.  But  this  stabilization  of  prices  was  accompanied  hj 
a  remarkable  expansion  of  our  capital  equipment.  Productive  power 
was  so  geared  up  that,  ever  since  the  1929  recession  in  the  secoritj 
markets,  it  has  been  difficult  to  find  a  satisfactory  outlet  for  bank 
credit  in  plant  improvement  projects. 

The  rapid  price  declines  of  rec»it  years  may  therefore  be  chara^ 
terized,  I  think,  very  largely  as  a  belated  consequence  of  the  easing 
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credit  measures  of  1927.  In  other  words,  it  may  properly  be  asked  if 
commodity  prices  which  do  not  sufficiently  respond  to  reduced  per  imit 
(K>st8  of  production  may  not  just  as  appropriately  deserve  the  opprobri- 
ous term  of  inflation  as  might,  under  other  conditions,  an  actually  ad- 
▼ancing  price  level.  The  argument  here  might  possibly  be  strengthened 
by  calling  attention  to  international  factors.  To  attempt  to  sustain 
domestic  commodity  prices  by  credit  devices  when,  in  other  nations^ 
contrary  forces  are  at  work,  may  necessitate  the  creation  of  so  much 
credit  as  to  encourage  serious  abuses  in  the  investment  and  speculative 
markets.  It  may  be  that  this  phase  of  the  problem  will  be  dealt  with  in 
-    the  following  paper. 

Since  this  illustration  has  been  long  I  may  reiterate  that  I  am  trying 
to  show  the  impossibility  of  utilizing  certain  stabilization  doctrines 
which  assume  that  the  world  in  which  we  live  is  so  ordered  that  we  may 
easily  avoid  fluctuations  in  the  purchasing  power  of  our  monetary  unit 
L  by  means  of  credit  policies  if  only  we  have  the  will  to  do  so.  It  may 
perhaps  be  true  that,  if  we  are  to  avoid  extensive  price  derangements,  we 
Hmst  accept  minor  readjustments  in  prices,  as  well  as  in  the  volume 
of  business  activity,  as  part  of  our  inexorable  destiny. 

The  above-stated  appraisals  of  the  inadaptability  for  our  purposes 
of  much  of  the  business  cycle  and  stabilization  doctrine  that  is  current 
are  given  merely  as  a  prelude  to  the  kind  of  theory  that  here  will  be 
offered.  Our  doctrine  must,  if  possible,  be  dressed  in  a  terminology  that 
Is  understandable  to  banking  executives;  it  must  not  be  crowded  with 
ultima tes  when  proximate  realities  will  suffice;  it  must  not  be  fashioned 
to  accomplish  too  grandiose  objects;  it  must,  as  far  as  is  possible,  be 
capable  of  statistical  verification;  it  perhaps  should  be  little  more  than 
intelligent  empiricism.  At  the  same  time,  however,  it  should  be  capable 
of  being  interpreted  in  terms  of  the  processes  by  means  of  which  economic 
forces  operate. 

But  what  should  be  the  cardinal  points  in  such  a  doctrine?  With 
especial  reference  now  to  economic  and  financial  processes,  the  follow- 
ing are  suggested: 

1.  There  must  be  full  recognition  of  the  proposition  which  our  chair- 
man has  so  ably  expounded'  that  the  real  starting  point  of  disorderly 
liquidation  is  the  general  rush  of  those  in  debt  to  get  out  of  debt.  The 
moment  debtors  as  a  class  decide  that  they  have  overreached  them- 
selves, all  sorts  of  disturbances  are  initiated  which  tend  to  develop  with 
cumulative  force.  Anxiety  to  convert  assets  into  cash  is  the  universal 
proximate  cause  of  disorderly  price  declines  and  of  liquidation  in  all  its 
more  violent  aspects.  To  check  such  liquidation,  purchasing  power  in 
the  form  of  bank  credit  must  in  some  way  be  restored.  Despite  much 

'  Irving  Fisher,  Bocm$  and  Dspre^iiaru, 
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general  opinion  to  the  contrary,  I  do  not  believe  that  business  cyde 
theory  has  demonstrated  successfully  how,  outside  the  field  of  released 
banking  power,  depression  automatically  generates  forces  capable  of 
overcoming  the  constantly  increasing  evils  resulting  from  the  genersl 
pressure  to  liquidate  debts. 

2.  The  most  important  underlying  cause  of  a  general  disposition  of 
entrepreneurs  to  liquidate  is  the  fact  that  new  debts  are  not  being  cre- 
ated in  sufficient  volume.  There  is  nothing  wrong  with  debts  per  se  becsme 
a  vital  aspect  of  business  is  the  contracting  of  debts  by  some  in  the  hapt 
that  such  debts  can  be  liquidated  out  of  funds  circulated  among  the 
members  of  the  business  community  as  a  consequence  of  the  borrowing 
of  others.  Indebtedness  is  incurred  only  because  there  is  confidence  thit 
new  debts  will  regularly  succeed  and  take  the  place  of  old  debts.  Is 
other  words,  since  most  private  debts  are  paid  by  drawing  checks  againft 
banks,  the  constant  and  normal  flow  of  bank  credit  into  new  basinen 
transactions  must  not  be  interrupted  if  old  debtors  are  to  be  kept  froo 
initiating  disturbing  liquidation. 

8.  The  banking  system  must  be  so  organized,  if  the  purpose  is  to 
avoid  periods  of  disorderly  liquidation,  that  hesitation  among  the 
entrepreneural  classes  will  shortly  be  countered  by  decisive  efforts  on 
the  part  of  banks  to  get  more  credit  into  use.  In  this  respect  it  may  fairij 
be  questioned  if  the  American  banking  system  operates  as  successfully 
as  in  the  days  prior  to  the  organization  of  the  Federal  Reserve  systeiB. 
Member  banks  have  been  taught  that  they  should  not  plan  to  emploj 
Federal  Reserve  credit  for  extended  periods  of  time.  But  experience 
shows  that  in  boom  years  an  irregular  and  intermittent  nibbling  into  tlie 
reservoir  of  reserve  credit  by  a  large  number  of  member  banks  will  giie 
rise  to  a  considerable  volume  of  discount  indebtedness.  After  the  turn  b 
business  arrives,  bankers  like  other  business  men  strive  nervously  to  ertse 
these  debts.  In  the  absence  of  such  windfalls  as  the  receipt  of  gold  from 
abroad  and  favorable  central  bank  operations,  bankers  as  a  class  cannot 
discharge  their  debts  to  the  reserve  institutions  save  by  reducing  the 
volume  of  their  deposit  obligations  through  calling  loans.  But  the  rapid 
calling  of  loans  destroys  the  worth  of  bank  assets.  Vigorous  counter- 
action by  the  Reserve  banks,  by  means  of  such  processes  as  extensive 
open  market  purchases  of  government  securities,  is  then  required  to 
stem  the  tide  of  liquidation.  In  an  acute  emergency  the  mere  estaUish- 
ment  of  low  discount  rates  is  likely  to  be  of  little  avail. 

4.  If  the  volume  of  debts  contracted  before  a  severe  shock  to  con- 
fidence has  been  large  it  is  probable  that  open  market  operations  de- 
signed merely  to  erase  member  banks'  discount  indebtedness  will  not 
be  sufficient  to  restore  the  flow  of  bank  credit  throughout  the  business 
community  in  sufficient  volume  to  check  disorderly  liquidation.  When 
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msiness  actiyity  recedes  bankers  become  more  conseryative  in  granting 
credit,  and,  in  a  declining  securities  market,  bank  deposits,  in  com- 
>ari8on  with  holdings  of  corporate  equities,  become  more  preferred  by 
nvestors.  A  refusal  at  such  a  time  of  depositors  to  invest  has  essen- 
:ially  the  same  consequences  as  at  other  times  would  result  from  the 
-emoval  from  business  use  of  a  portion  of  the  outstanding  exchange 
nedium. 

5.  In  the  distribution  of  bank  credit  the  long-term  capital  opera- 
Jons  of  business  are  of  great  importance,  because  these  operations 
constitute  that  portion  of  our  economic  activity  which  at  all  times 
xercises  an  especially  potent  influence  upon  prices.  Funds  released  in 
)lant  improvement  projects,  for  instance,  tend  to  produce  at  once  an 
ntensification  of  the  money  demands  for  all  types  of  goods;  and,  at 
:he  same  time  without  the  consequence  of  increasing  immediately  the 
iow  of  consumers'  goods  to  the  market.  While  such  capital  operations 
nay  normally  be  highly  sensitive  to  money  market  conditions  because 
hey  are  more  adaptable  to  long-term  borrowings,  in  which  money  rates 
ire  of  the  most  importance,  they  may  be  quite  irresponsive  to  even 
favorable  credit  conditions  in  periods  of  depression.  In  every  serious 
reaction  the  more  or  less  universal  testimony  of  entrepreneurs  is  that 
plant  capacities  exceed  any  requirements  immediately  in  prospect.  Ex- 
planations of  the  tendency  of  business  concerns  to  overbuild  plants  in 
times  of  activity  are  numerous  and  varied.  Leaving  out  of  account 
psychological"  tendencies  to  overestimate  future  demands,  the  follow- 
ing ^Hechnical"  factors  deserve  especial  emphasis  for  our  purposes: 

a.  The  entrepreneur  has  frequently  no  real  opportunity  to  decide 
upon  a  middle  course.  Ten  extra  subscribers  may  compel  a  small  tele- 
phone company  to  insert  a  new  switchboard  section  containing  a  hun- 
dred drops.  Where  an  80  horse  power  electric  motor  is  required,  a  100 
dorse  power  motor  may  have  to  be  installed  for  the  reason  that  there 
is  no  commercial  size  between  75  and  100  horse  power. 

b.  Expansion  designed  to  meet  the  demands  of  conservative  esti- 
mates may  not  offer  prospects  of  reducing  per  unit  costs  at  all  com- 
parable with  those  promised  by  more  elaborate  projects. 

On  the  financial  side  it  must  furthermore  be  realized  that  capital 
issues  are  rather  exceptional  incidents  in  the  financial  experience  of 
nost  corporations.  The  tendency  must  always  be  to  make  "ample"  pro- 
irision  for  the  future.  Once,  however,  the  means  of  financing  are  as- 
sured, it  becomes  difficult  or  impossible  to  avoid  succumbing  to  the 
^treaties  of  the  engineer. 

The  economic  world  in  which  we  live  is  unfortunately  not  one  in 
^hich,  without  some  sort  of  arbitrary  control,  we  may  count  upon  a 
larmonious  development  as  between  capital  equipment  and  &c^q\  ^^t^^- 
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ucts,  save  perhaps  in  the  sense  thai  disturbances  in  the  one  field  nnut 
be  communicated  to  the  other.  It  does  not  take  long,  furthermore,  for 
an  "improvement"  boom  to  alter  radically  the  productive  powers  <rf 
our  leading  industries.  The  total  replacement  value  of  the  countrj*! 
plant  equipment  of  all  types — including  factories,  railroads,  commer- 
cial buildings — probably  does  not  exceed  the  income  of  the  people  in 
a  single  average  year.  To  stagger  plant  improvement  between  indoi- 
tries,  so  that  intensive  evil  conjunctures  may  be  avoided,  requires  care- 
fully exercised  control  in  periods  of  normal  or  supernormal  activity. 
The  encouraging  influence  of  abundant  credit  may  be  insufficient  after 
serious  reaction  has  developed  to  secure  any  marked  degree  of  plant 
expansion.  To  be  an  effective  planning  agency,  a  central  bank  cannot 
therefore  start  from  "scratch,**  in  the  sense  that  it  is  easy  at  any  time 
for  it  to  offset  the  mistakes  of  the  past.  The  central  banking  system'i 
efforts  must  be  continuous  and  long  sighted. 

A  brief  recapitulation  here  may  be  helpful.  For  reasons  indicated 
we  are  not  likely  to  get  during  severe  depressions  as  liberal  credit 
policies  as  are  desirable.  Even  if  we  could  we  should  not  have  solved  all 
of  the  problem.  Effective  stabilization  requires  also  a  restraining  credit 
policy  in  the  good  years,  particularly  because  of  tendencies  to  over 
develop  our  plant  equipment. 

6.  Although  long-term  investment  demands  may  be  highly  significant 
with  respect  to  informing  us  as  to  the  processes  by  which  rapid  changes 
in  the  credit  volume  come  to  take  place,  it  would  be  extremely  difBcuIt 
to  base  central  banking  policy  predominantly  upon  developments  is 
the  field  of  capital  investment.  For  one  matter,  methods  of  corporate 
financing  constantly  change,  and  it  may  become  impossible  to  estimate 
the  extent  to  which  long-term  issues  have  merely  been  taking  the  place 
of  commercial  borrowings  which  otherwise  would  be  more  extensivdj 
relied  upon.  As  another  practical  difficulty,  capital  issues  have  dis- 
played such  extreme  fluctuations  in  the  past  that  it  is  practically  be- 
yond the  statistician's  power  to  make  any  reasonable  estimate  of  t 
"norm.** 

7.  There  is  much  evidence,  however,  to  support  the  contention  that 
excesses  in  the  issuance  of  long-term  capital  issues  are  largely  the  cmt- 
sequence  of  member  banks*  coming  into  possession  of  an  afanormaUj 
large  volume  of  lending  power  and  vice  versa ;  that,  therefore,  if  the 
per  year  growth  of  member  bank  credit  could  be  steadied  mistakes  in 
the  use  of  long-term  credit  would  be  greatly  reduced.  Elsewhere  I  have 
compared  fluctuations  in  the  volume  of  member  bank  loans  and  invest- 
ments with  new  corporate  issues.*  From  this  comparison  it  appears  that 
from  1922  to  1929  the  peaks  in  new  corporate  issues  were  reached  at 

'Federal  Beierve  Policy,  1921-1980,  ^^^^  \8K^1B1. 
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about  the  same  periods  of  time  as  those  in  which  a  curve  of  the  volume 
of  member  bank  credit  attained  temporary  maxima.  There  is  every 
evidence  that  any  sudden  increase  in  the  lending  power  of  banks  tends 
to  manifest  itself  for  the  time  being  largely  in  long-term  investment 
channels. 

In  conclusion,  therefore,  full  recognition  of  the  significance  of  long- 
term  investment  credits  does  not  seem  to  require  us  to  lay  down  any  dif- 
ferent principle  for  the  guidance  of  central  banks  than  we  would  be 
obliged  to  formulate  if  the  only  type  of  credits  extended  by  the  bank- 
ing system  were  those  of  a  short-term  commercial  character.  Long-term 
investment  excesses  seem  to  be  largely  the  consequence  of  an  unsteady 
growth  in  the  total  outstanding  volume  of  member  bank  credit.  The 
statistical  basis  for  supporting  the  policy  of  steadying  the  growth  of 
credit  has  been  elaborately  supplied  by  Snyder.  All  I  have  tried  to  do 
here  is  to  show  how  his  thesis  might  be  defended  by  analyzing  the 
processes  which  must  be  controlled  if  the  Reserve  system  is  to  operate 
successfully  as  an  economic  planning  agency. 

I  am  aware  of  the  fact  that  to  try  to  steady  the  growth  of  member 
bank  credit  could  not  be  a  policy  that  would  be  thoroughly  satisfactory 
to  idealists.  Under  it  we  would  no  doubt  continue  to  experience  minor 
business  reactions  and  also  some  degree  of  fluctuation  in  the  purchasing 
power  of  the  dollar.  In  the  last  analysis  this  policy  must  rest  on  the 
premise  that,  in  the  absence  of  serious  credit  pressure,  custom,  contract, 
and  friction  tend  to  produce  a  reasonably  stable  level  for  all  the  prices 
that  go  to  make  the  demand  for  credit  what  it  is.  This  premise  can 
never  be  exactly  correct.  But  I  do  believe  it  squares  more  closely  with 
the  facts  than  other  stabilization  doctrines  which  are  current,  and  if 
it  could  be  accepted  merely  as  an  approach  to  central  banking  policy, 
there  would  be  some  assurance  that,  in  any  short  period  of  time,  serious 
maladjustments  would  not  be  occasioned  by  monetary  causes.  And  if 
any  part  of  the  explanation  seems  involved  some  progress  might  be 
achieved  simply  by  declaring  to  the  banking  administration  that  its 
basic  responsibility  consists  in  keeping  always  in  a  position  to  accelerate 
or  retard  the  flow  of  bank  credit.  For,  when  the  flow  of  credit  becomes 
too  rapid,  an  excessive  volume  of  debts  is  created;  and  when  the  flow 
of  credit  becomes  deficient,  old  debts  cannot  be  discharged. 

Objections  to  the  conclusion  herein  supported,  which  might  be  de- 
▼eloi)ed  from  an  analysis  of  international  factors,  cannot  here  be  con- 
sidered. But  to  those  who  see  inescapable  difficulties  from  this  source, 
I  would  suggest  that  the  attempt  be  made  to  compare  its  probable  con- 
sequences in — say — the  period  1922  to  1928,  with  the  actual  policies 
that  were  promulgated.  I  would  also  ask  to  have  reviewed  the  whole 
question  whether  American  economic  developments  do  nol  ex.et\.  Itxt  \sv^t^ 
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influence  upon  those  of  the  entire  world  than  we  as  yet  have  even  be- 
gun to  surmise.  If  the  results  of  such  an  exercise  are  not  favorable  to 
our  contention,  I  would  then  raise  the  further  question  whether  goU 
standard  currency  systems  do  not  require  modification.  But  the  al- 
teration of  the  rules  of  the  gold  standard  game  is  not  the  immediate 
task.  In  our  thinking  we  must  first  conceive  of  an  adequate  domestic 
policy  before  we  are  justified  in  proposing  efforts  designed  to  accompU 
grandiose  international  objectives. 


IDERAL  RESERVE  POLICY  IN  WORLD  MONETARY 

CHAOS 

By  James  Harvey  Rogers 
Yale  University 

r  in  recent  years  have  the  monetary  systems  of  the  civilized 
►een  in  a  more  chaotic  state.  Even  the  post-war  inflation  period 
t  hardly  more  extraordinary  or  more  tragic  conditions. 
British  Empire  and  the  so-called  "Sterling  Group"  remain  on 
ated  paper  standards  with  no  clear-cut  plans  for  the  future. 

and  the  United  States  continue  to  hold  approximately  two- 
Df  the  world's  monetary  gold  stock,  while  no  inconsiderable  por- 
the  remaining  one-third  is  piled  up  useless  and  virtually  sterile 
ium,  Switzerland,  and  Holland. 

iwhile,  business  activity  and  commodity  prices  throughout  the 
lave  sunken  to  levels  completely  incompatible  with  the  existing 

of  debt.  The  ruthless,  exceedingly  painful,  automatic  adjust- 
f  this  volume  of  debt  to  the  low  level  of  prices  moves  slowly  on- 
larrj^ng  with  it  the  wrecked  fortunes  and  the  ruined  lives  of  no 
ierable  portion  of  the  world's  best  citizens.  In  such  a  situation 
I  Reserve  policy  has  been  faltering  and  frequently  unsatisfactory. 
almost  two  years  and  a  half  after  the  depression  began,  the  gen- 
inciple  upon  which  policies  were  based  seemed  to  be:  *'The  body 
ic  will  heal  itself,  once  *normaP  and  ^desirable'  liquidation  has 

course."  Hence,  while  very  commendable  and  effective  action 
?quently  taken  to  "cushion"  too  rapid  movements  under  condi- 
l  panic  and  often  of  hysteria,  it  was  not  until  the  spring  of  1982 
tion  directed  toward  arresting  the  liquidation  process  itself  was 
ed.  The  effects  of  this  constructive  change  in  policy  should  re- 
herefore,  careful  evaluation. 

theory  of  open  market  purchases  of  the  Federal  Reserve  banks 
ninds  of  those  who  have  undertaken  to  analyze  the  effects  can  be 
very  briefly  as  follows : 

new  funds  put  out  by  the  open  market  purchases  of  the  Fed- 
Bserve  banks  go  very  quickly  to  the  reserves  of  the  commercial 
To  the  extent  that  excess  reserves  are  thus  built  up,  pressure 
ght  upon  the  commercial  banking  system  to  expand  its  loans  and 
lents — but  in  depression  periods  primarily  its  investments.  So  far 
istical  evidence  is  available,  this  contention  is  borne  out  by  the 
)d  actions  of  the  banks.  Since,  however,  large  security  holdings 
?rican  banks  date  from  the  war  and  post-war  years,  such  evi- 
5  necessarily  very  scanty. 

considerable  purchases  o{  securities  by  the  banka  'woxAdiXife  «v>x^ 
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to  strengthen  the  markets  for  the  securities  bought  and  this  gradual 
strengthening  could  usually  be  depended  upon  to  stimulate  buying  (n 
the  part  of  other  institutions  and  of  individuals. 

Finally,  the  rebuilding  of  the  security  markets  would  furnish  th 
means  of  floating  securities,  the  proceeds  of  which  would  be  speedil 
used  in  the  purchase  of  raw  materials,  the  payment  of  wages,  and  i 
other  ways  destined  to  put  the  new  purchasing  power  into  the  hand 
of  spenders.  Thus  the  success  of  the  policy  depended  on  the  use  of  th 
new  funds  by  the  banks,  on  a  sufficient  improvement  in  the  secnritiea 
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markets  to  float  new  securities,  and  on  the  continued  existence  of  sati 
factory  securities  to  be  floated. 

When  I  talked  on  this  subject  before  you  last  year,  the  third  n 
quirement  was  still  amply  fulfilled.  I  then  advocated  strongly  the  ope 
market  policy  in  the  hope  that  the  banks  would  invest  the  new  fond 
turned  over  to  them  and  that  in  turn  a  securities'  market  suflkientl, 
strong  and  broad  to  provide  for  gradually  increasing  flotations  wouli 
soon  result. 

Let  us  examine  what  has  happened.  Reference  to  the  accompanymj 
chart  and  table  will  be  helpful. 

Evidently,  as  anticipated,  a  large  portion  of  the  new  funds  wer 
utilized  in  paying  off  Wxovmgji  %X  VJor  ¥^eral  Reserve  banks  by  th 
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member  banks  and  a  smaller  portion  through  the  cancellation  of  biD 
holdings  of  our  central  banking  institutions.  Nevertheless,  a  very  large 
net  balance  of  new  Federal  Reserve  credit  remained  and  was  consumed 
in  the  ways  indicated  in  the  chart  above. 

Tablb  I 

Federal  Reservs  Cixdit 

(Weekly  average  of  daily  figures) 

(millions) 

Februaiy  27,  1982  August  18,  1982  Change 

Bills  discounted   $842  $458  $-884 

Bills  bought  189  88  —101 

United  SUtes  securiUes  held   740  1,861  -f  1,111 

Other  Federal  Reserve  credit 81  16  — W 

Total  Federal  Reserve  credit 1,752  2,888  +611 

August  18,  1982  December  14,  1982           Oiange 

Bills  discounted   $468  $284  ^174 

Bills  bought 88  84  —4 

United  States  securities  held 1,861  1^61 

Other  Federal  Reserve  credit 16  20  +4 

Total  Federal  Reserve  credit  2,868  2,189  —174 

How  great  was  its  absorption  by  the  early  gold  outflows  and  how 
much  of  the  remainder  was  in  turn  utilized  to  meet  the  demands  for 
additional  circulation  (largely  hoarding)  is  clearly  evident.  In  spite, 
however,  of  these  heavy  drains,  the  excess  reserves  of  the  member  banb 
increased  rapidly  and  continually.  Moreover,  after  the  open  market 
policy  had  come  to  an  end,  further  increases  continued  to  appear  partly 
as  a  result  of  cash  returning  from  circulation  (i.e.,  from  hoarding)  and 
even  more  largely  because  of  persistent  gold  inflows  which  again  set  in 
during  the  latter  half  of  the  year. 

The  net  effect  on  the  excess  reserves  of  the  member  banks  is  pnn 

in  the  table  below. 

Tabu  II 
Excess  Resekves  of  Membeb  Bakks 

(millions) 
Monthly  Averages  of  Daily  Figures 

January    85.4 

February    48.8 

March   59.0 

April    152.1 

May  2T7.1 

June 284.4 

July  204.4 

August    269.9 

September    845.5 

October    485.8 

Such  an  accumulation  of  excess  reserves  (or  idle  funds)  would,  under 
normal  circumstances,  bring  much  pressure  on  the  banks  to  lend  and  to 
invest.  What  has  been  the  net  effect  in  this  direction? 
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Tabu  III 

LoAirfl»  ImntiTMBirTB,  akd  Dxposm  of  Rbpoethto  Mbmbbb 

Bakks  IK  Lbadiko  CrnEs 

(millions) 


'«5 

$19^92  $12,855 

19,606  12,609 

19,854  12,211 

19,088  11,882 

18,994  11,588 

18,754  11,268 

18,884  10,992 

18,589  10,796 

r  18,907  10,706 

19,118  10,516 

19,002  10,418 

7th    18,841  10,864 


J 

o  ► 
H^ 

$7,187 
6,997 
7,148 
7,151 
7,406 
7,491 
7342 
7,748 
8,201 
8,602 


$8,841 
8,806 
8,920 
8,884 
4,084 
4,254 
4,186 
4,585 
4,960 
5,298 
5,266 
8,477  5,226 


II 

$8,296 
8,191 
8,228 
8,267 


8,287 
8,206 
8,208 
84341 
8304 
8328 
8351 


$17324 
16,786 
16,621 
16329 
16381 
16,467 
16,846 
16,645 
16389 
17,195 
17,418 
17,196 


the  table  above  it  is  seen  that  loans  and  investments  together, 

15  deposits,  reached  a  low  point  in  July,  1982.  Since  that  time, 
sins  have  continually  declined,  investments  continually  increased 
J  end  of  October.  Likewise,  deposits  through  November  continued 
Id  upward  trend,  being  now  a  little  less  than  a  billion  dollars  above 
ly  low. 

can  be  enumerated  the  following  highly  beneficial  accomplish- 
•esulting  largely  from  the  accumulation  of  bank  reserves,  which 
are  closely  related  to  Federal  Reserve  policy  and  to  the  succeed- 
!  inflows : 

sastrous  bank  liquidation  has  at  least  been  arrested  and  in  its 
hrough  October)  came  a  mild  gradual  credit  expansion. 
le  national  government  has  been  enabled  to  borrow  in  large  vol- 
very  low  rates. 

16  market  for  the  highest  grade  of  non-government  securities 
kinually  improved. 

otations  of  such  securities  proceed  with  little  difficulty  and  are 
dily  undertaken — when  available — ^by  the  investment  bankers, 
rtheless,  the  credit  expansion  so  far  has  not  proved  sufficiently 
)  bring  substantial  relief.  The  banks  to  whom  the  new  funds  have 
Lve  not  distributed  them  quickly  enough  and  in  sufficient  volume 
jate  security  markets  strong  enough  and  broad  enough  to  float 
les  in  large  enough  quantities  to  bring  recovery.  In  other  words, 
I  between  the  distributors  of  credit  and  its  users  is  still  largely 

red. 
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What  are  the  reasons  for  the  slow  working  of  so  eminently  con8tnl^ 
tive  and  so  highly  desirable  a  relief  measure?  They  are  many  and  some 
of  them  are  easily  traceable. 

The  condition  of  the  banks  themselves  is  a  powerful  retarding  influ- 
ence. Having  taken  numerous  and  extremely  dangerous  losses  in  all  parti 
of  their  portfolios — especially  in  security  holdings — and  many  of  than 
being  in  precarious  financial  condition,  they  do  not  dare  run  the  riA 
of  further  losses.  Hence,  their  tremendous  demand  for  short-term  gor- 
ernment  securities  and  their  great  accumulations  of  idle  reserves. 

The  condition  of  business  and  of  other  big  borrowers  is  an  equally 
formidable  obstacle.  So  precarious  is  the  situation  of  our  railroads,  of 
many  of  our  municipalities,  and  of  no  inconsiderable  portion  of  oar 
public  utilities — not  to  emphasize  the  almost  hopeless  condition  of  « 
large  part  of  our  mortgage  debtors — ^that  bank  purchases  of  such  se- 
curities are  naturally  made  only  with  the  greatest  of  trepidation.  Hence^ 
continued  strength  in  the  securities'  markets  has  so  far  been  confined  to 
the  highest  grade  bonds  only. 

Meanwhile,  the  ever  more  clogged  conditions  of  trade  and  ever  more 
drastic  reductions  in  our  exports  throw  a  continually  darkening  paB 
over  the  prospects  of  sustained  recovery. 

Finally,  the  unbalanced  national  budget,  by  threatening  the  securi- 
ties' markets  with  large  government  flotations,  causes  the  investment 
bankers  to  pause  before  undertaking  other  issues  of  much  less  secoritj. 

Under  such  conditions,  not  only  have  the  markets  for  securities  be- 
low the  "gilt-edge"  classification  not  developed,  but  many  issues  tcnti- 
tively  arranged  for  with  investment  houses,  to  be  floated  as  soon  as  t 
satisfactory  bond  market  should  appear,  have  gradually  dried  up. 

Thus,  while  this  mildest  of  inflation  measures — ^**reflation"  some  pit- 
fer  to  call  it — has  done  much  to  arrest  the  downward  movement  and  to 
create  economic  stability,  its  idtimate  success  in  bringing  relief  from 
depression  is  still  in  doubt.  It  would  seem  the  part  of  wisdom,  there- 
fore, to  visualize  a  possible  continued  inadequacy  of  existing  constroc- 
tive  influences  and  to  discuss  the  (I  trust)  hypothetical  consequences. 

Should  failure  occur,  what  is  its  significance?  Does  it  mean  the  &i 
of  the  capitalist  system — as  many  contend — or  are  there  other  ways 
out?  While  our  economic  technique  and  our  data  do  not  perhaps  fu^ 
nish  the  basis  for  a  conclusive  answer  to  such  questions,  much  of  perti- 
nence can  be  said. 

The  credit  expansion  policy  so  far  applied  is  perhaps  the  mildtft 
form  of  inflationary  device.  Indeed,  it  is  a  type  of  inflation  over  whidi 
a  large  measure  of  control  is  at  all  times  held,  since  the  securities  bon^ 
by  the  Federal  Reserve  banks  could — under  almost  any  foreseeable  con- 
ditions of  inflation — be  sold,  and  the  effects  of  the  policy  be  thus  checbd. 
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Pot  success,  however,  it  requires  the  smooth  operation  of  a  large  por- 
tion of  the  capitalist  machinery,  the  breakdown  of  which  at  critical 
points  will  interrupt  the  effectiveness  of  the  measures  adopted.  That 
a  temporary  break  has  developed  in  the  form  of  the  gap  left  by  the 
failure  of  the  banks  to  distribute  the  funds  to  spenders,  no  one  can  dis- 
pute. Moreover,  if  this  gap  remains  unbridged,  the  capitalist  system 
will  not  be  able  to  utilize  these  particular  devices  to  bring  about  re- 
covery. 

When  one  admits  such  failure,  however,  he — ^perhaps  unconsciously 
—admits  many  other  things.  Let  it  be  carefully  noted  that  the  opera- 
tion of  this  inflation  device  is — except  for  temporary  though  often  very 
important,  psychological  concomitants — identically  the  same  as  that  of 
gold  imports  of  the  most  influential  kind.  This  is  easily  seen.  New  gold 
imported  on  commercial  account,  for  example,  has  as  its  immediate  and 
direct  effect,  the  swelling  of  the  reserves  of  the  importing  banks  by  the 
amount  of  the  imports. 

If,  and  only  if,  these  increased  reserves  lead  to  an  expansion  of  bank 
credit,  is  there  any  resulting  effect  on  business  activity  and  on  prices. 
When  reserves,  as  at  present,  are  ample  for  any  emergency,  the  in- 
direct effects  of  the  gold  accumulation  may  be  neglected.  Extensive 
gold  inflows,  under  present  conditions  therefore — except  for  often  im- 
portant psychological  effects — ^will  do  no  more  and  no  less  than  an 
equal  purchase  of  government  securities  by  the  Federal  Reserve  banks. 
Lest,  however,  the  boosting  effect  of  nationally  successful  inflation 
itself  be  overstated,  a  word  should  be  said  as  to  the  operation  of  more 
sxtreme  types  of  this  often  dangerous  remedy.  Moreover,  in  order  to 
>ring  into  bold  relief  the  points  in  which  I  am  especially  interested,  I 
(hall  proceed  to  follow  step  by  step  the  processes  of  the  purest,  simplest, 
md  perhaps  most  absurd  type  of  inflation. 

Suppose,  for  example,  that  the  government  should  send  a  newly- 
)rinted  ten-dollar  greenback  to  every  man,  woman,  and  child  in  the 
Jnited  States  on  the  first  day  of  each  month  for  the  next  six  months, 
rhus  would  be  distributed  monthly — ^presumably  largely  to  spenders — 
>1 ,200,000,000.  And,  thus,  to  that  amount — ^but  to  that  amount  only 
—would  the  gap  recently  left  open  by  the  partial  failure  of  the  banks 
:o  distribute  to  spenders  the  funds  turned  over  to  them  by  the  recent 
federal  Reserve  policy  be  bridged.  The  subsequent  and  much  more  im- 
x>rtant  effects — and  this  is  the  point  I  wish  to  emphasize — ^would  come 
Tom  identically  the  same  source  as  those  from  gold  imports  or  those 
rom  Federal  Reserve  open  market  purchases;  viz.,  from  accumulations 
>f  excess  reserves  in  the  banks.  In  detail :  the  new  greenbacks,  after  their 
irst  turnover,  would  be  largely  deposited  in  commercial  banks,  which 
rould  in  turn  send  them  to  the  Federal  Reserve  banks,  thereby  increas- 
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ing  member-bank  reserves — as  well,  incidentally,  as  reserve  cash  in  the 
Federal  Reserve  banks.  The  further  inflation,  therefore,  as  now,  would 
depend  upon  the  loan  and  investment  policies  of  the  member  banks. 
Moreover,  since  the  banking  system  is  able  normally  to  expand  its  credit 
seven  to  ten  times  the  new  reserves  thus  received,  this  secondary  infla- 
tion is  correspondingly  more  significant  and  more  dangerous. 

Another  type  of  inflation  frequently  spoken  of  today  has  its  majoi 
though  secondary  impact  in  the  same  place.  Psychological  influence 
again  neglected,  reducing  the  gold  content  of  the  dollar,  to  the  exten 
that  it  would  succeed  in  bringing  stimulus  to  trade  and  prices,  wool 
act  directly  through  the  foreign  exchange  markets.  Because  of  the  n 
duced  value  of  the  dollar  in  terms  of  other  money  units,  foreign  buyin, 
of  American  securities  and  commodities  (in  so  far  as  trade  barriers  an 
exchange  restrictions  would  permit)  would  provide  the  sole  initial  impetoi 
The  resulting  gold  inflows — to  the  extent  that  they  were  allowed  by  gold 
losing  countries — would  have  as  their  major  direct  effect  the  further  tc 
cumulation  of  excess  reserves  in  the  hands  of  the  commercial  banks.  Qd 
the  probable  assumption  that  the  profit  from  the  reduction  in  the  goU 
content  of  the  dollar  would  accrue  to  the  national  government,  and  bj 
it  be  promptly  spent,  a  further  bridging  of  the  gap  to  the  extent  of  tiui 
profit  would  ensue.  Such  new  expenditures,  too,  representing,  as  tbej 
would,  a  direct  expansion  of  Federal  Reserve  credit  would  in  turn  add 
a  like  accumulation  to  excess  reserves  of  the  banks.  Hence,  except  for 
the  depressing  effects  in  other  parts  of  the  world  of  our  absorption  of 
a  still  larger  part  of  the  world's  monetary  gold  stock,  the  major  effects 
on  business  and  on  prices  would  again  depend  on  the  loan  and  invest- 
ment policies  of  our  commercial  banks. 

It  is  clear,  therefore,  that  even  inflationary  devices,  unless  carried  to 
dangerous  lengths,  depend  for  their  success  on  bridging  the  same  gapa< 
that  now  defeating  the  expansionary  influences  already  in  operation. 

The  direct — but  perhaps  unconscious — attempt  to  bridge  this  aD- 
important  gap  by  governmental  action  has  largely  failed.  The  reasons 
are  obvious.  In  the  prosperous  years  1926-29,  the  monthly  new  capitJ 
flotations  in  the  United  States — other  than  refunding — averaged  W 
little  less  than  $700,000,000  ($676,000,000),  and  in  1929  were  xnore 
than  $850,000,000. 

Since  few  concerns,  business  or  other,  borrow  long  before  they  are 
ready  to  spend,  such  flotations  represent  largely  the  turning  over  of 
funds  to  quick  spenders.  In  addition,  a  great  part  of  such  early  spend- 
ing is  apt  to  be  for  raw  materials  and  for  labor.  It  is  thus,  through  credit, 
that  the  capitalist  system  sets  in  motion  the  processes  of  productioo 
and  consumption. 

When  the  ReconslTUcUoiv  Emance  Corporation  undertook  to  bridge 
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the  gap  left  open  by  the  "temporary"  failure  of  the  capitalist  machinery, 
it  soon  became  evident  that  the  bridging  would  be  hopelessly  inade- 
quate. In  my  opinion  this  is  almost  inevitable.  It  is  government  money  that 
is  being  spent  and  patriotic  citizens,  such  as  the  officials  of  the  Recon- 
struction Finance  Corporation,  in  charge  of  its  spending  are  sure  to  re- 
lease it  sparingly  and  only  on  good  security.  A  railroad  applying  for 

-  $100,000,000  loan  may,  if  lucky,  get  $60,000,000.  Hence,  in  spite  of 

-  the  huge  lendings  of  this  government  agency,  this  bridging — combined 
t  with  the  small  but  improving  private  flotations — ^has  so  far  not  been  more 
•    than  adequate  to  arrest  the  downward  drift  in  business,  in  prices,  and  in 

■2  employment.  Moreover,  if  solely  relied  upon,  that  it  will  continue  inade- 
-;  qoate  seems  to  be  sure.  Under  such  circumstances,  and  in  the  absence 
r-  of  substantial  recovery  in  the  private  capital  markets,  our  very  rapid 
^f  drift  toward  state  capitalism  is  obvious.  And,  in  my  opinion,  state  capi- 
I  taliBm  is  but  next  door  to  state  socialism.  The  drift  instead  of  slacken- 
-i  ingin  speed  seems  to  become  more  pronounced  as  time  passes.  As  the 
■J  government  becomes  each  day  more  deeply  involved  as  a  creditor  to 
-s  American  business,  the  chances  of  its  ever  being  able  to  pull  itself  out 
5/   become  more  and  more  remote. 

Should  the  gap  not  be  adequately  bridged  therefore — an  assumption 
which  I  am  not  yet  prepared  to  accept — ^what  can  be  said  as  to  our  pres- 
ent situation?  It  would  seem  desirable  to  make  the  diagnosis  while  a 
drastic  operation  still  promises  recovery  for  the  patient. 

If  I  may  use  the  exact,  rigorous  terminology  of  the  Lausanne  Mathe- 
matical School,  I  should  say  that  at  least  temporarily  our  economic 
equilibrium  is  broken.  To  American  audiences  such  a  statement  doubtless 
means  little.  In  this  country,  equilibrium  is  a  term  so  generally  and  so 
carelessly  used  that  it  has  come  to  mean  almost  anything  and  therefore 
nothing.  In  contrast,  Vilfredo  Pareto  used  it  in  a  very  specific  sense  in- 
deed. By  him  a  state  of  equilibrium  is  defined  as  that  state  any  de- 
parture from  which  sets  up  an  aggregate  of  influences  tending  to  re- 
store the  original  state.  Evidently,  under  such  a  definition,  the  sea  is 
Ui  a  state  of  stable  equilibrium,  as  is  a  lake,  so  long  as  its  boundaries 
•fe  undisturbed.  Also,  hitherto,  under  the  capitalist  system,  so  stable 
has  been  our  own  economic  equilibrium,  that  any  disturbance  could 
^  depended  upon  gradually  to  produce  its  own  cure.  No  doubt,  this 
'«  the  basis  of  the  well-established  opinion  among  business  people  that 
Uie  body  economic  will  cure  itself  if  only  let  alone. 

That  such  an  assumption  can  no  longer  be  made  with  confidence 
should  now  be  clear.  If  the  above-discussed  all-important  gap  cannot 
be  bridged,  we  are  apparently  slipping  off  into  another  largely  unde- 
termined and  unforecastable  economic  organization. 

Are  there  any  means  of  more  adequately  bridging  \.Vie  iaX-oX  ft^.^*^  '^V^ 
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answer  is  that  there  are  many.  Some  of  them  are,  however,  of  the  nature 
of  a  major  operation,  which  must  be  performed  by  highly  skilled  s^^ 
geons.  Yet  unless  mild  remedies  are  very  promptly  and  adequately  ap- 
plied, resort  to  the  more  drastic  treatment  may  soon  be  required  by 
political  necessity. 

Furthermore,  let  it  be  added,  and  continually  emphasized^  that  be- 
cause of  the  make-up  of  our  money  and  capital  markets,  any  seriooi 
threat  of  national  inflation — ^however  well  controlled — ^is  sure  to  bring 
grave  financial  trouble.  Indeed,  imless  international  in  scope,  maaeUij 
measures  of  a  radical  character  are  certain — even  before  passed  by 
Congress — to  precipitate  panic  in  our  great  investment  centers.  Tbt 
sudden  withdrawals  of  foreign  balances,  sales  from  abroad  of  Americas 
securities,  capital  flights  from  this  country  and  resulting  large  gold  out- 
flows would  reproduce  in  intensifled  form  the  panicky  conditions  of  Isfte 
last  spring.  Meanwhile,  the  beneflcial  effects  of  the  plentiful  money  poS- 
cies  of  our  Federal  Reserve  banks,  supplemented  by  the  recent  gold  in- 
flows, would  be  again  interrupted.  Hence,  the  obvious  necessity  of  attsct 
ing  the  problem  on  an  international  scale. 

The  World  Economic  Conference  is  immediately  ahead.  MoreoTer, 
in  spite  of  the  Ottawa  agreements,  never  in  recent  years  has  the  fed- 
ing  in  this  country  toward  the  British  people  been  more  cordiaL  Hy 
proposal  is,  therefore,  that  this  good  feeling  be  preserved  and  harnessed 
to  no  less  an  end  than  that  of  bringing  the  world  out  of  the  present  de- 
pression. 

Speciflcally,  the  proposal  is  as  follows:  let  the  American  and  the 
British  governments  enter  immediately  into  a  gentlemen's  agreement  to 
co-operate  in  every  way  politically  and  economically  possible  to  rid  the 
world  gradually  of  undesirable  and  unnecessary  trade  barriers,  to 
raise  world  prices  to  a  level  at  which  the  capitalist  system  can  again 
function,  and  thereafter  to  maintain  such  a  level;  at  the  forthcoming 
World  Economic  Conference,  let  the  British  and  the  American  govern- 
ments, with  the  participation  of  as  many  others  as  possible,  ratify  such 
a  gentlemen's  agreement. 

The  emphasis  upon  the  gentlemen's  agreement  is  purposefuL  The 
British  are  sure  to  regard  such  an  agreement  as  binding  and  would 
move  continually  year  after  year  in  the  directions  agreed  upon.  Their 
actions  in  turn  would  bring  upon  the  American  government,  the  Ameri- 
can Congress,  and  the  Federal  Reserve  authorities  the  healthiest,  most 
friendly,  and  hence,  the  most  effective  type  of  continued  co-operation. 

In  my  opinion  it  would  be  a  great  mistake  to  attempt,  instead,  any 
sort  of  agreement  on  specific  policies  to  be  adopted.  Those  suitable  and 
feasible  in  England  might  be  politically  completely  impossible  in  thif 
country  or  in  AustraUa.  l/Lox^over^  a  discussion  of  specific  means  io 
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the  ends  desired  is  sure  to  throw  the  emphasis  in  the  wrong  place  and 
is  apt  to  entail  such  great  delay  as  to  kill  the  effectiveness  of  the  remedy 
when  and  if  adopted. 

At  the  World  Economic  Conference,  it  seems  probable  that  the  co- 
operation in  such  a  constructive  policy  could  be  anticipated  on  the  part 
of  the  British  Empire,  most  of  the  northern  countries,  Grermany,  Switz- 
erland, Italy,  and  possibly  of  Czecho-Slovakia. 

Finally,  in  view  of  recent  happenings  in  the  bitter  controversy  over 
war  debts  and  of  the  great  publicity  given  to  them  all  over  the  world, 
these  obligations — ^probably  worthless  as  financial  assets — ^have  appar- 
ently taken  on  a  new  value  as  constructive  bargaining  instruments.  Hav- 
ing read  about  them  daily  in  the  headlines  for  more  than  four  weeks, 
having  ^^cussed"  and  discussed  them,  argued,  quarreled  and  fought  over 
them,  the  publics  in  the  debtor  countries  have  no  doubt  concluded — 
however  erroneously — ^that  they  are  far  from  dead.  Moreover,  with  the 
statesmen  in  all  countries  seeking  a  formula  for  disposing  of  such  trouble- 
some obligations  in  exchange  for  a  truly  constructive  program  of  world 
recovery,  some  such  plan  as  the  above  would  seem  to  meet  with  many 
of  the  political  necessities  involved. 

If  the  American  delegation  could  go  to  the  World  Economic  Con- 
ference with  a  constructive  program  and  with  these  debts  to  bargain 
away,  much  might  be  accomplished  in  bringing  world-wide  relief. 


DISCUSSION 

£.  W.  Kemmerer. — Mr.  Reed  seems  to  contemplate  the  necessitj  of 
increasing  degree  of  national  economic  planning^  and  maintains  that 
of  creating  new  bodies  to  do  this  work^  we  should  utilize  for  the  purpose  ov 
existing  Federal  Reserve  bank  organization.  He  then  raises  the  qnestioD  m 
to  the  help  that  economists  could  render  this  organization  in  the  car]7ii| 
on  of  its  work^  and  maintains  that  in  this  connection  the  work  of  economiill 
"must  not  be  crowded  with  ultimates  when  proximate  realities  wiU  suffie^" 
"must  not  be  fashioned  to  accomplish  too  grandiose  objects^"  and  "perfaapi 
should  be  little  more  than  intelligent  empericism."  What  I  have  to  saj  viD 
be  concerned  principally  with  this  part  of  Mr.  Reed's  excellent  paper,  rate 
than  with  his  later  carefully  guarded  suggestions  as  to  policy,  with  Ik 
majority  of  which  I  find  myself  in  substantial  agreement. 

Assuming,  for  the  sake  of  the  argument,  that  a  substantial  amount  d 
national  economic  planning  is  desirable — clearly  a  debatable  assumption— 
are  the  Federal  Reserve  authorities  a  well-qualified  group  to  conduct  sndi 
planning?  While  these  authorities  have  a  fund  of  information  that  wooll 
be  very  useful  to  any  economic  planning  group,  and  while  under  any  scbeiK 
of  national  economic  planning  there  should  undoubtedly  be  a  close  liaisoi 
between  them  and  the  planning  group,  I  doubt  very  much  if  the  work  of 
economic  planning  itself  should  be  placed  in  the  hands  of  the  officials  d 
the  Federal  Reserve  system.  In  the  first  place,  it  does  not  seem  to  me  thik 
either  in  organization  or  personnel,  the  Federal  Reserve  authorities  are  pt^ 
ticularly  well  adapted  to  this  work ;  and  in  the  second  place,  I  fear  that  the 
placing  upon  them  of  this  responsibility  would  have  a  deleterious  effect  npoa 
the  extremely  important  work  they  are  now  doing. 

A  personnel  that  would  be  well  adapted  to  the  duties  of  a  central  banking 
organization  would  not  necessarily  nor  probably  be  well  qualified  for  tbe 
duties  of  a  national  economic  planning  body.  Most  of  the  officers  and  direc- 
tors of  the  Federal  Reserve  system  are,  and  ought  to  be,  bankers,  merchant^ 
and  lawyers,  whereas  an  economic  planning  board  should  have  a  large  rep- 
resentation of  economists,  engineers,  and  industrialists.  It  would  be  expected 
that  the  governors  of  the  twelve  Federal  Reserve  banks  would  be  bankos 
by  profession,  as  they  all  actually  are ;  but  it  is  noteworthy  that  of  the  tweln 
governmentally  appointed  chairmen  of  the  Federal  Reserve  banks,  eleveo 
today  are  bankers  by  profession,  inclusive  of  one  bank  examiner.  Among  the 
six  members  of  the  Federal  Reserve  Board  at  the  present  time,  there  is  one 
man  who  by  profession  is  an  economist,  but  there  is  not  a  single  engineer  nor 
man  eminent  as  an  industrialist.  All  twelve  of  the  members  of  the  federal 
advisory  council  are  bankers.  Taken  together,  these  are  the  men  who  are 
most  influential  in  determining  the  policies  of  our  Federal  Reserve  systen 
today,  and  presumably  would  be  the  ones  who  would  dominate  our  national 
economic  planning  were  this  function  turned  over  to  the  Federal  Reserfc 
authorities.  It  is  true  that  the  law  provides  for  the  election  by  the  member 
banks  themselves  in  each  Federal  Reserve  District  of  three  directors  **who 
at  the  time  of  their  election  shall  be  actively  engaged  in  their  district  in 
commerce,  agriculture,  or  some  o>iXvt:t  VsAw^a^xv^V  -^MTSoit,"  These  men,  how- 
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ever^  constitute  only  three  members  of  a  board  of  nine;  they  participate  in 
determining  Federal  Reserve  policies  only  as  directors  who  meet  usually  only 
ibr  a  comparatively  short  time  at  intervals  separated  by  a  number  of  days. 
As  regards  the  policies  of  the  Federal  Reserve  system^  it  is  the  continuously 
fimctioning  personnel,  like  the  Federal  Reserve  Board,  its  expert  staff  and  the 
senior  officers  of  the  twelve  Federal  Reserve  banks,  that  dominate. 

If  there  is  to  be,  in  the  interest  of  the  general  public,  any  national  eco- 
nomic planning  that  is  worth  while,  for  a  nation  of  over  120  million  people, 
that  normally  does  something  like  a  trillion  dollars  worth  of  business  a  year, 
il  Will  need  to  be  done  largely  by  men  who  devote  most  of  their  time  to  the 
job.  This  work  can  be  no  mere  appendix  to  another  job.  It  must  be  em- 
phatically a  vocation,  not  an  avocation.  To  ask  our  Federal  Reserve  authori- 
ties to  perform  such  a  duty  in  addition  to  their  present  onerous  Federal 
Reserve  duties  would  be  unwise. 

Furthermore,  any  national  economic  planning  body,  no  matter  how  con- 
stituted, will  be  the  object  of  many  political  attacks  and  of  continual  po- 
litical pressure  from  many  sides.  Our  first  and  second  United  States  banks 
went  down  under  the  onslaught  of  politics.  Our  Federal  Reserve  system  has 
itself  been  the  object  of  frequent  political  attacks.  It  is  extremely  important 
to  the  welfare  of  our  currency  and  banking  system,  that  the  Federal  Reserve 
system  be  kept  as  clear  as  possible  of  party  politics.  To  impose  upon  it  the 
function  of  a  national  economic  planning  body  would  almost  certainly  make 
it  the  object  of  increasing  political  criticism  and  pressure. 

As  to  the  nature  of  the  assistance  that  economists  should  be  called  upon 
to  give  in  the  work  of  national  economic  planning,  I  cannot  agree  with  Mr. 
Reed's  contention  that  "perhaps  it  should  be  little  more  than  intelligent 
empericism."  National  economic  planning  must  concern  itself  to  a  large  ex- 
tent with  broad  policies  of  production  and  distribution^  and,  I  venture  to  say, 
also  with  social  policies  of  economic  consumption.  Many  of  these  policies  will 
eontemplate  long  periods  of  time.  Those  responsible  for  this  work  will  need  to 
have  a  knowledge  of  economic  history,  both  in  the  United  States  and  abroad, 
and  a  knowledge  of  fundamental  economic  principles.  They  will  need  to  be 
men  who  can  see  economic  problems  from  the  public  welfare  point  of  view, 
rather  than  from  the  points  of  view  of  private  profit  or  special  group  interest. 
Sound  theory  and  economic  vision  are  requisites  for  economic  planning.  Who 
is  to  furnish  these  requisites  unless  it  be  the  scientific  economist?  I  would 
not  belittle  "intelligent  empericism,"  but  that  will  probably  be  furnished 
in  abundance  by  any  national  planning  body  we  are  likely  to  have,  consisting, 
as  it  almost  certainly  would,  predominantly,  of  so-called  "practical  men  of 
affairs."  Such  a  body,  moreover,  acting  collectively  would  normally  be  much 
more  conservative  and  emperical  than  the  average  of  its  individual  members. 
There  is,  in  my  judgment,  a  much  greater  danger  of  having  too  little  vision 
than  of  having  too  much.  Every  forward  movement  will  involve  a  compromise 
between  empericism  and  vision.  The  economist  can  contribute  to  both,  but 
bis  greatest  contribution  should  be  to  vision. 

I  am  in  a  somewhat  difficult  position  in  commenting  upon  the  paper  oi 
Professor  Rogers,  as  all  I  have  seen  ot  it  is  a  "pTeliminary  suixim^Jty  dA«l>^^ 
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without  the  charts  and  without  his  discussion  of  the  ''significaiioe  of  Ai 
situation"  which  he  summarizes^  and  even  this  preliminary  draft  wai  Ml 
received  until  the  day  before  Christmas. 

I  am  skeptical  about  what  Professor  Rogers  calls  four  "highly  hoMi 
accomplishments^  resulting  largely  from  the  accumulation  of  bank  reien^||c 
which  in  turn  are  closely  related  to  Federal  Beserve  policy  and  to  die  n^ 
ceeding  gold  inflow." 

The  first  of  the  benefits  he  cites  is  that  "disastrous  bank  liquidation  hni' 
least  been  arrested  and  in  its  place  has  come  a  mild  gradual  credit  expiir|!) 
sion."  From  the  week  ending  February  27,  1982,  to  the  week  ending  A» 
gust  18,  1982,  the  average  of  daily  holdings  of  United  States  Goveimiwl 
securities  by  the  twelve  Federal  Beserve  banks  rose  from  $74O,OOO/)00  li 
$l,851,000/)00,  representing  an  average  weekly  net  increase  of  approzimildf 
$46,000,000.  After  the  middle  of  August,  this  policy  of  gorging  the 
with  credit  was  discontinued,  and  an  opportunity  was  given  the  market  to  flr 
gest  what  had  been  fed  to  it.  This  was  one  of  the  most  extreme  attempts  it  dor 
liberate  inflation  or  reflation — ^if  you  prefer — ^that  the  world  ever  saw.  Hov- 
ever,  whether  the  policy  was  a  wise  one  or  not — and  of  course  no  one  kn«ii 
what  would  have  happened  without  it — the  sequel  at  best  has  been  very  Ai- 
appointing.  Moreover^  how  far  what  little  improvement  that  may  have  tthoi 
place  is  to  be  attributed  to  this  policy  and  how  far  to  other  factors,  it  is  Mk 
easy  to  say. 

Take  the  case  of  bank  suspensions,  for  example.  To  what  extent  wu  fl» 
improvement  that  took  place  due  to  the  fact  that  the  8,402  bank  suspensioBi 
between  January,  1980,  and  March,  1982,  had  cleared  out  our  weakest  banfa^ 
and  to  what  extent  was  it  due  to  the  enormous  volume  of  loans  to  weak  huki 
granted  by  the  Reconstruction  Finance  Corporation  and  its  predecessor,  tihi 
National  Credit  Association?  Between  February  2  and  October  81,  loaat 
aggregating  $829,000,000  were  authorized  by  the  Beconstruction  Finance 
Corporation  to  4,706  banks  and  trust  companies,  while  $46,000/)00  moic 
were  authorized  to  receivers  and  liquidators  of  closed  bimks  to  aid  in  their 
liquidation  or  reorganization.  And  after  all,  how  great  is  the  accomplisli- 
ment  for  which  we  are  trying  to  allot  credit?  The  number  of  bank  soa- 
pensions  was  the  lowest  of  the  year  during  March,  the  month  in  whidi  the 
heavy  open  market  purchases  of  United  States  Grovemment  securities  by  tlK 
Federal  Beserve  banks  began^  and  therefore  presumably  before  their  effeeki 
could  have  been  substantial ;  and  during  four  of  the  next  eight  months  it  fat 
creased  over  the  month  preceding,  although  it  was  much  lower  during  tUi 
period,  as  were  also  the  liabilities  of  suspended  banks,  than  during  tibe  cor- 
responding period  of  1981.  June,  July,  and  October — all  months  in  whidithe 
banks  presumably  benefited  from  the  reflation  program — ^were  respectively  die 
months  of  the  second,  third,  and  fifth  highest  number  of  suspensiona  for  tte 
first  eleven  months  of  the  year. 

The  mild  gradual  credit  expansion  of  which  Mr.  Bogers  speaks  appean 
to  have  been  exceedingly  mild.  If  you  divide  the  first  eleven  months  of  Ae 
year  into  three  periods — (1)  January  and  February,  before  the  expansion  pro- 
gram began;  (2)  MaicYi  to  Ka^^^.  \^)  ^bile  the  program  was  in  foil  op- 
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Ktioii;  (8)  August  18  to  December  1^  a  period  in  which  it  was  inoperative 

I  average  of  the  weekly  total  loans  and  investments  of  all  reporting  mem- 

^gi?  banks  were  for  these  periods  respectively^  as  follows:  (1)  $19^76^000^000^ 

-CS)  $18^74,000^000  and  (8)  $18,842,000,000.  This  was  a  decline,  not  an 

^^Hkpansion.  The  principal  effect  of  the  heavy  open  market  purchases  of  govem- 

-lilmt  securities  on  the  member  banks  was  a  continual  reduction  of  the  member 

^Uks'  indebtedness  to  their  Federal  Beserve  banks,  rather  than  an  increase 

^  ^^  the  volume  of  credit  which  member  banks  extended  to  the  public. 

^         The  second  beneficial  accomplishment  Mr.  Bogers  mentions  is  that  "the 

"^^^■tional  government  has  been  enabled  to  borrow  in  large  volume  at  very 

^^|it  rates."  The  policy  has  certainly  greatly  facilitated  and  cheapened  federal 

nent  borrowing  at  a  time  when  much  such  borrowing  was  inevitable, 

I  when  the  interest  rate  on  short-time  federal  government  borrowing,  even 

the  reflation  program,  would  presumably  have  been  low,  although 

t^-  .4Mhing  like  so  low  as  it  actually  was.  From  March  1  to  November  22,  the 

^;  "^tew  indebtedness  floated  by  the  federal  government  was  $2,581,000,000. 

>    fiowever,  whether  this  greatly  enhanced  facility  will  prove  a  blessing  or  a 

-^  ^tote  is  a  debatable  subject,  when  it  is  obtained  to  such  a  large  degree  by  the 

'    fnrchase  of  government  securities  directly  by  quasi-public  central  banks,  and 

^  hf  national  banks  to  expand  their  bank  note  circulation,  and  when  it  brings 

Jhe  interest  rate  on  short-time  government  securities  to  the  absurdly  low 

l|gare  realized  last  week  of  less  than  .1  per  cent  per  annum. 

The  third  and  fourth  beneficial  accomplishments  cited  by  Mr.  Bogers  are 
anentially  two  sides  of  the  same  thing.  They  are  (1)  that  "the  market  for 
file  highest  grade  of  non-government  securities  has  continually  improved/' 
md  (2)  that  "flotations  of  such  securities  proceed  with  less  difficulty  and 
em  readily  undertaken  by  the  investment  bankers." 

^  I  have  not  the  figures  upon  which  Mr.  Bogers  bases  these  conclusions  and 
do  not  know  what  particular  high  grade  securities  he  has  in  mind.  I  will  risk 
flie  assertion,  however,  that  the  improvement  so  far  shown,  in  part  at  least, 
has  been  due  to  other  forces  than  the  open  market  purchases  under  considera- 
tion; as,  for  example,  the  increased  confidence  resulting  from  the  work  of 
tiie  Reconstruction  Finance  Corporation  and  the  discontinuance  of  the  out- 
ward drain  of  gold.  For  all  bonds  listed  on  the  New  York  Stock  Exchange, 
tiie  average  price  for  March  1  of  this  year  was  75.8  and  for  December  1 
was  78.9,  a  decline  of  about  2  per  cent.  The  United  States  Government  bond 
groap  rose  a  little  over  4  per  cent  during  this  period,  while  of  the  other  five 
groups  of  the  Stock  Exchange's  bond  classification,  the  average  price  of 
tibree  fell  and  of  two  rose.  Moody's  index  of  domestic  bonds  of  Aaa  rating 
declined  almost  continually  from  the  beginning  of  the  reflation  period  until 
tiie  middle  of  the  period,  and  then  advanced  until  during  the  second  week 
in  August  it  stood  almost  exactly  where  it  stood  the  forepart  of  March.  It 
averaged  78.7  for  January  and  February,  67.9  for  the  period  March  to 
August  12,  and  80.4  for  the  period  August  18  to  December  28.  It  has  been 
^^^^fning  during  the  last  two  weeks. 

The  amount  of  new  corporate  issues  of  all  kinds  was  the  highest  for  thft 
first  quarter  of  the  year — ^namely,  before  the  reflation  poUcy  \n«a^T«Xft^m 
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March  could  have  had  any  considerable  effect — ^that  it  was  for  any  quiiii 
It  was  almost  negligible  during  the  months  of  April  to  June,  whUe  fht  i 
flation  was  in  full  swing.  July  was  the  maximum  month  of  the  year, « 
October  the  third  highest^  while  for  September  and  November  the  flgareiie 
almost  negligible.  The  new  corporate  bond  and  note  flotations  for  these  b 
eleven  months  of  the  year^  amounting  in  round  numbers  to  $299/XH)/)0 
were  exceedingly  small  as  compared  with  previous  years^  and  were  tctnd 
less  than  one- fourth  of  what  they  were  in  the  corresponding  eleven  moDtiiK 
the  bad  year  1981^  when  they  amounted  to  $1^41 8^000^000. 

All  in  all^  therefore^  it  seems  to  me  that  one  must  strain  pretty  hard  to  gi 
much  aid  and  comfort  out  of  the  "highly  beneficial  accomplishmeots"  dti 
by  Mr.  Rogers. 

One  striking  fact  during  this  period  of  Federal  Reserve  bank  credit « 

pansion  arising  through  the  purchase  of  government  securities  is  that,  vU 

these  purchases  were  accompanied  by  comparatively  little  change  in  denfl 

deposits  of  member  banks,  they  were  accompanied  by  an  enormous  incni 

of  excess  reserves  and  by  very  decided  declines  in  the  velocities  at  whidii 

posits  circulated.  The  average  monthly  net  demand  deposits  of  repoitii 

member  banks^  and  the  average  excess  reserves  for  the  three  periods  of  IM 

were  as  follows : 

Deposits  Excess  Reser? 

(BUlions)  (MiUiaDs) 

January  and  February $15.1  I  40 

March  to  July 14.9  1» 

August  and  September 143  308 

For  the  same  three  periods,  the  average  rates  of  deposit  turnover,  the  so-csO 
deposit  velocities,  were  for  New  York  City  and  for  the  other  140  cities  i 
which  the  figures  are  available  as  follows : 

New  York  City  140  Otber  Gi 

January  and  February 41^  8&2 

March  to  July 84.8  »J6 

August  to  November 28.7  24.6 

As  more  credit  was  made  available  to  the  member  banks,  the  existing  crc 
circulated  at  continually  declining  velocities.  There  were  more  credit  doD 
available  but  each  credit  dollar  did  much  less  work.  Except  in  periods 
great  paper  money  inflation,  the  velocities  of  bank  deposit  circulatioii  ti 
to  vary  with  business  confidence,  rising  as  confidence  rises  and  falling  as  e 
fidence  falls.  The  vigorous  reflation  program  of  the  Federal  Reserve  bii 
accompanied  as  it  was  by  much  agitation  in  Congress  and  outside  for  radi 
inflationary  measures,  weakened  confidence  among  the  very  people  upon  vi 
initiative  we  must  chiefly  depend  for  economic  recovery.  The  banks  had  n 
money  to  lend,  but  these  conservative  people,  the  only  ones  the  banks  ea 
to  trust  with  these  new  funds,  did  not  want  to  borrow  them.  They  oould 
see  anything  that  they  could  do  with  them  safely  and  profitably.  To  a  c 
siderable  extent,  the  very  reflation  operation  which  created  these  funds 
creased  the  business  distrust  that  was  making  the  conservative  business  p 
lie  unwilling  to  borrow  and  the  conservative  banks  unwilling  to  invest 
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.  Fhanklin  Ebersole. — The  outlook  for  business  recovery  is  not  as  bad 
it  has  been  painted.  The  outstanding  favorable  sign  is  the  fact  that  the 
simist  of  yesterday  is  becoming  the  optimist  of  today, 
mpatience  is  the  besetting  sin  of  those  who  criticize  the  failure  of  recent 
leral  Reserve  open  market  operations  to  effect  a  quick  recovery.  Such 
»atience  is  the  outgrowth  of  cloistered  thinking  and  a  belief  in  the  practical 
sibility  of  prompt  and  perfect  stabilization  of  business  through  the  appli- 
on  of  simple  credit  mechanisms.  It  is  refreshing  to  note  Dr.  Reed's  dis- 
mer  of  such  a  belief. 

Iven  if  the  theory  of  economic  control  through  credit  mechanics  be  accepted 
ound  in  reason^  the  achievement  of  current  results  from  open  market  opera- 
te is  conditioned  upon  at  least  three  other  factors^  briefly  labeled  as: 
Kliness^  amplitude^  and  background. 

Ls  to  timeliness^  could  any  advocate  of  national  planning  obtain  through 
necessary  political  measures  a  governing  board  more  able  than  the  Federal 
terve  Board  to  anticipate  business  needs^  with  less  expansion  in  1927^  more 
ression  in  1928^  and  more  stimulus  in  early  1980?  To  what  extent  is  the 
c  of  vigorous  open  market  stimulus  in  early  1980  the  cause  of  our  present 
V  response? 

^he  amplitude  of  the  business  swing  must  affect  the  lag  of  results.  With 
h  an  unprecedented  slump^  our  wait  for  recovery  must  be  longer  than 
aL  The  Federal  Reserve  policy  of  forcing  surplus  reserves  upon  member 
Ils  is  of  comparatively  recent^  if  not  to  say  unduly  postponed^  application. 
Amplitude  resistance  may  be  only  another  phase  of  deficient  timeliness^ 
neither  of  these  is  the  greatest  limiting  factor  today.  That  factor  is  the 
nging  background  or  framework  of  banking  in  the  United  States.  Any  form 
credit  control  must  "float**  upon  changing  circumstance.  The  neglected 
nts  seriously  conditioning  the  functioning  of  credit  control  by  the  Federal 
erve  system  are: 

.  The  Act  of  March  14^  1900,  encouraging  the  establishment  of  many 
'y  moderate-sized,  national  banks,  thereby  promoting  the  free  coinage  of  a 
idly  increasing  volume  of  personal  and  private  credits  into  deposit  cur- 
:y  purchasing  power. 

.  The  Act  of  December  28,  1918,  enlarging  the  pyramid  of  deposit  cur- 
zj  that  could  be  built  upon  any  given  quantity  of  reserve  material, 
either  one  of  these  acts  was  sufficiently  inflationary  to  set  up  a  chain  of 
its  distorting  contemporary  judgments  of  "normal"  and  requiring  redress 
I  reaction  more  or  less  as  great  as  that  of  the  present  crisis.  Relatively  too 
:h  attention  has  been  paid  to  gold  effects  during  the  period  of  operation 
hese  two  acts,  and  too  little  to  the  effects  of  American  deposit  currency 
n  the  world's  gold  problem. 

ocial-minded  persons  who  fully  realize  the  profound  effects  of  expanding 
of  contracting  the  credit  pyramid  in  a  society  using  deposit  currency 
fly  as  its  medium  of  exchange  have  a  difficult  decision  to  make.  Should 
her  deflation  be  countenanced?  Having  closed  about  11,000  out  of  our 
lOO  banks  in  the  last  twelve  years,  do  we  yet  have  too  many  banks? 
aid  we  rely  upon  open  market  operations  solely  when  the  whole  frame- 
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work  of  bank  credit  is  in  collapse  on  the  "firing  line"  where  credit  is  aadkll 
been  manufactured  ?  Would  a  temporary  emergency  measore  for  the  gaii»{ 
tee  of  bank  deposits  restore  confidence  in  depositor  and  banker  and 
pressure  for  further  liquidation?  Have  we  been  raising  the  standard  of 
bank  credits  too  rapidly  in  the  past  ten  years  ?  Will  branch  banking 
the  deflation  of  bank  credit  at  the  source  ?  Should  we  encourage  the 
of  enough  new  and  unsound  credits  now  so  that  with  the  oonseqaait 
rise  the  present  unsound  credits  held  by  our  banks  will  become  sound? 
the  new  party  in  power  next  March  grant  numerous  bank  charten  \» 
friends^  and  restore  the  free  coinage  of  personal  and  private  credits? 
will  the  Reconstruction  Finance  Corporation's  exchange  of  government 
for  deposit  currency  exceed  the  concurrent  shrinkage  of  personal  or 
credits  in  circulation?  How  much  longer  shall  we  wait  patiently  for 
from  open  market  operations  before  attempting  a  drastic  reorganisstioi 
our  banking  or  monetary  structure? 

To  answer  any  one  or  all  of  these  questions^  with  our  accumulated  kasib 
edge  of  the  subject^  is  not  difficult;  the  problem  is  to  obtain  immediate 
necessary  social  action  to  restore  the  shattered  framework  of  our  bankiagqi^ 
tem  and  to  recreate  the  evaporated  deposits. 
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TARIFF  REFORM:  THE  CASE  FOR  BARGAINING 

By  Peecy  W.  Bidwell 
University  of  Buffalo 

Tariff  reform,  meaning  tariff  reduction,  after  twenty  years  of  quies- 
ice,  is  again  a  live  issue.  Its  resurrection  is  one  of  the  manifold  by- 
Mlucts  of  the  depression.  Two  and  one-half  years  of  falling  prices,  un- 
ployment,  and  bank  failures  following  the  enactment  of  the  Smoot- 
twley  tariff  have  demonstrated  that  "protection"  and  "prosperity" 
t  not  synonymous.  In  fact,  in  a  large  section  of  the  public  mind  high 
'iffs  are  now  closely  associated  with  business  depression.  During  the 
ent  presidential  campaign  the  Democratic  leaders  did  their  best  to 
ke  this  association  of  ideas  even  closer.  Economists  have  done  their 
,  and  some  business  men,  too,  have  denounced  the  exaggerated  pro- 
tionism  of  the  Smoot-Hawley  tariff  as  responsible  for  deepening  and 
)longing  the  depression.  It  would  appear,  therefore,  that  the  present 
s  an  opportime  time  to  initiate  tariff  reform. 

But  the  practical  difficulties  in  the  way  of  tariff  reduction  are  many 
1  not  easily  overcome.  During  a  period  of  trade  stagnation  tariff 
Leficiaries  oppose  bitterly  all  attempts  to  reduce  their  protection. 
>  the  man  in  the  street,  seeing  only  the  effect  on  imports  but  neg- 
ting  exports,  it  would  seem  as  if  tariff  reformers  were  planning  to  add 
the  already  staggering  burden  of  unemployment.  Everyone  knows 
it  even  in  prosperous  times  tariff  revision  causes  business  uncer- 
nty;  during  depression  might  not  the  threat  of  increasing  competi- 
n  from  abroad  nip  in  the  bud  the  tender  flower  of  business  recovery? 
:onomists  it  is  true  might  indicate  numerous  tariff  items  that  could 
reduced  without  serious  results,  but  American  business  men  have  al- 
lys  attached  exaggerated  importance  to  tariff  protection.  And  it  is 
Fact  that  no  important  revision  downward  of  tariff  rates  has  ever  been 
ide  during  a  period  of  business  depression.  On  the  contrary,  hard  times 
§:ularly  stimulate  the  demand  for  higher  tariffs  and  the  depressions  of 
•93-96,  1907,  and  1920-21  were  followed  by  upward  revisions  of  rates, 
fact,  the  present  Congress  in  its  first  session  levied  new  duties  on 
al,  oil,  copper,  and  liunber.  The  depreciation  of  foreign  currencies 
a  feature  of  the  present  depression  which  offers  an  added  obstacle 
tariff  reduction.  During  the  past  twelve  months  additional  duties  to 
set  exchange  dumping  have  been  insistently  demanded  by  numerous 
nerican  industries.  Difficulties  and  obstacles  such  as  these  could  be 
Br  come  if  the  party  which  will  assume  power  in  March,  1988,  were 
id  for  tariff  reduction.  But  since  the  Underwood  Act  was  passed  pro- 
;tion  has  made  large  inroads  into  the  Democratic  ranks. 
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Recognition  of  the  fact  that  in  the  present  businesB  and  poEticdlis^rc 
situation  general  tariff  revision  by  Congress  is  not  only  imposnblehtlili^ 
undesirable  from  many  points  of  view  is  responsible  for  the  new  fn^lbj)  t 
tion  of  tariiF  reform.  In  the  bill  (H.R.6662)  introduced  by  RepreMto^La 
tive  Collier  at  the  first  session  of  the  present  Congress  three  propoMkpis  t 
>  were  made:  (1)  the  abolition  of  the  president's  power  to  chajigertbl' 
of  duty  under  the  so-called  flexible  provisions;  (2)  an  intemationaicflf  |iipei 
f erence  to  consider  lowering  of  excessive  duties,  the  abolition  of  pnii* 
bitions,  quotas,  and  other  emergency  restrictions;  and  (8)  theDep'irsi:t< 
tiation  with  foreign  governments  of  reciprocal  trade  agreementiuBta|iu^< 
a  policy  of  mutual  concessions.  This  bill  comprised  the  hopes  and  tt* 
pirations  of  the  tariff  idealists  in  the  Democratic  party.  It  passed  Wk 
houses  without  important  modification  of  its  principal  features  (exccjl 
for  the  provision  for  congressional  ratification  of  all  treaties  condmiel)* 
President  Hoover  vetoed  it  and  the  veto  was  sustained. 

But  the  reform  program  was  not  finally  disposed  of  by  the  prendei- 
tial  veto ;  it  reappeared  as  the  tariff  plank  in  the  Democratic  NatioDil 
Platform,  which  read:  **We  advocate  a  competitive  tariff  for  rev«n«k 
with  a  fact-finding  tariff  commission  free  from  executive  interference^ 
reciprocal  tariff  agreements  with  other  nations,  and  an  intematiimil 
economic  conference  designed  to  restore  international  trade  and  facili- 
tate exchange." 

In  the  campaign,  the  part  of  the  reform  program  receiving  special 
emphasis  was  the  proposal  for  reciprocal  tariff  agreements.  TUa  wu 
usually  spoken  of  as  ^^reciprocity"  or  tariff  bargaining.  Governor 
Roosevelt  urged  tariff  reciprocity  in  several  of  his  addresses.  At  Seat- 
tle he  advocated  ^^a  tariff  policy  based  in  large  part  upon  the  simpk 
principle  of  profitable  exchange  arrived  at  through  negotiated  tariff 
with  benefit  to  each  nation."  Various  exporting  interests  took  up  the 
cudgels  for  tariff  bargaining  as  a  measure  to  remove  retaliatory  tariffi 
which  they  believed  were  keeping  American  products  out  of  foreign 
markets.  A  World  Track  League  was  formed  in  New  York  for  the  ipar- 
pose  of  advocating  tariff  bargaining. 

Considerable  publicity  was  given  President  Nicholas  Murray  Bai- 
ler's support  of  the  new  policy.  In  an  address  before  the  Economic  Qnb 
of  Chicago,  April  16,  1982,  President  Butler  said,  "If  the  American 
government  would  begin  promptly  the  negotiation  of  reciprocal  com- 
mercial treaties  with  other  great  industrial  nations,  treaties  drafted 
with  a  view  to  bringing  about  very  substantial  reductions  of  prevailing 
rates  of  duty,  great  gain  would  result  both  at  home  and  abroad.  Otber 
countries  would  with  certainty  eagerly  follow  the  lead  of  the  United 
States." 

I  should  like  to  consider  now  what  is  implied  by  tariff  bargaining 
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dprocity  and  what  their  possible  uses  may  be  in  the  present  situa- 
a  popular  usage  the  terms  are  synonymous ;  specialists,  however, 
to  the  classification  established  by  the  United  States  Tariff  Com- 
1  in  its  report  of  1919  on  Reciprocity  and  Commercial  Treatiei. 
186  the  term  ^^reciprocity"  in  a  special  sense  to  denote  a  commercial 
Qent  of  an  exclusive  character  between  a  pair  of  countries.  In  our 
zperience  reciprocity  treaties  have  been  influenced  strongly  by 
al  circumstances.  The  Conmiercial  Convention  of  1902  between 
nited  States  and  Cuba  is  a  good  illustration.  Such  agreements 
ave  said  are  usually  exclusive  in  character.  The  concessions  con- 
in  them  are  not  automatically  generalized  to  other  nations 
;h  most-favored-nation  clauses.  ^^Tariff  bargaining,"  on  the  other 
is  a  more  general  term.  It  has  been  used  to  describe  all  of  the 
is,  including  offers  of  concessions  and  threats  of  penalties,  by 
a  nation  strives  to  secure  more  favorable  treatment  for  its  com- 
at  the  hands  of  other  nations.  Bargaining  may  have  as  its  ob- 
»ecially  favored  treatment  and  may  lead  to  mutual  reductions  of 
or  it  may  aim  at  the  removal  of  discriminations.  In  the  latter 
3  object  is  merely  to  secure  equal  treatment.  Since  nations  of  the 
ink  generally  pledge  to  each  other  equal  treatment  in  commercial 
s,  the  aim  of  bargaining  is  usually  the  reduction  of  duties  by 
concessions,  but  these  are  not  necessarily  exclusive  concessions. 
L922  the  tariff  laws  of  the  United  States  have  provided  for  the 
:ion  of  penalty  duties  as  a  means  of  enforcing  equality  of  treat- 
Jsually  we  do  not  think  of  that  as  a  bargaining  device.  The  pro- 
OT  tariff  bargaining  is  a  new  departure  in  that  it  contemplates 
er  by  the  United  States  of  concessions  from  its  statutory  rates 
7  in  exchange  for  equivalent  concessions  from  other  countries. 
ts  face  the  proposal  is  attractive.  The  method  of  concession  seems 
ithe  a  mild  spirit  into  an  atmosphere  now  surcharged  with  re- 
>n  and  strife.  Furthermore,  tariff  bargaining  is  almost  universal, 
lys.  Continental  nations  have  long  practiced  it,  and  even  in  Eng- 
hich  long  maintained  a  single-column  tariff,  the  Board  of  Trade 
authorized  to  make  concessions  from  the  new  protectionist  duties 
'gaining  purposes. 

iff  bargaining  has  often  been  condemned  for  the  reasons  which 
jnt  Hoover  gave  in  his  veto  message  of  May  11 ;  namely,  that  the 
involved  complex  and  long  drawn-out  negotiations  without  re- 
in any  important  benefits  with  respect  to  foreign  trade.  This 
ids  support  in  the  significant  report  of  the  United  States  Tariff 
ssion  to  which  I  have  already  referred.  The  Commission's  survey 
history  of  American  commercial  policy  showed  that  tariff  bar- 
f  had  accomplished  little.  The  Commission  emphasized  particu- 
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larly  ^troublesome  complications  which  the  policy  of  special  arrange- 
ments inevitably  produced."  It  spoke  of  unpleasant  controTerries  aad 
international  friction.  Congress  adopted  the  Commission's  attitude,  aad 
in  the  Act  of  1922  no  provisions  for  tariff  bargaining  were  incorpo- 
rated. It  is  worth  observing,  parenthetically,  that  among  the  comid* 
erations  which  moved  the  leaders  in  Congress  to  reject  bargaining  wai 
one  which  the  Commission  did  not  stress  and  of  which  it  would  not  han 
approved.  The  political  watchword  at  the  time  was  '^tum  to  normil- 
cy"  and  in  foreign  affairs  normalcy  meant  isolation.  With  such  an  at- 
titude a  single-column  tariff  was  more  in  accord  than  a  l>argainiiig 
tariff. 

I  shall  not  attempt  to  go  over  again  the  ground  which  has  been  so 
well  covered  in  the  Commission's  report.  I  think  we  may  take  for  granted 
that  the  facts  which  are  set  forth  there  are  accurate  and  the  condih 
sions  which  the  Commission  drew  from  them  were  warranted  at  that 
time.  But  in  the  thirteen  years  which  have  elapsed  since  the  Commia- 
'  sion's  report  was  published,  changes  of  great  significance  have  occurred 
both  in  the  commercial  policy  of  the  United  States  and  in  our  economic 
relations  with  foreign  coimtries.  I  wish  to  examine  now  whether  these 
changes  warrant  reconsideration  of  our  attitude  toward  tariff  bargain- 
ing. Is  it  possible  that,  if  the  same  Commission  were  preparing  a  report 
for  Congress  in  1988,  its  conclusions  might  be  different  from  those  of 
1919? 

In  1919  we  had  just  emerged  victorious  from  a  world  war.  For  five 
years  our  export  trade  had  been  experiencing  imheard-of  prosperity. 
Exporting  firms  had  no  difficulty  in  selling  anything  and  everything  in 
the  markets  of  Europe,  Latin  America,  and  Asia.  Prices  were  sky-high 
and  there  was  as  yet  no  indication  of  the  approaching  crisis  of  1920 
and  1921.  Our  foreign  investments  had  been  swelled  by  the  war-time 
loans  but  were  still  modest  compared  with  the  (nominal)  value  of  our 
present  holdings  abroad.  Then  came  the  boom  of  1922-29.  Stimulated 
by  an  aggressive  policy  of  government  aid,  our  manufacturing  indus- 
tries found  new  possibilities  in  foreign  markets.  Liberal  lending  by 
American  investors  gave  foreigners  the  means  of  paying  for  enormous 
quantities  of  American  goods. 

But  this  happy  situation  has  now  disappeared.  The  stoppage  of 
the  flow  of  capital  to  European  and  South  American  countries  has  dried 
up  their  purchasing  power.  Debtor  countries  in  their  efforts  to  balance 
their  international  accounts  have  taken  drastic  measures  to  reduce  im- 
ports. European  countries  have  raised  tariffs  as  a  measure  to  protect 
agriculture  and  in  the  hope  of  reducing  unemployment.  Thus  govern- 
ment action  has  accentuated  the  decline  in  prices  and  in  the  volume  of 
international   exchanges.    American   exports   have   been   hit    severdy. 
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World  trade  declined  40  per  cent  in  the  years  1929-81  and  American  ex- 
ports fell  off  58  per  cent.  The  value  of  American  goods  exported  in  1982 
was  $1,618,000,000  as  compared  with  $2,424,000,000  m  1981  and 
$8348,000,000  in  1980.  It  is  obvious  that  for  the  American  exporter  the 
situation  in  1988  is  far  different  from  1919. 

In  1919  the  change  in  the  position  of  the  United  States  in  interna- 
tional finance  from  a  debtor  to  a  creditor  nation,  the  world's  greatest 
creditor,  was  under  way,  but  the  process  was  not  fully  accomplished  and 
the  implications  of  the  change  as  respects  commercial  policy  were  not 
folly  appreciated.  A  new  reason  for  tariff  reduction  has  now  arisen.  The 
"^American  investor  in  foreign  securities  has  joined  the  American  ex- 
porter and  the  American  consumer  in  demanding  lower  duties  on  for- 
eign goods.  How  else  can  interest  and  capital  repayments  be  received? 

Let  me  say  at  this  point  that  to  my  mind  neither  the  decline  of  Ameri- 
can exports  nor  the  plight  of  the  American  holder  of  foreign  securities 
are  the  facts  of  chief  significance.  The  new  economic  situation  which 
in  reality  justifies  a  reconsideration  of  bargaining  is  the  general  col- 
'  lapse  of  international  trade.  The  policy  which  at  this  juncture  will  in 
the  long  run  be  of  greatest  benefit  to  any  country  is  the  policy  which 
fits  in  best  into  co-operative  action  for  world  recovery.  We  must  con- 
sider therefore  whether  a  change  of  policy  by  the  United  States  might 
not  induce  or  at  least  facilitate  a  general  relaxation  of  trade  restric- 
tions throughout  the  world. 

Since  1919,  the  American  government  has  inaugurated  a  new  com- 
mercial policy  or  perhaps  I  should  say  that  it  has  given  a  new  and 
more  formal  expression  to  a  policy  which  had  been  in  process  of  de- 
velopment for  some  time.  I  refer  to  the  announcement  in  1928  of  the 
policy  of  **equality  of  treatment."  The  policy  has  found  practical  ex- 
pression in  the  adoption  in  all  commercial  treaties  and  executive  agree- 
ments concluded  since  that  date  of  the  most-favored-nation  pledge  in 
its  unconditional  form.  Another  feature  of  the  new  policy  was  the  pro- 
vision in  the  Tariff  Act  of  1922  (re-enacted  in  the  Act  of  1980)  of 
penalty  duties  as  a  means  of  protecting  American  commerce  from  dis- 
criminatory treatment  by  foreign  coimtries.  In  this  new  set-up,  bargain- 
ing found  no  place.  In  fact  it  was  frankly  rejected.  The  United  States 
offered  equal  treatment  to  all  and  insisted,  or  attempted  to  insist,  upon 
receiving  equal  treatment  from  all. 

Two  questions  arise  at  this  point:  (1)  Is  there  a  conflict  between 
the  policy  of  equality  of  treatment  and  the  policy  of  bargaining?  (2) 
If  such  conflict  exists,  is  it  worth  while  to  modify  our  policy  so  as  to 
harmonize  it  with  bargaining  practices? 

There  is  no  necessary  conflict,  it  seems  to  me,  between  bargaining 
and  the  use  of  penalty  duties  to  protect  American  commerce  against 
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discriminatory  treatment  by  foreign  countries.  As  a  matter  of  fact  ihe 
determination  of  what  constitutes  discrimination  is  such  a  nice  mtt* 
ter,  and  the  penalty  duties  are  regarded  as  such  a  drastic  measun^ 
that  they  have  never  been  used.  At  present  the  use  of  import  qaotai^ 
exchange  restrictions,  and  the  like,  have  upset  the  old  criteria  of  equal 
or  fair  treatment,  making  the  proof  of  discrimination  practicaDy  ioh 
possible.  It  is  quite  possible  that  under  these  abnormal  conditions,  rap- 
plementing  penalties  with  bargaining  might  produce  better  results  thai 
have  been  secured  by  the  penalty  method  alone. 

In  discussing  the  relation  of  bargaining  to  the  policy  of  equal  treat- 
ment, two  features  of  this  policy  should  be  distinguished:  (1)  the  ab- 
gle-column  tariff  and  (2)  the  unconditional  treaty.  Should  we,  in  tk 
present  state  of  our  treaty  relations,  adopt  a  bargaining  policy,  oar 
single-column  tariff  would  be  replaced,  at  least  temporarily,  by  one  with 
two  or  more  columns  of  rates.  But  this  situation  would  not  arise  be- 
cause we  had  abandoned  the  policy  of  equal  treatment  but  because  wi 
have  as  yet  been  unable  to  carry  it  out  more  than  f  ragmentarily,  as  I  shall 
presently  explain. 

More  significant  than  the  form  of  tariff  schedules  as  a  vehide  of 
our  policy  is  the  use  of  the  unconditional  form  of  conunercial  treatiei. 
At  present  only  eleven  such  treaties  are  in  force  with  the  followiiig 
countries :  Austria,  China,  El  Salvador,  Germany,  Honduras,  Hungary, 
Latvia,  Norway,  Turkey,  and  Yugoslavia.  Of  these  countries  only  Gbina 
and  Germany  afford  markets  of  first-class  importance.  Other  great 
trading  nations  have  not  been  attracted  by  our  offer  of  equal  treatment, 
accompanied  as  it  has  been  by  high  and  rising  duties. 

In  principle,  it  should  be  recognized,  the  giving  and  receiving  of 
mutual  concessions  from  established  rates  of  duty  is  not  inconsistent 
with  the  pledge  of  unconditional  most-favored-nation  treatment.  TUi 
is  the  view  of  the  United  States  Department  of  State  expressed  in  reply 
to  an  inquiry  from  Senator  Walsh  with  reference  to  the  treaty  pending 
with  Norway.^  But,  as  the  Department  pointed  out,  the  eoncessiaii 
granted  must  not  be  exclusive.  This  is  the  essential  difference  between 
the  old  and  the  new  treaties.  And  thus  the  use  of  the  unconditional  danae 
removes  one  of  the  major  objections  to  tariff  bargaining.  As  long  tf 
the  United  States  insisted  upon  the  use  of  the  conditional  clause,  con- 
cessions from  rates  of  duty  were  almost  of  necessity  exclusive  in  char- 
acter. This  kind  of  bargaining  was  justly  condemned  for  creating  bad 
feeling  among  those  nations  who  were  not  allowed  to  share  in  the  re- 
ductions. 

Under  our  new  policy  the  benefits  of  any  reductions  achieved  by  bar- 
gaining would  be  automatically  extended  to  each  of  the  twenty-seven 
-     '  Oongreitianal  B§cord,  72  Cong,  1  80$$.,  YoL  75,  No.  90,  April  6,  1089;  p.  T60i 
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countries  to  whom  we  have  unconditionany  pledged,  by  treaties  and 
cxeeative  agreements,  most-favored-nation  treatment.  Also,  there  is 
reason  to  expect  that  as  soon  as  bargaining  was  adopted  the  number 
of  unconditional  treaties  would  increase,  for  foreign  countries  would 
then  find  it  more  worth  while  to  enter  this  relationship  with  us.  So  far, 
then,  from  being  in  conflict  with  the  policy  expressed  in  the  uncondi- 
tional treaties,  bargaining  may  be  made  an  instrumoit  of  furthering 
that  policy. 

A  second  innovation  in  American  tariff  policy  dating  from  1922  raises 
a  new  and  embarrassing  obstacle  to  the  re-introduction  of  bargaining 
practices.  I  refer  to  the  so-called  '^flexible  provisions*'  which  first  ap- 
peared in  the  Fordney-McCumber  Tariff  and  were  re-enacted  with  un- 
hnportant  modifications  in  the  Smoot-Hawley  Tariff.  These  provisions 
ghre  the  president  power  to  increase  or  decrease  any  rate  of  duty  if 
an  investigation  by  the  Tariff  Commission  shows  that  the  existing  rate 
does  not  equal  the  difference  between  the  domestic  and  the  foreign  costs 
of  production,  ^^exible"  is  a  misleading  word  when  applied  to  this 
scheme.  In  reality  Congress  laid  down  a  rigid  mathematical  formula 
strictly  limiting  executive  action  in  changing  rates. 

«^  Cost  equalization  and  bargaining  seem  difficult  to  harmonize.  Obvi- 
ously, absurd  situations  might  arise  if  the  president  should  continue 
to  adjust  rates  to  cost  differences  and  Congress  should  set  up  an  agency 
of  its  own  to  conduct  bargaining  negotiations.  By  concentrating  in  the 
executive  the  power  of  effecting  both  sorts  of  tariff  changes,  the  con- 
flict of  powers  would  be  avoided,  but  a  conflict  of  principle  would  re- 
main. This  is  not  merely  a  priori  reasoning.  At  least  one  instance  is  on 

^record  of  an  attempt  to  combine  bargaining  with  cost  equalization.  In 
1927  and  1928  during  the  tariff  controversy  with  France,  the  American 
government  promised  by  way  of  concession  to  submit  to  its  Tariff  Com- 
mission applications  from  French  exporters  for  reduction  on  certain 
rates  of  duty.  The  applications  were  duly  submitted  to  the  Commis- 
sion,  but  no  cost  investigations  were  ever  instituted  and  no  rates  of 
duty  were  reduced.  The  narrow  statutory  limitation  placed  on  the  Com- 
mission's action  made  practically  impossible  the  satisfaction  of  the 

^  French  requests.  The  statute  required,  for  example,  that  costs  in  the 
chief  competing  country  should  be  ascertained  and  compared  with 
American  costs.  The  French  request  for  reduction  in  the  duty  on  pea- 
nut oil,  therefore,  would  have  had  to  depend  for  its  satisfaction  upon 
the  investigation  of  costs,  not  in  France  but  in  China.  In  the  case  of 

^lilk  velvet  and  plush  ribbons,  there  was  no  domestic  production  of  com- 
parable articles  and  hence  no  cost  study  was  possible,  and  the  Com- 
misnon  could  afford  no  relief.  Finally  there  was  always  the  embarrassing 

posaibility,  in  those  cases  in  which  cost  comparisons  were  possible,  that 
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the  Commission  as  a  result  of  its  investigations  would  find  that  a  hig^ 
not  a  lower  duty  was  necessary  to  equalize  cost  differences. 

The  authors  of  the  Collier  bill  may  have  recognized  that  simply  to 
superimpose  tariff  bargaining  upon  existing  law  would  produce  seriini 
complications.  But  I  suspect  that  other  reasons  explain  their  proposal 
to  abolish  the  president's  power  to  change  rates  of  duty.  According  to 
their  plan,  which  was  in  substance  the  amoidment  proposed  by  the  lite 
Senator  Simmons  to  the  Smoot-Hawley  bill,  applications  for  rate 
changes  would  still  be  received  and  investigated  by  the  Tariff  Commii- 
sion  but  its  reports  would  go  to  Congress  which  would  exercise  fisal 
power  over  rate  changes.  It  is  well  recognized  that  the  flexible  profi- 
sions  in  the  Act  of  1922  never  produced  satisfactory  results,  and  ik 
modifications  of  the  Commission's  powers  in  the  Act  of  1980  amoontci 
to  very  little.  Of  more  importance  was  the  reorganization  of  the  mea- 
bership  of  the  Board.  The  new  Commission  has  done  much  valuaUe  mnk 
of  a  general  investigational  character,  but  as  far  as  rate  changes  aie 
concerned  the  experience  of  the  past  thirty  months  affords  no  gromri 
for  expecting  that  administrative  rate  making  by  the  cost  equaUxatioi 
formula  will  ever  produce  worth-while  results.  In  the  first  session  ol 
the  new  Congress  a  bill  proposing  the  reform  of  the  fiexible  proviiioDi 
along  lines  similar  to  those  laid  down  in  the  Collier  bill  probably  viB 
be  introduced.  If  the  bill  passes,  Congress  will  resume  full  powers  orer 
the  tariff  and  thus  one  of  the  principal  objections  to  bargaining  wiD 
have  been  overcome. 

There  is  no  opportunity  here  to  discuss  in  detail  the  methods  of  ba^ 
'  gaining.  A  suggestion  made  by  Hon.  David  J.  Lewis,  formerly  a  men- 
ber  of  the  Tariff  Commission,  now  a  Representative  in  Congress  froD 
Maryland,  has  interesting  possibilities.  He  has  proposed  that  the  United 
States  should  offer  a  flat  reduction,  say  of  10  per  cent,  from  its  tarif 
to  any  and  all  countries  that  would  be  willing  to  make  equivalent  cos- 
cessions.  This  suggestion  has  the  merit  of  simplicity.  It  defines  once 
and  for  all  the  extent  of  the  American  concessions.  In  fact  it  sets  op 
a  second  schedule  of  minimum  rates  in  addition  to  the  rates  now  in 
force,  which  would  then  become  the  maximum  tariff.  Bargaining  would 
ensue  only  in  order  to  determine  what  concessions  each  foreign  countij 
should  give  from  its  tariff.  A  simple  solution  of  this  problem  would  be 
to  insist  that  each  foreign  country  should  grant  to  the  United  Statei 
in  return  a  10  per  cent  reduction.  Mr.  Lewis  suggests  that  the  United 
States  should  re-enact  our  1918  Tariff  and  as  compensation  other 
nations  should  go  back  to  pre-war  rates. 

The  existence  of  eleven  unconditional  most-favored-nation  trettici 
and  executive  agreements  with  sixteen  foreign  countries  introduces  ti 
element  of  complexity.  As  soon  as  any  country  accepted  the  AmericsB 


Tariff  Reform:  The  Caee  for  Bargaining  146 

»posaI,  each  of  the  twenty-seven  countries  to  whom  we  have  pledged 
onditional  most-favored-treatment,  would  have  the  right  to  demand 

Tninimum  rates  and  without  compensation.  They  would  benefit  by 

reduction  of  the  American  tariff  without  being  under  obligation  to 
uce  their  own  tariffs.  Also,  as  soon  as  a  single  country  had  received 
m  the  United  States  a  gratuitous  concession,  each  of  the  fourteen 
ntries  to  whom  we  are  bound  by  conditional  treaties  could  claim  the 
efit  of  the  concession  and  without  compensation.  In  order  therefore 
give  maximum  effect  upon  foreign  tariffs  to  the  American  action  it 
^ht  be  desirable  first  to  terminate  all  executive  agreements  and  then 
invite  all  countries  with  whom  we  have  unconditional  treaties  to  con- 
de  a  new  multilateral  treaty  by  which  concessions  would  be  exchanged, 
on  the  conclusion  of  such  a  treaty  no  country  not  a  party  to  it  could 
efit  by  the  American  willingness  to  reduce  tariffs  without  itself  mak- 

reductions.  Also,  through  the  operation  of  unconditional  treaties 
h  other  countries  many  of  their  concessions  to  the  United  States 
lid  be  generalized. 

BHnally,  there  are  about  fifty  countries,  including  all  of  the  British 
'-governing  conmionwealths,  with  which  the  United  States  has  con- 
ded  no  commercial  treaties.  As  far  as  the  new  bargaining  scheme  was 
icemed,  these  countries  would  be  in  the  same  position  as  those  with 
iditional  treaties.  They  would  have  no  claim  to  the  minimum  rates 
:hout  making  reductions  from  their  own  tariffs  and  when  they  did  so 
my  of  such  reductions  would  be  perforce  extended  to  other  countries. 
I  have  entitled  this  paper,  "The  Case  for  Bargaining.''  Its  limited 
3pe  does  not  allow  me  to  discuss  in  detail  several  substantial  arguments 
;ainst  the  practice,  arguments  which  the  pleas  of  changed  economic 
nditions  and  changing  commercial  policy  do  not  readily  dispose  of. 

must  be  admitted  that  our  constitutional  separation  of  executive 
om  legislative  powers  handicaps  the  American  government  in  the  ne- 
>tiation  of  commercial  treaties.  Also  it  must  be  admitted  that  when  a 
ition  enters  upon  a  bargaining  policy  there  arises  a  tendency  to  set 
)  artificially  high  rates,  thus  reducing  the  value  of  subsequent  con- 
8sions.  For  this  reason,  tariff  bargaining  is  not  necessarily  synony- 
)U8  with  tariff  reduction,  as  is  shown  by  the  recent  history  of  Euro- 
an  commercial  policy. 

But  it  is  my  contention  that  given  the  will  to  reduce  tariff  barriers, 
rgaining  facilitates  and  generalizes  the  reductions.  Bargaining,  I  he- 
re, may  be  made  a  means  of  hastening  the  reduction  of  the  American 
riff,  a  process  difficult  of  accomplishment  in  any  other  way.  I  should 
t  anticipate  that  the  concessions  secured  from  foreign  countries  would 

sufficiently  numerous  or  important  to  lead  directly  to  a  significant 
provement  in  our  exports.  Perhaps  the  most  significant  immediate 
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gain  for  our  exporters  would  be  the  removal  of  diacrimmatioiiB  againil 
American  goods  in  Canadian,  French,  and  Spanish  markets.  Nor  ds 
I  think  that  American  consumers  would  derive  large  immediate  giiai 
from  the  entry  at  lower  rates  of  foreign  goods. 

But  the  indirect  gain  might  be  far  greater.  I  am  thinking  about  the 
effect  on  world  tariffs  of  the  American  action.  The  attitude  of  the  Umtel 
States,  I  am  convinced,  has  more  effect  on  European  and  cm  woiU 
tariff  policies  than  our  own  Congress  has  ever  suspected.  In  1928  aal 
1929  the  news  that  an  upward  revision  of  the  American  tariff  was  mtr 
pending  was  responsible  to  no  small  extent  for  checking  the  moveant 
in  Europe  toward  tariff  reduction.  A  decisive  move  now  by  the  Unitiei 
States  toward  lower  tariffs  might  be  the  force  needed  to  break  ikt 
world's  tariff  jam.  It  would  certainly  strengthen  the  hands  of  those 
who  the  world  over  are  working  for  the  reduction  of  trade  l>arrier8  sal 
the  removal  of  restrictions.  To  put  strings  on  our  action,  to  make  r^ 
duction  dependent  on  bargaining,  would  seem  to  lessen  its  moral  fore& 
Possibly  so.  But  a  more  than  compensating  gain,  in  my  opinion,  is  thst 
bargaining  if  at  all  successful  will  set  in  motion  a  series  of  ccmcessiQai 
which  through  treaty  relations  must  be  generalized  and  thus  to  the  monl 
force  of  the  American  action  is  added  the  force  of  international  ofaligi- 
tions. 


DISCUSSION 

Ernest  Minor  Patterson. — ^Mr.  Wright  has  summed  up  his  argument  in 
is  closing  paragraph:  "The  nations  of  the  world  have  engaged  themselves 
f  a  solemn  pledge  not  to  use  war  as  a  means  of  settling  international  dis- 
ites.  Unrestrained  liberty  in  tariff  making  tends  to  make  the  keeping  of  this 
ledge  impossible.  Tariff  making  should  be  subject  to  international  law." 
Mr.  Bidwell  also  contends  that  our  tariffs  are  too  high  and  hunts  for  an 
>proach  toward  reduction.  He  believes  that  "a  decisive  move  now  by  the 
nited  States  toward  lower  tariffs  might  be  the  force  needed  to  break  the 
orld's  tariff  jam."  Although  he  feels  that  "to  make  reduction  dependent  on 
irgaining  would  seem  to  lessen  its  moral  force"  there  is  a  more  than  com- 
aosating  gain  in  that  "bargaining  if  at  all  successful  wiU  set  in  motion  a 
Ilea  of  concessions  which  through  treaty  relations  must  be  generalized  and 
iU8  to  the  moral  force  of  the  American  action  is  added  the  force  of  inter- 
ttional  obligations." 

There  are  thus  certain  points  in  which  the  two  papers  agree.  Both  writers 
>ld  (1)  that  our  tariffs  are  unduly  high  and  (2)  that  the  approach  to  ad- 
tstments  downward  should  be  through  international  action.  Mr.  Wright 
gues  that  tariff  making  should  be  subject  to  international  law  while  Mr. 
idwell  favors  attempts  at  bargaining  in  the  hope  that  a  network  of  inter- 
itional  agreements  will  come  into  existence^  binding  the  signatories  to  a 
duction  in  the  obstacles  to  trade. 

A  possible  next  step  in  the  discussion  is  to  ask  ourselves:  (1)  will  this 
temational  approach  bring  the  anticipated  results;  (2)  does  not  the  pres- 
it  position  of  the  United  States  warrant  a  reduction  of  her  tariffs  regard- 
ss  of  what  other  countries  may  or  may  not  do;  and  (8)  in  what  manner  can 
Tective  action  by  Congress  be  secured? 

It  is  appropriate  to  stress  the  value  and  the  practicability  of  international 
ition.  Through  it  much  has  been  accomplished  and  doubtless  much  more 
ill  be  accomplished  in  the  future.  We  usually  extol  its  merits  by  contrast- 
g  them  with  the  excesses  of  economic  nationalism.  Thus  presented  the 
ise  seems  clear  but  observation  of  international  efforts  in  recent  years  sug- 
»ts  that  we  should  not  be  blind  to  its  limitations. 

There  are  three  results  and  only  three  that  can  be  secured  in  this  way^ 
hether  the  approach  be  through  commissions  or  general  conferences  or 
trough  the  ordinary  diplomatic  machinery.  One  is  that  a  frank  exchange 
:  views  often  shows  a  complete  harmony  of  interests  that  had  not  before 
Jen  realized.  When  this  harmony  is  discovered  there  is  often  only  slight 
Acuity  in  reaching  agreement  regarding  the  appropriate  action. 
A  second  consequence  is  that  negotiations  often  make  vivid  actual  differ- 
ices  of  interest  and  confirm  the  negotiators  in  their  national  enthusiasms, 
od  there  are  actual  differences  of  interest  in  many  matters — not  imaginary 
fferences  based  upon  incomplete  knowledge  of  the  facts,  but  real  ones, 
he  more  information  there  is  available  the  more  vividly  the  conflict  of  inter- 
t  is  realized.  It  is  not  always  to  British  advantage — either  direct  or  in- 
rect — for  the  French  to  withdraw  as  much  gold  from  Great  Britain  as 
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the  French  find  it  advantageous  to  take.  Nor  can  the  French  with  econoiiiie 
gain  to  themselves  import  as  much  British  coal  as  the  British  would  find 
it  worth  while  to  sell  in  France. 

A  third  consequence  of  international  negotiation  is  that  mutual  coneet- 
sions  may  be  made.  The  Germans  may  agree  to  take  more  French  wine  tim 
is  advantageous  to  Germany  provided  the  French  will  take  more  German 
steel  than  they  really  care  to  receive.  The  gains  derived  by  each  in  this 
arrangement  may  more  than  offset  the  losses. 

Stated  differently,  we  may  say  that  in  much  discussion  of  intemationtl 
questions  we  are  assuming  a  harmony  of  interests  that  is  strongly  reminiscent 
of  Bastiat  and  others.  The  two  papers  do  not  commit  this  error  but  we 
may  supplement  them  with  a  reference  to  the  limitations  of  what  their  au- 
thors propose.  In  the  field  of  labor  relations  we  do  not  insist  that  employers 
and  employees  have  interests  that  in  no  way  conflict.  We  admowledge  that 
some  of  their  interests  are  mutual  but  proceed  on  the  further  assumptioB 
that  there  is  a  vast  area  within  which  their  interests  differ.  In  international 
matters  we  have  a  set-up  in  which  the  people  in  each  national  area  have  so 
organized  their  affairs  that  in  many  situations  no  real  harmony  can  be  dis- 
covered between  the  national  groups  concerned. 

This  does  not  mean  that  the  international  approach  should  not  be  emr 
ployed  but  merely  that  we  must  not  expect  too  much  of  it.  There  are  cogent 
reasons  why  its  limitations  are  particularly  sharp  at  present.  Business  is 
increasingly  dynamic.  Changes  in  organization  and  method,  new  products 
and  devices — all  come  with  growing  rapidity,  harassing  and  perplexing  not 
only  the  business  man  but  also  any  outsider  who  dispassionately  observes 
business  problems.  Larger-scale  production  with  heavy  overhead  costs  and 
often  with  multitudinous  by-products,  tends  to  intensify  competition.  Un- 
stable currencies  and  exchange  dumping  furnish  still  another  complication. 
With  these  and  other  influences  at  work  stability  is  extremely  difficult  to 
secure  and  maintain.  We  may  allege  that  market  stability  cannot  really  be 
secured  through  more  and  more  trade  restrictions  but  we  need  not  be  sa^ 
prised  if  the  business  man  seeks  it  in  every  possible  way. 

If  time  permitted  suggestions  could  be  made  regarding  several  other  lines 
of  effort,  but  we  may  instead  argue  briefly  that  under  present  conditions 
the  United  States  can  afford  to  proceed  alone.  Through  bargaining  some 
concessions  may  be  secured  but  it  is  very  doubtful.  Negotiations  will  be 
very  prolonged  and  may  yield  little  but  disappointment. 

The  position  of  the  United  States  is  a  peculiarly  difficult  one.  From  19U 
to  1920  our  relation  to  the  rest  of  the  world  was  altered.  We  became  cred- 
itors suddenly,  not  slowly  through  decades  with  time  for  gradual  adjost- 
ments  of  our  economic  structure.  Before  the  war  we  were  apparently  woA- 
ing  out  of  the  mature  debtor  stage  into  that  of  an  immature  creditor.  This 
meant  an  economic  structure  adjusted  to  an  excess  of  exports.  The  war 
placed  upon  us  the  burden  of  increasing  our  exports  but  tended  to  restrict 
imports.  By  1920  we  were  geared  to  export  still  more  goods  and  services 
but  not  to  import  goods  and  services.  Yet  we  had  suddenly  become  creditors. 

Instead  of  systematicaWy  and.  i«^\dV^  «.dv^ting  ourselves  to  this  new 
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relationship^  we  made  little  or  no  attempt  at  adjustment.  In  fact^  the  task 
would  have  been  an  appalling  one  and  perhaps  impossible  of  accomplish- 
ment. Onr  procedure  was  not  surprising.  We  pressed  exports,  visible  and 
invisible,  through  both  private  and  public  effort  while  restricting  imports 
in  a  variety  of  ways.  We  checked  immigration,  thus  reducing  the  volume  of 
immigrants'  remittances,  continued  to  develop  our  own  merchant  marine, 
financed  our  foreign  transactions  more  and  more  with  the  aid  of  domestic 
bankers  and  insurance  companies,  and  raised  our  tariffs  in  1921,  in  1922, 
in  1980,  and  in  riders  to  the  Revenue  Act  of  1932.  All  this  was  possible  be- 
cause of  our  willingness  to  accept  a  large  amount  of  foreign  promises  to  pay. 

By  1982  we  have  made  no  appreciable  progress  toward  adjustment.  One 
procedure  is  that  proposed  by  the  advocates  of  economic  self-sufficiency — 
of  "autarchy"  as  the  Europeans  are  calling  it.  This  will  probably  be  only 
a  passing  vogue  since  world  economic  currents  are  so  strong.  The  other  pro- 
cedure is  to  attempt  a  freer  receipt  of  imports,  notably  by  a  modification  of 
onr  tariff  schedules.  The  situation  is  so  acute  that  this  should  be  done  even 
if  no  concessions  can  be  secured  from  other  countries. 

Two  comments  about  it  should  be  made.  One  is  that  there  is  no  such 
thing  as  adjusting  ourselves  without  some  loss.  A  lowering  of  tariffs  may 
mean  losses  to  many  American  producers  who  rely  chiefly  on  the  domestic 
market  and  who  will  suffer  from  an  increase  in  the  imports  of  competing 
goods.  Yet  maintenance  of  trade  barriers  curtails  the  foreign  markets  for 
many  producers  who  rely  on  exports  and  who  have  little  or  nothing  to  fear 
from  competing  imports.  To  such  an  extent  is  this  true  and  so  great  are 
its  ramifications  that  the  aggregate  result  of  lowered  schedules  would  be 
a  stimulus  rather  than  a  blow  to  most  lines  of  business.  Also  trade  barriers 
reduce  the  payments  from  abroad  to  the  American  investors  in  foreign  se- 
curities, and  their  reduction  would  make  possible  greater  remittances  on 
account  of  interest  and  principal. 

It  is  not  a  question  of  preventing  losses  but  of  deciding  (if  a  calculated 
decision  is  really  possible)  how  to  minimize  the  losses.  Nor,  may  we  say 
in  passing,  is  the  argument  entirely  one-sided,  as  many  doctrinaire  free 
traders  seem  to  think.  It  is  interesting  to  notice  that  many  of  our  most  en- 
thosiastic  advocates  of  national  economic  planning  seem  anxious  not  to 
plan  the  ebb  and  flow  of  goods  and  services  in  foreign  trade.  Apparentiy 
they  are  planning  not  to  plan  at  all  in  this  field — or  perhaps  leave  it  to  the 
people  and  governments  of  other  countries. 

If  we  assume  that  we  desire  to  adjust  ourselves  to  our  creditor  position 
and  to  concentrate  at  least  some  of  the  loss  on  certain  producers  for  the 
domestic  market  by  lowering  tariffs,  what  procedure  should  be  followed? 
Two  suggestions  may  be  made. 

The  Brst  is  that  we  shall  probably  not  get  very  far  by  talking  in  broad 
terms  about  the  general  advantage.  Certainly  we  shall  accomplish  little  if 
our  appeal  is  to  the  "public"  or  to  the  consumers  or  to  other  groups  real 
or  fanciful  whose  interests  may  be  suffering  at  present.  Nor  is  there  any 
hope  of  support  from  geographical  regions  such  as  the  West  or  the  South, 
since  ao  many  of  their  industries  are  now  protected. 
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Instead  an  appeal  may  more  effectiyely  be  addressed  to  certain  eoonomk 
groups  which  are  not  located  in  any  special  section  of  the  conntrj  bat  are 
scattered  through  all  sections.  There  are  three  important  groups.  One  If 
made  up  of  those  who  produce  primarily  for  the  domestic  market  and  are 
interested  in  articles  that  may  quickly  suffer  from  imported  merchandiie 
if  certain  tariff  schedules  are  reduced.  Even  they  would  gain  a  great  deal 
from  the  stimulus  to  general  business  which  will  follow  a  loosening  of  trade 
restrictions^  but  this  is  not  always  easy  to  appreciate  in  advance  and  tliif 
group  will  probably  oppose  reductions  and  even  press  for  higher  duties. 

Those  who  are  producing  more  and  more  for  export  are  a  second  groupi 
while  investors  in  foreign  securities  are  a  third.  These  two  are  increasingly 
conscious  that  they  cannot  be  paid  unless  their  debtors  can  find  dollars  and 
that  dollars  can  be  found  only  if  trade  barriers  are  modified.  There  are 
already  signs  of  organized  effort  among  them,  with  a  view  to  securing  farther 
reduction  of  the  war  debts  and  lowered  tariffs. 

A  second  comment  is  in  the  form  of  a  warning.  High  tariff  advocates 
regularly  challenge  their  opponents  to  indicate  particular  commodities  or 
industries  now  protected  that  do  not  need  such  help.  This  ia,  of  course, 
not  possible  except  in  rare  cases.  Where  protection  has  been  granted  tlie 
industry  concerned  adjusts  itself  to  the  assistance  given  and  its  withdrawal 
is  at  least  an  immediate  disadvantage.  The  approach  must  not  be  by  qoet- 
tioning  particular  rates  of  duty  but  by  examining  the  whole  policy — by  • 
general  rather  than  by  a  specific  attack. 

£.  Grosvenor  Plowman. — Dr.  Phillip  G.  Wright's  paper  smnmarises 
the  need  for  control  of  international  economic  warfare.  He  makes  the  point 
that  the  renunciation  of  war  has  uncovered  the  problem  of  economic  war- 
fare. He  states  that  economic  warfare  between  the  nations  can  be  as  destruc- 
tive as  physical  warfare.  This  suggests  a  basic  principle,  that,  if  we  re- 
nounce a  weapon  of  great  force  such  as  physical  warfare,  we  may  expect 
human  ingenuity  to  devise  ways  of  increasing  the  destructiveness  of  lower 
powered  weapons  such  as  economic  warfare.  We  have  seen  this  principle 
work  out  in  the  field  of  warfare  as  well,  for  instance,  in  the  development 
of  the  German  "pocket"  cruisers  caused  by  their  forced  renunciation  of  die 
battleship. 

Within  the  United  States,  physical  warfare  has  long  since  been  renounced. 
Furthermore,  we  have  also  renounced  tariff  warfare  between  the  states  and 
between  the  United  States  and  certain  other  countries  and  areas,  such  as 
Porto  Rico,  Cuba,  and  the  Philippines.  This  renunciation,  not  only  of  physi- 
cal warfare  but  also  of  tariff  warfare,  has  resulted  in  the  transfer,  tfaroog^ 
the  process  suggested  above,  of  force  and  destructiveness  to  such  weapons 
as  boycotts  and  campaigns  of  prejudice.  We  have  seen  iUustrations  of  dds 
in  the  prolonged  warfare  between  beet  and  cane  sugar  and  between  do- 
mestic butter  and  oleomargarine  made  from  tropical  oils. 

It  is,  therefore,  pertinent  to  remark  that  the  development  of  Dr.  Wright's 
proposal  to  eliminate  the  use  of  tariffs  in  economic  warfare  through  some 
form  of  international  control  and  development  is  likely  to  result  in  intensify- 
ing economic  warfare  \>e\;wt«xi  M!i[ie  exrosXxvta  Vkcouj^h  the  next  lower  grade 
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of  weapons  such  as  boycotts  and  campaigns  of  prejudice.  Dr.  Wright's  pro- 
posal is  simply  another  step  in  a  long  series  of  steps  which  must  be  taken  to 
substitute  negotiation  for  warfare. 

Francis  Ttson. — May  I  raise  a  question  about  the  optimistic  sentiments 
expressed  by  Professor  James  Harvey  Rogers  yesterday  and  by  Professor 
Bidwell  this  morning  concerning  the  likelihood  of  any  easy  congressional 
acceptance  of  lower  tariff  schedules  in  the  near  future?  Is  their  commend- 
able viewpoint  not  a  bit  unrealistic  politically?  Despite  the  great  technical 
difficulties^  workable  formulae  of  international  reciprocal  agreement^  looking 
toward  recovery  through  lowered  trade  barriers,  may  be  developed;  but 
the  prospect  of  their  acceptance,  it  seems  to  me,  is  none  too  bright 

Let  me  reiterate  Professor  Bidwell's  point  about  the  fact  that  no  general 
reduction  of  the  tariff  has  occurred  in  our  history  during  a  period  of  gen- 
eral depression.  And  may  I  remind  you  that  even  those  Democratic  senators 
who  are  enlightened  on  the  economics  of  the  tariff  voted  for  raw  material 
increases  recently,  as  was  the  case  earlier  with  the  Smoot-Hawley  bill? 
These  included  not  only  Senator  Robinson  of  Arkansas,  the  Democratic 
leader^  but  also  Senator  Thomas  J.  Walsh  of  Montana,  who  evidently  was 
hard  pressed  by  the  copper  interest  of  his  state — a  clear-cut  reflection  of 
pressure  from  constituencies  "back  home."  May  I  point  out  that  the  Demo- 
cratic campaign  speeches,  with  few  exceptions,  were  confused,  and  not  often 
consistent  on  the  question?  Let  me  call  attention  particularly  to  the  spread 
of  protectionist  sentiment  with  the  new  industrial  revolution  in  the  South, 
especially  in  the  textile  and  iron  and  steel  industries. 

I  need  not  remind  you  of  the  lack  of  definite  effect  of  the  economists' 
memorial  on  the  issue;  nor  should  we  underestimate  the  strength  of  the  or- 
ganized high  tariff  propaganda  in  the  United  States,  and  the  announced  in- 
tention of  influential  senators  to  raise  existing  schedules  farther  to  limit 
foreign  competition.  Senator  David  A.  Reed  of  Pennsylvania,  for  instance, 
\kBa  proposed  increases  in  iron  and  steel  schedules,  apparently  on  the  basis 
df  the  effects  of  the  depreciated  currencies  abroad.  Moreover,  only  a  few 
leaders  of  industry,  in  the  fields  of  motors,  electrical  equipment,  and  other 
export  industries,  really  favor  lowered  duties.  The  great  majority  of  in- 
lustrialists,  especially  in  iron  and  steel,  metals,  pottery,  glass,  and  textiles,  are 
antagonistic  to  downward  revision.  They  do  not  share  the  viewpoint  of  an 
increasing  number  of  bankers  on  the  subject;  the  latter,  of  course,  now  accept 
and  support  the  economists'  position  on  tariff  revision. 

Finally,  the  lack  of  preparation  of  what  was  called  by  Professor  Bidwell 
the  "public  mind"  (euphemistically,  I  presume)  on  this  issue,  as  in  other 
difficult  problems  of  international  relations,  is  only  too  evident.  The  lack 
of  understanding,  and  the  inarticulateness,  as  well  as  the  weakness  of  or- 
ganisation, of  the  American  consumer  and  worker  render  it  practically  im- 
possible for  the  masses  to  follow  their  own  interest,  and  to  benefit  by  tariff 
reduction  and  international  co-operation. 
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SPECULATION  IN  SUBURBAN  LANDS 

By  E&KEST  M.  Fisher 
Ufdversity  of  Michigan 

Around  the  fringes  of  all  urban  areas  of  any  size  lies  the  territory 
into  which  the  distinctly  urban  uses  of  land  must  expand  as  the  coDh 
munity  grows.  This  area  has  very  appropriately  been  called  the  **pe- 
numbra"  of  the  urban  community.^  It  originally  consists  of  lands  in 
distinctly  rural  uses  such  as  agriculture  or  forestry.  As  the  circum- 
ference of  the  urban  community  expands  and  approaches  this  land,  the 
uses  to  which  it  is  put  undergo  a  change.  Extensive  farming  gives  way 
to  truck  gardening  or  to  golf  or  other  recreational  uses.  In  anticipation 
of  the  arrival  of  the  more  intensive  urban  uses,  the  value  of  the  land 
increases  and  taxes  mount  proportionately.  Here  and  there  patches  are 
definitely  withdrawn  from  the  rural  or  semirural  uses,  platted  in  small 
units  served  by  common  means  of  access,  and  offered  for  sale  as  building 
sites.  Frequently  the  public  utilities  necessary  for  urban  uses  are  at  least 
partially  installed  and  completely  promised,  plans  are  presented  for 
the  development  of  such  community  activities  as  schools  and  churches, 
and  houses  and  business  premises  are  built. 

These  patches  of  development  are  widely  scattered  through  the  pe 
numbra  of  the  urban  area,  frequently  without  relation  to  one  another 
or  to  the  urban  community  as  a  whole.  They  are  isolated  nuclei  nduch 
gradually  grow  by  the  process  of  accretion,  absorbing  more  and  more 
of  the  penumbra  until  their  borders  meet.  When  the  whole  of  the  area 
has  been  absorbed  into  one  or  the  other  of  the  nuclei,  it  becomes  a  part 
of  the  original  urban  community. 

Thus,  the  advance  of  urban  uses  into  the  penumbra  is  by  no  means  a 
steady  or  uniform  one;  the  urban  uses  do  not,  as  might  be  supposed, 
creep  out  into  the  penumbra  at  an  even  pace.  They  sometimes  leap  over 
considerable  stretches  of  territory  to  establish  themselves  at  spots  re- 
moved from  the  fringe  of  existing  uses,  leaving  the  intervening  area  to 
be  filled  in  slowly. 

There  are,  then,  two  distinct  phases  of  the  growth  of  urban  uses 
in  the  penumbra :  one  is  the  expansion  stage  during  which  the  new  nudei 
are  being  established,  and  the  other,  the  filling-in  stage  during  which 
the  interstices  between  nuclei  are  being  absorbed.  There  is  little  informa- 
tion regarding  the  length  of  time  which  elapses  in  these  phases,  bat  snch 
scant  data  as  have  been  compiled  indicate  that  it  is  between  fifteen  and 

*  Sec  Herbert  D.  Simpson  and  John  E.  Burton,  «Thc  Valuation  of  Vacant  Land 
in  Suburban  Areas,"  Studies  in  Public  Finance,  Institute  for  Economic  Researcb, 
Chicago,  1981,  p.  2. 
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thirty  years.  It  probably  varies  from  community  to  community  as  the 
influences  affecting  the  growth  of  the  conmiunity  vary.  In  terms  of 
platting  and  sales  activity,  the  data  possess  a  high  degree  of  periodic- 
ity, reaching  high  points  during  the  period  of  expansion  and  dropping 
abruptly  to  extremely  low  points.  As  absorption  of  the  interstitial  areas 
proceeds,  platting  and  sales  activities  rise  very  slowly  until  another 
period  of  expansion  arrives.  Thus  the  data  reveal  marked  cyclical  char- 
acteristics, but  the  cycles  are  longer  than  in  the  more  familiar  eco- 
nomic series. 

The  most  pronounced  peaks  in  this  activity  closely  coincide,  however, 
with  the  peaks  in  general  business  activity;  and  the  most  abrupt  de- 
clines in  platting  activity  have  occurred  at  the  time  of  our  severest  busi- 
ness depressions.  For  example,  platting  activity  in  the  Cleveland  met- 
ropolitan area  reached  great  peaks  in  1856,  1878,  1891,  1908,  and 
1926;  it  fell  to  the  lowest  pomts  m  1861,  1878,  1896,  and  1980.  Ac- 
tivity in  the  Chicago  area  reached  previously  unprecedented  heights 
in  1887,  1874,  1891,'  1910,  and  1926.'  Milwaukee  experienced  booms 
in  18S7,  1857,  1875,  1892,  and  1926;^  Toledo  in  1855,  1874,  1890, 
1916,  and  1925  ;^  Alameda  County  (San  Francisco),  California,  reached 
peaks  of  subdividing  activity  in  1877,  1891,  1908,  and  1925  ;^  Detroit's 
subdividing  peaks  have  come  in  1886,  1857,  1878,  1891,  1916,  and 
1925;^  those  in  Grand  Rapids,  Michigan,  in  1857,  1872,  1890,  1906, 
and  1926.^  Thus  all  the  major  crises  since  1850  have  been  accompanied 
very  closely  by  peaks  and  crises  in  subdividing  activity. 

It  is  during  a  relatively  brief  period  when  subdiving  activity  is  reach- 
ing its  peak  that  the  sorties  far  into  the  penumbra  are  made  and  the 
new  nuclei  established;  during  the  long  period  of  slight  activity,  the 
interstices  are  slowly  filled  in.  The  period  of  explosive  expansion  precedes 
or  coincides  with  the  rise  of  general  business  to  a  crisis. 

This  period  of  expansion  has  been  consistently  accompanied  by  wide- 
spread speculation  in  suburban  lands.  In  the  earlier  history  of  the  coun- 
try, speculation  in  urban  and  suburban  lands  centered  principally  in  pro- 
jected cities  laid  out,  at  least  on  paper,  in  locations  which  were  ^^destined 
to  be  great  emporiums  of  trade,  industry,  and  commerce."'  Recently 

'  An  interesting  description  of  the  boom  in  Chicago  in  1891  and  1892  will  be  found 
In  H.  Morton  Bodflsh,  "Real  Estate  Activity  in  Chicago  Accompanjing  the  Worid's 
Fair  of  1898,"  Journal  of  Land  and  Public  Utility  Economics,  Vol.  IV,  No.  4  (Novem- 
ber, 1928),  p.  405. 

'  These  statements  are  based  upon  data  from  an  unpublished  source. 

^  See  Ernest  M.  Fisher,  ''Real  Estate  Subdividing  Activity  and  Population  Growth 
in  Nine  Urban  Areas,"  Michigan  Business  Studies  (1928),  Vol.  I,  No.  9. 

•  Sec  Lewis  A.  Maverick,  "Cycles  in  Real  Estate  Activity,"  Journal  of  Land  and 
Public  mmty  Economics,  Vol.  VIII,  No.  2  (May,  1982),  p.  191. 

•  For  a  description  of  some  of  the  speculative  ventures  in  land  during  the  early  his- 
tory of  the  coontry,  see  A.  M.  Sakolski,  The  Oreat  American  Land  Bubble  (New 
Tork.  1982). 
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something  of  the  same  sort  of  speculation  took  place  in  Florida ;  but  for 
the  most  part,  during  the  present  century  and  much  of  the  last  half  of 
the  preceding  one,  speculation  in  suburban  land  has  centered  in  the 
penumbra  of  already  well  established  communities. 

In  these  areas  speculation  takes  two  distinct  forms ;  the  first  is  specu- 
lation in  acreage  or  accommodation  land ;  and  the  second,  in  subdivided 
lots.  In  both  these  forms,  speculation  is  di£Scult  to  identify  with  cer- 
tainty ;  for  as  in  other  types  of  transactions,  the  intent  of  the  purchaser 
is  probably  the  basis  of  distinction  between  speculation  and  invest- 
ment.^ Thus  in  many  instances  the  same  individual  in  the  same  transac- 
tion may  be  at  one  time  a  speculator  and  at  another,  an  investor.  To 
the  extent  that  the  motive  in  purchasing  is  gain  from  the  enhancement 
in  value,  the  transaction  is  speculative;  to  the  extent  that  income  rather 
than  incremoit  in  capital  controls,  it  partakes  of  the  nature  of  an  in- 
vestment. 

As  a  matter  of  fact,  the  purchase  of  acreage  or  accommodation  land 
is  in  most  cases  almost  wholly  speculative.  In  periods  of  expansive  boomi, 
the  price  at  which  acreage  sdls  increases  with  sometimes  astonishing 
rapidity.  In  such  cases,  it  is  easy  to  interest  individuals  with  consider- 
able wealth  in  speculating  on  such  increases.  The  usual  procedure  is 
to  form  syndicates  for  the  purpose  of  buying  tracts  of  land  in  the  pe- 
numbra or  taking  options  on  them  and  holding  them  for  increases  in 
the  price  which  someone  will  pay  for  them  for  the  purpose  of  subdividing. 
In  many  cases,  acreage  ^^specialists"  appear,  who  make  it  their  principal 
activity  to  form  such  syndicates.  Frequently  these  syndicates  sdl  to 
each  other,  always  at  advancing  prices,  until  a  subdivider  buys  a  tract 
and  proceeds  to  subdivide  it. 

No  data  are  available  as  to  the  extent  of  such  operations  or  the 
measure  of  the  increase  in  the  price  of  land  traceable  to  them.  They 
are,  however,  very  extensive  during  a  boom  period,  and  the  increases 
in  price  are  not  infrequently  in  a  single  turnover  as  high  as  100  per 
cent.  Usually  these  transactions  are  kept  quite  confidential ;  the  mem- 
bers of  a  syndicate  are  usually  known  only  to  the  broker  or  speciaKst 
who  manages  the  transaction  and  to  each  other,  and  prices  paid  and 
received  by  the  syndicates  are  jealously  guarded. 

The  best  that  can  be  said  of  this  type  of  speculation  is  that  those  who 
engage  in  it  speculate  largely  with  their  own  money.  They  usually  op- 
erate, however,  with  as  little  cash  as  possible,  buying  on  as  favorable 
terms  as  they  can  secure,  thus  being  able  to  realize  a  large  percentage 
of  profit  on  capital  invested.  When  prices  continue  to  rise,  they  reap 
handsome  profits ;  when  the  rate  of  expansion  declines,  they  suffer  heavy 

^Ct,  Charles  O.  Hardy,  Rials  and  Bitk  BsaHng  (Chicago,  1981),  p.  IST.  AliOb 
Lionel  D.  Edlc,  "InvestmenW*  Btic^cUypcBdla  o^  <K*  SocW  ^fsisness,  VoL  Vm,  p.  I* 
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Dsses.  In  many  instances,  however,  acreage  syndicates  have  paid  as 
igh  as  800  per  cent  on  capital  actually  invested. 

Thus,  from  the  point  of  view  of  the  individual,  speculation  in  acreage 
B  extremely  hazardous,  but  may  bring  large  rewards.  It  results  in 
ery  radicid  redistribution  of  wealth.  When  a  venture  is  successful,  the 
)rofit8  of  speculators  come  from  the  pockets  of  subdividers  or  mem- 
)ers  of  similar  syndicates ;  and  when  the  venture  of  these  groups  proves 
luccessful,  the  profits  of  the  acreage  speculator  are  loaded  on  to  the 
elling  price  eventually  asked  for  lots  created  from  the  acreage.  Losses 
rom  unsuccessful  ventures,  of  course,  fall  principally  upon  the  specu- 
ators.  From  the  point  of  view  of  society  as  a  whole,  there  is  merely  a 
ransfer  of  wealth;  no  new  wealth  is  created,  and  little  is  lost  by  these 
ransf ers  of  ownership. 

But,  notwithstanding  this  fact,  society  does  suffer  from  these  opera- 
ions  in  two  distinct  ways.  First,  the  land  involved  is  nearly  always 
brown  out  of  use  and  lies  idle  while  it  is  being  held  by  the  speculators, 
rhis  land  is  usually  so  situated  as  to  enable  it  to  render  valuable  services 
s  ordinary  farms,  truck  farms,  or  recreational  land.  Instead  of  re- 
eiving  the  benefits  of  such  services,  the  conmiunity  must  see  this  resource 
ie  idle.  About  the  fringes  of  most  large  cities  today  lies  a  great  belt 
f  such  idle  land,  grown  up  in  weeds,  delinquent  in  taxes,  and  derelict. 

Society  also  suffers  from  the  disruption  of  economic  relations  brought 
bout  by  both  the  losses  and  the  profits  of  acreage  speculation.  In  many 
ommunities,  some  of  the  wealthiest  and  most  prominent  leaders  upon 
rhom  the  welfare  of  the  whole  community  depended  have  been  bank- 
upted  by  acreage  speculation.  Sellers  to  speculators  have  been  dis- 
.ppointed  in  failing  to  receive  expected  and  contractual  incomes  and 
lave  in  turn  been  compelled  to  default  upon  obligations  they  had  under- 
aken.  Thus  the  economic  relations  in  the  entire  community  have  suffered. 

It  is  difficult  to  discover  any  economic  function  which  this  kind  of 
peculation  performs.  It  cannot  be  defended  on  the  same  grounds  as 
an  speculation  in  the  usual  forms.  It  does  not  serve  as  a  regulator 
f  the  market,  and  but  partially  to  transfer  risk  to  a  professional  class 
f  risk  bearers.'  In  fact,  much  of  the  risk  involved  is  actually  created 
y  the  speculators.  In  a  sense,  therefore,  it  is  more  nearly  comparable 
o  gambling  than  to  the  usual  forms  of  speculation.*  There  appears  to 

•  Cf^  ADan  H.  Willctt,  "The  Economic  Theory  of  Risk  and  Insurance,"  Columbia 
tudis9  in  Hittory,  Be<momic$  and  PubKe  Lam  (New  York,  1901),  Vol.  XIV,  No.  2, 
.  184.  Also  Charles  O.  Hardy,  Riak  and  Bisk  Bearing  (Chicago,  1981),  Chaps.  IV, 
rn^andlX     . 

*T1ie  owner  of  acreage,  of  course,  has  to  carry  some  risk  of  a  decline  in  price, 
(at  he  is  presumably  utilizing  the  land  until  acreage  speculation  begins.  His  risk, 
sdl  at       


herefore,  lies  in  the  possibility  that  he  may  not  sell  at  as  high  a  price  to  a  sub- 
ihrider  as  he  can  secure  from  acreage  speculators.  When  the  latter  purchase  the 
creage,  the  price  they  demand  is  increased,  the  land  is  thro^im  oml  ot  «l  ^t^mic^^^ 
ise,  and  the  whole  price  they  pay  is  baaed  upon  a  specdiati^t  Ymx^«  Iot  tanker  «j^- 
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be  no  necessity  for  the  intervention  of  acreage  speculators  between  origi- 
nal owners  and  subdividers.  They  insinuate  themselves  into  the  situation 
and  sit  and  wait  for  profits.  When  profits  are  realized,  they  are  paid 
for  their  risk  by  higher  prices  that  final  users  of  the  land  must  pay. 
If  any  economic  function  can  be  claimed  for  them,  it  consists  of  the 
very  feeble  one  of  assembling  larger  tracts  than  might  otherwise  be  eteO- 
able.  On  the  whole,  therefore,  this  type  of  speculation  in  suburban  land 
is  to  be  condemned  as  socially  undesirable. 

The  activities  of  the  subdivider  are  of  two  distinct  types :  in  the  first 
place,  he  may  be  compared  to  a  manufacturer  whose  raw  material  is  acre- 
age and  whose  finished  product  is  the  urban  site  ready  for  use;  in  the 
second  place,  he  is  a  merchant  who  must  sell  his  wares  to  the  general 
public.  The  degree  of  risk  involved  in  these  activities  depends  very  largdy 
upon  his  methods  of  operation.  In  practice,  two  distinct  methods  are 
found.  These  methods  suggest  the  classification  of  subdividers  into  two 
groups,  one  of  which  subdivides  primarily  to  supply  a  need  for  new  and 
additional  building  sites,  the  other  for  a  market  in  which  the  new  sites 
can  be  sold  not  for  use  but  for  speculation  (called  '^vestment").  Tie 
one  who  subdivides  for  use  finds  his  market  among  those  who  propose 
to  build  a  house  or  a  business  building  promptly ;  the  one  who  subdiyides 
for  a  market  sells  to  everyone  who  can  be  persuaded  to  speculate. 

Some  of  the  most  notable  achievements  in  community  planning  and 
building  of  recent  decades  have  been  accomplished  by  subdividers  liho 
were  attempting  to  supply  a  need.  Among  these  achievements  the  Coun- 
try Club  District  of  Kansas  City,  built  by  J.  C.  Nichols,  and  Roland 
Park,  Baltimore,  may  be  mentioned.  This  type  of  operation  does 
involve  risk,  but  in  it  risk  is  reduced  to  a  minimum.  The  greatest  hazard 
it  encounters  is  that  created  by  the  speculative  operator  who  floods 
the  market  and  paves  the  way  for  a  subsequent  collapse. 

It  is  this  second  type  of  operation  that  tends  to  enhance  the  risk  in- 
volved ;  and  to  the  degree  that  risk  is  magnified,  the  subdividing  process 
becomes  speculative  for  all  operators.  Thus  under  present  methods 
of  operation,  the  whole  process  is  shot  through  with  uncertainty  and 
unnecessary  risk.  As  a  result,  the  profits  from  successful  operations 
are  swollen  and  the  losses  sustained  from  unsuccessful  ventures  are  dii- 
astrous.  The  whole  process  needs,  both  from  the  operators'  and  the 
public's  point  of  view,  a  thorough  revision  of  practices  and  methods. 
The  only  purpose  of  subdividing  activities,  one  would  suppose,  is  to  pro- 
vide additional  urban  sites  for  use  as  the  urban  community  grows  and 
needs  more  space.  The  need  for  sites,  in  other  words,  would  appear  to 

vance;  thus  the  risk  is  enhanced.  They  stand  to  lose  all  their  investment;  the  ovntf 
onJy  to  lose  the  maTgJn  between  the  value  of  his  property  for  current  uses  md  te 
speculative  purpoBts. 
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e  the  criterion  by  which  the  extent  of  subdividing  activity  should  be 
;auged,  just  as  the  manufacture  of  automobiles  or  shoes  or  any  other 
commodity  should  be  gauged  by  the  most  intelligent  analysis  possible  of 
the  need  for  the  commodity  produced.  But  the  wider  one's  observation, 
the  more  certain  is  bound  to  be  his  conclusion  that  need  for  urban  sites 
for  use  is  never  the  controlling  consideration  with  most  subdividers  and 
is,  in  many  cases,  not  even  considered.  This  fact  accounts  for  the  spec- 
tacular rises  in  the  activity  of  the  market  and  for  its  subsequent  col- 
lapse and  paralysis.  The  length  of  the  cycles  may  be  partially  accounted 
for  by  the  fact  that  it  takes  nearly  thirty  years  to  produce  a  new  gen- 
eration, which  has  to  learn  by  pain  and  disappointment  that  while  many 
fortunes  may  have  been  made  through  investments  in  real  estate,  many 
paupers  likewise  have  arrived  at  their  destination  by  the  same  route. 

As  a  matter  of  fact,  in  most  urban  communities,  the  number  of  sub- 
divided lots  is  nearly  twice  as  great  as  the  number  in  use;  that  is,  for 
every  lot  in  use,  there  is  another  lot  vacant.  In  the  Grand  Rapids,  Michi- 
gan, metropolitan  area  in  1981,  61,000  lots  were  in  use  and  40,000 
▼acant.^^  The  percentage  of  lots  vacant  has  varied  since  1909  from 
88  to  46.  In  terms  of  population,  there  were  48  subdivided  lots  of  rec- 
ord, per  hundred  inhabitants,  and  24  per  hundred  in  use.  In  Chicago, 
in  1928,  there  were  1,227,000  lots  of  record  and  only  668,000  in  use.** 
In  Detroit,  in  1926,  there  were  about  26  per  hundred  in  use  and  76 
per  hundred  of  record.  In  Cleveland,  in  1926,  there  were  80  lots  of  rec- 
ord per  hundred  population,  and  probably  not  more  than  20  per  hun- 
dred in  use.  In  Milwaukee,  in  1927,  there  were  86  lots  of  record  per 
ilundred  population,  and  probably  not  more  than  28  per  hundred  in 
Ose.  Finally,  in  Birmingham,  Alabama,  in  1927,  there  were  44  lots  of 
Record  per  hundred  population,  with  probably  26  in  use. 

It  may  be  assumed  that  the  principal  source  of  the  need  for  new 
ots  is  population  increase,  but  when  the  total  number  of  lots  subdivided 
n  any  large  urban  community  between  1920  and  1980  is  expressed 
n  terms  of  increase  in  population  during  the  decade,  the  absurd  heights 
;o  which  speculation  led  subdividers  becomes  apparent.  Thus,  in  the  De- 
roit  area,  from  1920  to  1980,  the  increase  in  population  was  848,686, 
>r  70  per  cent ;  in  lots  subdivided,  622,498,  or  100  per  cent ;  or  for  every 
me  hundred  newcomers  to  Detroit  about  74  lots  were  prepared.  In  Cleve- 
and,  from  1920  to  1980,  over  112,000  lots  were  platted,  an  increase  of 
tS  per  cent.  Population  increased  by  268,000,  or  28  per  cent ;  platting 
ictivity,  therefore,  added  48  new  lots  for  every  increase  of  one  hun- 
Ired  persons.  In  the  Chicago  area,  population  increased  from  1920  to 
L928  by  about  700,000,  or  26  per  cent;  lots  platted  increased  from 

**  Ernest  M.  Fisher  and  Raymond  F.  Smith,  **Land  Subdividing  and  the  Rate  of 
JtilizaUon,"  MicMaan  BminM  Studies,  Vol.  IV,  No.  6. 
"  Simpson  and  Barton,  op,  eit,,  p,  14. 
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1920  to  1926  by  448,000,  or  84  per  cent;  and  64  new  lots  were  aval 
able  for  every  one  hundred  new  inhabitants.  In  Grand  Rapids,  dorin 
the  decade  1920  to  1980,  the  number  of  lots  increased  by  over  84,00( 
or  60  per  cent,  while  population  was  gaining  62,000,  or  88  per  ceni 
and  66  new  lots  were  available  for  every  one  hundred  newcomers.  Bu 
actually,  one  hundred  newcomers  to  Grand  Rapids  during  the  deca^ 
used,  on  the  average,  only  24  lots.  If  utilization  proceeded  in  Grao 
Rapids  at  the  unprecedentedly  rapid  pace  established  during  the  decad 
it  would  be  over  twenty  years  before  the  present  lots  were  used;  and  i 
utilization  proceeds  at  the  same  pace  at  which  it  has  proceeded  sine 
1909,  some  thirty-five  years  will  be  required  to  bring  the  lots  into  us( 
Professor  Simpson  estimates^*  that  even  by  1960,  population  growt 
will  have  required  the  utilization  of  only  90  per  cent  of  the  lots  now  avail 
able  in  the  Chicago  area.  In  short,  subdividing  anticipates  utilization  h 
some  thirty  years,  and  the  speculative  subdivider  sells  his  product  fo 
speculation.  This  fact  makes  his  business  exceedingly  hazardous.  Fo 
when  the  speculative  frenzy  dies,  it  takes  a  generation  for  the  market  U 
"come  back.*' 

The  process  by  which  sales  are  made  is  too  familiar  to  need  descrip 
tion.  It  is  one  in  which  high  pressure  salesmanship,  cheap  ballyhoo,  anc 
extravagant  claims  all  play  their  part.^'  The  psychological  character 
istics  of  the  market  are  typical  of  all  speculative  markets.  The  qaet- 
tions  of  use  and  value  are  entirely  forgotten,  and  prospective  purchasen 
are  frequently  "guaranteed"  by  glib  and  conscienceless  salesmen  that 
they  can  resell  their  properties  within  a  few  weeks,  or  months  at  most, 
at  advances  in  price.  Elaborate  sales  arguments  are  built  up  aroond 
statistics  of  city  growth  and  especially  the  increases  in  value  that  hate 
come  to  strategically  located  business  sites.  The  inference  is  that  all 
urban  land  increases  in  value  and  the  purchaser  has  only  to  wait  untS 
the  inside  residential  lot,  remote  though  it  may  be  from  transportation 
and  other  factors  that  might  enhance  its  value,  and  although  it  is  one 
in  hundreds  that  are  almost  identical  to  it,  will  also  sell  for  thousands 
when  he  has  paid  only  hundreds. 

In  blind  obedience  to  the  speculative  impulse,  literally  thousands  of 
the  middle  classes  and  of  the  laboring  classes  succumb  to  these  argu- 
ments and  purchase.  Thus  in  nearly  every  urban  community,  between 
1920  and  1926,  thousands  of  these  classes  bought  lots,  paid  10  per 
cent  down,  and  mortgaged  their  earnings  for  about  ten  years  to  pay  tbe 

"  Herbert  D.  Simpson  and  John  E.  Barton,  *The  Valuation  of  Vacant  Land  is 
Suburban  Areas,*'  Institute  for  Economic  Research,  8tudi$9  l»  PmbUe  Pimame§,  B^ 
search  Monograph  No.  2  (Chicago^  1981),  p.  20  ff. 

''For  a  description  of  some  of  the  more  reprehensible  practices  see  H.  Maiiff 
Bodflsh,  'The  Free  Lot  Subdivider:  HU  Method  of  Operation  and  the  AvaibUe 
Methods  of  Control,'*  Journal  of  Land  and  PubUe  UUUty  BeonomieM,  VoL  V,  NaS 
(May,  1929),  p.  187. 
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'^deferred  balance"  with  interest  and  taxes.  In  one  case,  which  may 
be  taken  as  typical,  over  76  per  cent  of  the  residential  lots  in  a  large 
subdivision  were  sold  to  people  who  were  not  even  residents  of  the  county 
in  which  the  subdivision  lay.  Residential  lots  in  the  suburban  area  of 
Detroit  were  then  sold  in  all  the  states  in  the  Great  Lakes  region,  and 
as  far  south  as  Greorgia.  Washerwomen  and  Ford  factory  workers,  school 
teachers  and  professional  men  were  all  proud  to  be  counted  as  owners 
of  Detroit  real  estate.  Likewise,  suburban  lots  in  Chicago  were  sold 
throughout  the  Middle  West,  and  those  cities  which  were  not  exploited 
8o  widely  enjoyed  a  big  domestic  boom  in  which  nearly  every  family  in 
their  borders  staked  its  hopes  of  prosperity  and  fortune  upon  vacant 
lots.  And  even  as  late  as  1981,  it  was  reliably  reported  that  in  a  commu- 
nity of  80,000,  a  suburb  of  Detroit,  over  $100,000  worth  of  vacant  lots 
in  Windsor,  Canada,  across  the  river  from  Detroit,  were  sold  in  less  than 
three  months. 

As  soon  as  the  speculative  subdivider  has  secured  contracts  for  the 
purchase  of  the  major  portion  of  the  lots  in  a  subdivision,  he  purchases 
another  piece  of  acreage,  and  repeats  the  process  of  platting  and  selling. 
He  thus  places  himself  in  the  remarkable  position  of  openly  competing 
with  his  own  customers.  He  has  the  advantage  of  his  customers,  however, 
in  two  ways.  First,  he  dominates  the  market.  His  salesmen  and  his  ad- 
vertising seek  out  every  potential  buyer  of  a  vacant  lot.  They  call  upon 
builders,  they  canvass  all  the  names  in  the  telephone  books  and  even  ring 
doorbells  so  as  to  make  their  canvass  complete.  It  is,  thus,  by  almost 
a  miracle  that  any  purchaser  in  a  previous  subdivision  finds  a  bona  fide 
purchaser  for  his  lot  that  was  so  '^sure  to  increase  in  value."  But  so 
long  as  the  big  subdivision  across  the  street  or  farther  down  the  road 
is  selling  out,  even  at  advanced  prices,  he  is  not  likely  to  get  restive.  He 
has  comparatively  little  invested  as  yet  anyhow.  But  all  the  time  he  is 
paying  on  his  land  contract  to  the  subdivider.  Thus  we  find  the  sec- 
ond advantage  of  the  subdivider  in  the  speculative  market :  he  not  only 
competes  with  his  own  purchasers,  but  he  actually  gets  them  to  finance 
his  speculative  competition. 

But  eventually  something  happens.  The  market  becomes  surfeited; 
a  catastrophe  visits  the  community  or  the  whole  nation ;  the  speculative 
fever  subsides;  purchasers  for  profit  become  more  and  more  restive 
and  anxious  to  realize  their  profits ;  and  the  market  collapses.  With  it 
the  whole  structure  of  credit  involved  in  the  operations  becomes  under- 
mined and  falls.  Then  usually  the  subdivider  is  trapped  as  well  as  his 
customers.  For  he  has  proceeded  to  larger  and  larger  operations  on 
narrower  and  narrower  margins.  His  collections  on  early  contracts  fall 
off  and  he  becomes  unable  to  meet  maturing  obligations.  Thousands  of 
the  unsubstantial  and  "fiy-by-night**  operators,  who  consistently  follow 
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the  speculative  market  from  city  to  city  and  from  state  to  state,  dis- 
appear. Lots  by  the  thousands  are  offered  for  the  balance  due  on  tlie 
contract,  and  there  are  no  takers.  Taxes,  in  the  meantime,  have  risen 
to  meet  the  costs  of  governing  the  vast  stretches  which  have  been  **aii- 
nexed"  to  cities  and  municipalities,  and  tax  delinquencies  appear.  In  some 
communities,  land  contracts  have  been  used  as  collateral  to  bond  issues 
that  were  sold  to  the  public.  Over  60  per  cent  of  such  issues  in  one  large 
city  area  have  defaulted,  while  tax  delinquencies  have  occurred  on  as 
much  as  47  per  cent  of  the  entire  area  of  one  of  the  municipalities  in 
the  vicinity  of  one  of  our  largest  cities.  The  savings  of  the  thousands 
who  speculated  have  thus  been  wiped  out.  Capital  expended  in  the  in- 
stallation of  streets,  sidewalks,  and  public  utilities  lies  idle  and  is  rapidi; 
disappearing,  while  only  the  miles  of  decaying  sidewalks  and  reeling 
lamp  posts  remain  to  bear  mute  testimony  to  the  speculative  folly  of 
both  subdivider  and  "investor.** 

The  social  losses  involved  in  this  process  arise  from  several  sources; 
the  first  is  the  loss  of  the  services  of  the  land ;  second,  the  loss  of  the 
time  and  labor  of  the  subdivider  and  his  whole  crew;  third,  the  loss  of 
capital  invested  in  "improvements'*  which  will  either  yield  a  very  in- 
significant return  of  services  to  scattered  or  isolated  families  or  wiB 
entirely  disappear ;  and  fourth,  the  losses  due  to  dislocation  of  economic 
relations  in  the  community.  No  quantitative  measure  of  these  losses  is 
available.  It  may  be  assumed,  however,  that  they  are  probably  not  less 
than  the  amount  invested  in  vacant  lots.  This  amount  has  been  esti- 
mated in  two  communities.  A  very  conservative  estimate  for  the  city  of 
Grand  Rapids  places  the  amount  at  $26,000,000,  enough  to  pay  the 
entire  tax  bill  of  the  community  for  over  three  years,  or  to  pay  off  all 
the  bonded  indebtedness  of  all  governmental  units  in  the  area  with 
more  than  $5,000,000  left  over.  It  represents  over  $160  per  inhabitant 
of  the  metropolitan  area  in  1980.  And  it  should  be  added  that  Grand 
Rapids  is  by  no  means  a  "horrible  example."  The  situation  there  prob- 
ably represents  rather  the  typical  than  the  worst  in  the  country.  In  Los 
Angeles,  Riggelman  and  Eberle  estimated  in  1924  that  166,657  lots 
were  vacant.  The  estimated  value  of  these  lots,  based  upon  an  adjust- 
ment of  assessed  valuations,  was  $1,100,000,000.  They  further  esti- 
mate the  annual  cost  of  carrying  these  lots  at  $100,000,000.^** 

It  is  obvious  that  any  such  drain  upon  the  financial  resources  of  • 
conmiunity  as  is  indicated  in  these  communities  represents  the  diversion 
of  a  significant  amount  of  capital  to  a  nonproductive  purpose.  TUs 
diversion  in  turn  probably  affects  the  interest  rates  which  productii* 
enterprises  must  pay.  The  result  may  be  an  interest  rate  so  high  as 
to  prove  a  handicap  to  industry  and  production  in  general. 

"  Sec  Riggleman  and  "FxVsYic^,  Bunuett  EViX\»\.Va%  VJl^««  X<s^\%5a\^  ^p.  48^  4/1 
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In  one  instance  a  city  was  obliged  to  spend  over  $19,000,000  in  con- 
structing a  sanitary  sewer  to  serve  outlying  subdivisions,  sparsely  set- 
tled, and  scattered  over  a  wide  area.  This  was  probably  at  least  twice 
the  sum  that  would  have  been  necessary  to  serve  the  same  number  of 
people  if  they  had  been  located  more  closely  together.  Similar  wastes  oc- 
mr  in  connection  with  the  provision  of  miles  on  miles  of  water  mains, 
iidewalks,  and  pavements  for  isolated  units. 

In  many  respects,  however,  the  heaviest  loss  to  the  community  comes 
Trom  the  disruption  of  economic  relations.  The  influence  of  subdivision 
Gtctivities  on  the  general  credit  situation  in  a  community  is  both  far- 
reaching  and  profound.  When  the  market  and  values  upon  which  credit 
is  based  collapse,  the  repercussion  must  be  severely  felt  upon  the  whole 
economic  life  of  the  community.  Further,  the  wide  distribution  of  losses 
causes  them  to  fall,  in  probably  a  majority  of  cases,  upon  those  who 
are  least  able  to  bear  them.  It  is  the  laborer  and  the  skilled  artisan, 
the  widow,  and  the  white-collared  class  who  suffer  most  in  these  fiascos. 
They  are  told  that  land  is  the  safest  form  of  investment,  that  it  cannot 
be  destroyed,  stolen,  or  moved  away,  and  that  it  always  enhances  in 
value.  Since  the  majority  of  these  classes  are  uninformed  of  the  facts 
in  the  situation,  they  are  easily  imposed  upon.  The  resulting  losses  to 
them  and  to  the  community  because  of  the  disruption  of  economic  rela- 
tionships would  be  difficult  to  exaggerate.  That  the  whole  process  plays 
an  important  part  in  the  business  and  economic  welfare  of  the  community 
appears  to  need  no  argument. 

In  view  of  this  fact,  it  may  be  desirable  to  examine  some  of  the  pro- 
posals for  social  control  that  would  tend  to  curb  the  excesses  and  secure 
a  better  adjustment  of  subdividing  activities  to  the  needs  of  the  com- 
munity for  additional  urban  sites. 

The  most  direct  method  of  control  would  consist  of  public  purchase 
and  ownership  of  the  acreage  in  the  penumbra.  This  method  has  been 
successfully  used  in  Stockholm,  Berlin,  Cologne,  Frankfurt  on  the  Main, 
and  other  Grerman  cities.  It  gives  the  municipality  or  other  public  body 
practically  absolute  control  when  ownership  is  extended  to  enough  of 
the  land  in  the  penumbra  to  give  the  public  authority  a  virtual  monopoly 
of  acreage.  When  ownership  is  coupled  with  the  use  of  such  an  instru- 
ment of  tenure  as  the  long-term  lease,  the  control  is  perpetuated.  This 
method  of  control,  however,  is  foreign  to  American  custom,  political 
and  legal  thought.  It  is  difficult  to  imagine  its  ever  being  widely  au- 
thorized or  adopted. 

The  second  method  of  control  suggested  consists  of  enacting  legisla- 
tion which  is  based  upon  the  assumption  that  subdividing  activities  are 
vested  with  a  public  interest  and  which  will  require  those  who  propose 
to  subdivide  to  secure  from  a  public  administrative  Y)od^  a  e^T\]AeaV^ 
of  public  convenience  and  necessity  before  proceedmg.^'^  'NLmc^  ol  >3cv* 
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data  necessary  to  enable  such  a  body  to  adminster  this  sort  of  law  effec- 
tively and  fairly  is  available.  In  city  planning  commissions  and  other 
similar  administrative  authorities  the  machinery  for  administration  is 
provided.  The  attitude  of  many  of  the  higher  courts  expressed  in  ded- 
sions  in  city  planning  and  zoning  cases  indicates  that  these  courts  might 
be  friendly  toward  such  legislation  if  conservatively  drawn  and  inteOi- 
gently  and  tactfully  defended  before  the  courts.  But  there  are  many  j 
problems  of  both  economics  and  law  that  have  to  be  carefully  examined 
before  such  legislation  could  be  properly  drawn.  It  is  doubtful  also 
whether  state  legislatures  would  be  f riencUy  toward  so  radical  a  depar 
ture.  The  present,  however,  is  an  exceedingly  favorable  time  to  present 
such  a  proposal.  It  remains  to  be  seen  whether  any  such  legislation  w3 
be  prepared. 

These  two  proposals  are  aimed  directly  at  the  heart  of  the  problem; 
namely,  control  of  the  quantity  of  land  subdivided.  Some  other  pro- 
posals designed  to  modify  the  situation  somewhat  have  been  nuuk 
Among  these  are:  (1)  The  proposal  that  subdividers  be  required  to  is- 
stall  the  necessary  public  improvements  in  all  plats  subdivided,  or  to 
post  a  bond  guaranteeing  such  installation,  before  the  lots  are  offocJ 
for  sale  to  the  public.  This  proposal  is  intended  to  eliminate  the  i^ 
responsible  and  fraudulent  operator  who  promises  everything  and  de 
livers  only  staked  lots.  (2)  The  proposal  that  before  a  subdivider  be  ptf- 
mitted  to  offer  lots  for  sale,  he  must  prove  ownership  of  the  property 
free  and  clear,  or  he  must  be  joined  in  all  contracts  for  deed  by  partis 
who  have  any  prior  liens  or  interests  in  the  property.  This  proposal 
has  the  same  intent  as  the  previous  one,  and,  in  addition,  the  intent  of 
preventing  contract  purchasers  from  losing  their  equities  by  default  of 
the  subdivider  on  underlying  obligations. 

Something  certainly  could  be  accomplished  by  the  collection  and  St 
semination  of  information  regarding  the  situation  as  it  exists  in  variooi 
communities.  Such  data  as  have  been  collected  have  demonstrated  thit 
discrepancies  between  the  total  number  of  sites  subdivided  and  the  needi 
due  to  population  growth  can  be  discerned  early  in  the  boom  period. 
If  these  data  could  be  interpreted  to  the  public  as  a  whole,  they  wonU 
doubtless  serve  to  temper  the  enthusiasm  of  speculative  buyers.  The  SSr 
culty  in  the  use  of  this  method  lies  in  the  problem  of  getting  the  mt* 
terial  before  the  public  and  sufficiently  interpreting  it  to  enaUe  then 
to  discount  the  representations  of  sales  agents. 

That  some  form  of  social  control  is  desirable  does  not  need  to  fc 
argued.  It  is  fervently  to  be  hoped  that  the  last  of  the  great  waves  d 
speculation  in  suburban  lands  may  have  been  seen. 

"  See  Coleman  Woodbury,  "Some  Saii^gested  Changes  in  the  Control  of  Urban  Lai 
Development,^*  Journal  of  PubUe  Ut>Kt^  Eeanofnies,  VoL  V,  No.  8  (August,  Ittf)- 
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A  wise  prophet  observed  many  years  ago  that  *Vhen  the  blind  lead 
lie  blind,  both  fall  into  the  ditch" — a  maxim  which  accurately  describes 
»ur  situation  in  both  business  and  govemment  today.  In  this  respect 
lie  real  estate  field  is  no  exception,  unless  it  be  in  the  extent  of  its  mis- 
laps  and  the  number  of  people  affected  by  them.  It  behooves  us,  there- 
ore,  to  give  some  serious  thought  to  the  manner  in  which  we  have  ar- 
ived  in  our  present  unhappy  situation. 

This  situation,  to  tell  the  truth,  is  not  entirely  a  novel  one.  The  eco- 
lomic  history  of  this  country  is  colorful  with  recurring  speculative 
pochs  and  episodes,  growing  out  of  varying  conditions  and  with  vary- 
Qg  effects  upon  our  economic  structure  and  welfare.  We  have  had  periods 
»f  gigantic  speculation  in  western  lands ;  periods  of  oil  and  mining  specu- 
ation;  periods  of  bank  speculation;  and  of  railroad  speculation.  In  the 
>a8t  fifteen  years  we  have  had  two  distinct  speculative  movements  of 
LUge  magnitude:  the  agricultural  boom  and  collapse  in  the  period  1916- 
^1,  and  the  urban  boom  and  collapse  in  the  period  1921-80,  interspersed 
fith  the  Florida  episode  and  other  outbreaks  of  organized  crime  in  vari- 
ous parts  of  the  country. 

Our  latest  speculative  movement  differs  from  all  previous  speculative 
Tas  in  the  United  States  in  the  fact  that  it  has  been  distinctly  an  urban 
ield  of  speculation,  based  primarily  upon  one  specific  phenomenon; 
lamely,  the  growth  of  urban  population  and  wealth.  The  rural  sections 
»f  the  country  have  been  in  a  state  of  depression  throughout  most  of 
liis  period,  and  the  very  cities  in  which  active  real  estate  speculation 
las  been  carried  on  have  been  surrounded  by  rural  populations  in  acute 
listress.  The  agricultural  depression  in  reality  contributed  substantially 
:o  the  urban  infiation  by  forcing  the  movement  of  millions  of  people 
;rom  the  farms  and  small  towns  to  swell  the  population  of  the  larger 
dties.  Furthermore  the  low  prices  of  agricultural  products  increased  the 
nargins  of  real  wages  and  profits  in  urban  industries  and  resulted  in  the 
shift  of  a  larger  segment  of  the  national  income  from  rural  to  urban 
renters.  In  short,  the  agricultural  depression  had  the  effect  of  shifting 
copulation,  income,  and  wealth  to  the  cities,  in  addition  to  the  numerous 
>ther  factors  contributing  to  the  urban  growth  of  this  period.  Al- 
together the  urban  population  of  the  United  States  increased  fourteen 
uid  a  half  million  in  the  decade  1920-80.  This  spectacular  growth  of 
irban  population  and  wealth  provided  the  basis  for  a  p^T\od  ol  %^Ti- 
lational  real  estate  speculation. 
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The  extent  of  this  urban  speculation  Professor  Fisher  has  indicated 
I  may  contribute  one  further  illustration.  In  Cook  County,  outside  of 
Chicago,  we  had,  in  1928,  161,000  improved  lots  and  885,000  vacant 
On  the  basis  of  our  Regional  Plan  Commission's  estimates  qf  fatme 
poplation  increase,  it  will  take  until  1960  to  absorb  the  vacant  lots  al- 
ready subdivided  in  1928.  In  fact,  on  the  basis  of  these  computatiooi, 
we  shall  still  have  26,000  of  these  vacant  lots  for  sale  in  the  smnnMr 
of  1960.  In  one  township,  Niles  Township,  we  have  a  population  of 
9,000,  and  enough  vacant  lots  for  a  population  of  190,000. 

But  the  facts  are  sufficiently  well  known;  and  throughout  the  re- 
mainder of  this  paper  we  will  confine  our  conunent  to  (a)  the  resntti 
of  this  speculation,  (b)  the  conditions  which  led  to  its  excesses,  sad 
(c)  the  possible  means  of  preventing  its  repetition. 

What  has  been  the  impact  of  all  this  upon  our  business  and  finandil 
organization? 

Its  first  impact  has  fallen  upon  the  very  heart  of  our  financial  fxt- 
ganization ;  namely,  the  banks  and  financial  institutions.  We  have  » 
fully  developed  system  of  real  estate  mortgage  banking,  under  legd 
auspices  and  supervision,  and  that  is  a  part  of  the  story ;  but  all  tk 
financial  resources  of  existing  banking  and  financial  institutions  were 
utilized  to  the  full  in  financing  this  speculative  movement.  The  in8Q^ 
ance  companies  bought  what  were  considered  the  choicer  mortgagei; 
conservative  banks  loaned  freely  on  real  estate  mortgages;  and  ktf 
conservative  banks  and  financial  houses  loaned  on  almost  everythiif 
else  that  represented  real  estate  in  any  form. 

A  particularly  ominous  development  was  the  expansion  of  the  banking 
system  itself  for  the  specific  purpose  of  financing  real  estate  promotkB 
and  development.  Real  estate  interests  dominated  the  policies  of  many 
banks,  and  thousands  of  new  banks  were  organized  and  chartered  for 
the  specific  purpose  of  providing  the  credit  facilities  for  proposed  real 
estate  promotions.  The  greater  proportion  of  these  were  state  baab 
and  trust  companies,  many  of  them  located  in  the  outlying  sectioai 
of  the  larger  cities  or  in  suburban  regions  not  fully  occupied  by  oMff 
and  more  established  banking  institutions.  In  the  extent  to  whidi  their 
deposits  and  resources  were  devoted  to  the  exploitation  of  real  estate 
promotions  being  carried  on  by  controlling  or  associated  interests,  tbtft 
banks  commonly  stopped  short  of  nothing  but  the  criminal  law — aad 
sometimes  not  short  of  that. 

In  addition  to  this  dangerous  alliance  of  banking  and  real  estate 
promotion,  a  third  and  more  ulterior  element  was  often  included  in  ^ 
combination,  that  of  local  government  officials  and  political  groups* 
The  purpose  of  this  combination  was  sometimes  to  facilitate  secoxiag 
a  charter,  sometimes  to  secure  the  deposit  of  puUic  funds,  at  other 
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mes  to  insure  favorable  treatment  in  tax  matters  and  to  exploit  the 
'ojection  of  streets  and  highways  and  other  public  improvements.  A 
•urth  element  frequently  found  in  these  banking  institutions  was  rep- 
isented  by  the  contractors'  and  construction  groups,  whose  interests 
re  obvious ;  and  a  fifth  element  was  frequently  made  up  of  local  public 
tility  interests,  who  were  able  to  combine  the  extension  of  surface  and 
ipid  transit  lines  with  large  real  estate  promotions. 

Now,  when  it  is  recalled  that  these  were  not  mortgage  banks,  organ- 
led  on  principles  of  long-term  financing,  investing  their  own  capital 
inds,  and  free  from  deposit  liabilities,  but  that  they  ordinarily  pur- 
orted  to  be  commercial  banks,  engaged  in  accumulating  and  carrying 
urge  deposits,  and  that  their  operations  were  financed  largely  through 
be  funds  of  their  depositors,  it  will  be  realized  in  what  a  highly  over- 
xtended  position  this  segment  of  our  banking  system  was  placed. 

Eventually  we  reached  a  point  where  most  of  the  city  and  outlying 
fanks  of  the  country  were  loaded  with  real  estate  loans  or  real  estate 
[abilities  of  some  sort.  Not  all  of  these  loans  were  speculative;  many 
{ them  were  intrinsically  sound  and  conservative.  But  a  large,  probably 
.  major,  portion  of  this  loan  structure  depended  for  its  solvency  upon 

continuation  of  the  rate  of  absorption  and  turnover  which  had  char- 
cterized  the  real  estate  market,  and  on  a  continued  advance  of  real 
state  values.  When  the  rate  of  absorption  halted  and  the  price  move- 
lait  stopped,  one  of  the  largest  categories  of  bank  collateral  in  the 
ountry  went  stale,  and  the  banks  found  themselves  loaded  with  frozen 
ssets,  which  we  have  been  trying  ever  since  to  thaw  out. 

It  will  be  conceded  that  our  knowledge  of  the  amount,  proportions, 
nd  character  of  real  estate  liabilities  carried  by  all  the  banks  of  the 
ountry  in  1929  is  far  from  exact.  We  do  not  have  all  the  facts  and 
gures,  and  in  the  nature  of  things  probably  will  never  have  them. 
lut  it  would  seem  that  we  can  safely  say  this  much:  that  real  estate, 
eal  estate  securities,  and  real  estate  aiSBliations  in  some  form  have  been 
be  largest  single  factor  in  the  failure  of  the  4,800  banks  that  have 
[osed  their  doors  during  the  past  three  years  and  in  the  "frozen"  con- 
ition  of  a  large  proportion  of  the  banks  whose  doors  are  still  open; 
nd  that  as  the  facts  of  our  banking  history  of  the  past  three  years 
ome  to  light  more  and  more,  it  becomes  increasingly  apparent  that  our 
anking  collapse  during  the  present  depression  has  been  largely  a  real 
state  collapse. 

Throughout  this  period  there  was  another  form  of  real  estate  specu- 
ition,  not  commonly  classified  as  such,  but  one  that  has  had  disastrous 
onsequences.  This  was  the  real  estate  "speculation"  carried  on  by  mu- 
icipal  governments,  in  the  sense  of  basing  approximately  80  per  cent 
f  their  revenues  upon  real  estate  and  then  proceeding  to  erect  a  struc- 


166  Atnerican  Economic  AiMorimtiom 

tore  of  public  expenditure  and  public  debt  whose  security  depended 
largely  on  a  continuance  of  the  rate  of  profits  and  appreciation  thit 
had  characterized  the  period  from  1922-29. 

During  this  period  of  prosperity  real  estate  taxes  were  paid  with 
little  complaint.  As  a  matter  of  fact,  they  were  paid  to  a  large  exUai 
neither  out  of  capital  nor  earnings,  but  out  of  increment.  Under  theie 
conditions,  public  expenditures  expanded  and  taxes  were  increased  wift- 
out  protest;  and  public  oflScials  exploited  the  real  estate  groups  si 
systanatically  and  thoroughly  as  the  real  estate  groups  had  exploited 
the  rest  of  the  public.  The  result  was  a  structure  of  public  expenditme 
which  it  has  been  difficult  to  curtail,  and  a  volume  of  indebtedness  wbatt 
solvency  is  now  seriously  jeopardized  on  a  large  scale. 

The  most  conspicuous  example  of  wholesale  governmental  specnlatioi 
in  real  estate  was  that  of  Florida ;  but  striking  examples  of  the  um 
thing  are  afforded  by  the  financial  difficulties  of  Chicago  and  other  cities 
In  Chicago,  it  is  true,  there  were  some  special  circumstances;  there  aie 
always  special  circumstances  in  the  neighborhood  of  a  shaky  struetme 
But  the  essential  elements  in  our  financial  difficulties  in  Chicago  are  tt 
extreme  concentration  of  tax  burdens  on  real  estate  and  a  yolume  rf 
expenditure  and  indebtedness  which  assumed  a  continuation  of  red 
estate  profits  and  appreciation.  Hundreds  of  other  cities  and  local  go^ 
ernments  in  the  United  States  are  now  in  default  or  on  the  verge  of 
insolvency  for  substantially  the  same  reasons.  The  impairment  or  cot* 
lapse  of  tiieir  finances  and  credit  has  seriously  impaired  the  credit  atnir 
tion  in  their  various  communities. 

The  final  impact  of  deflation  and  loss  in  any  field  of  industry  fib 
upon  the  purchasing  power  of  the  individuals  and  groups  directly  sad 
indirectly  dependent  upon  this  industry;  and  so  the  final  impact  of  ibi 
successive  inflation  and  deflation  of  real  estate  has  fallen  upon  the  infr 
vidual  owners  of  real  estate.  In  this  case,  it  has  somewhat  special  of 
nificance  on  account  of  the  wide  distribution  of  real  estate  ownendi9> 
Indeed,  one  of  the  results  of  the  speculative  activity  itself  was  to  brosdei 
the  distribution  of  real  estate  ownership  in  this  country.  The  wide  &- 
tribution  of  losses  meant  a  violent  contraction  of  established  purchatff 
habits,  with  disastrous  results  in  retail  and  wholesale  commercial  char 
nds. 

In  consequence  of  these  various  impacts  of  the  real  estate  inflatkt 
and  deflation  we  find  ourselves  in  a  depression,  in  which,  while  real  estate 
is  only  one  among  many  factors,  it  is  nevertheless  a  major  factor,  and 
one  whose  ramifications  and  influence  in  the  situation  assume  Itixgt 
proportions,  as  the  underlying  facts  of  the  depression  come  more  and 
more  to  light.  And  the  writer  hazards  the  conjecture  that  when  the  la^ 
tory  of  the  past  decade  is  finally  written  in  economic  terms,  it  wiH  k 
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apparent  that  our  spectacular  urban  expansion,  with  the  reckless  specu- 
ation  based  upon  it,  has  been  one  of  the  dominant  aspects  of  the  whole 
loxnewhat  bizarre  period. 

And  while  speaking  of  the  character  of  this  speculation  it  will  not 
le  amiss  to  offer  some  comment  upon  the  factors  which  contributed  to 
ts  excesses  and  its  ulterior  aspects. 

One  of  these  is  the  fact  that  much  of  the  real  estate  business  of  the 
Mat  few  years  has  been  more  a  merchandising  business  than  a  field 
>f  speculation ;  and  it  is  a  mistake  to  confuse  the  two  things.  It  is  the 
miter's  conviction  that  the  unfortunate  conditions  in  the  real  estate 
Idd  today  are  due  quite  as  much  to  vicious  merchandising  methods  as 
bo  unwise  speculation. 

Real  estate  merchandising  performs  certain  highly  useful  services, 
uialogous  to  the  functions  of  the  middleman  in  other  fields.  But  there 
lire  certain  fields  of  merchandising  which,  on  account  of  the  nature  of 
klie  conunodity  handled,  the  character  of  those  engaged  in  it,  or  other 
sircumstances,  have  developed  particularly  vicious  methods  of  merchan- 
Sting.  One  of  these,  for  example,  is  the  field  of  patent  medicines  and 
■ledical  quackery;  and  another  is  real  estate.  In  both  fields  the  ex- 
planation lies,  in  part,  in  the  nature  of  the  commodity.  No  one  knows 
but  that  a  certain  combination  of  roots  and  rattlesnake  oil  may  happen 
bo  contain  the  particular  ingredient  that  will  relieve  his  pain;  and  no 
^ne  knows  but  that  a  particular  lot  out  in  the  sticks  may  happen  to  be 
b]ie  center  of  a  future  suburb. 

In  both  fields,  the  explanation  lies  in  part  also  in  the  nature  of  the 
dientele  appealed  to.  The  medical  fakir  appeals  to  the  large  body  of 
mffiering  humanity  in  need  of  relief;  the  real  estate  fakir  appeals  with 
liirewd  salesman's  instinct  to  those  large  classes  who  cannot  anticipate 
faancial  security  unless  through  the  medium  of  some  fortunate  invest- 
Inent  of  the  small  surplus  they  can  command.  This  is  illustrated  by  the 
ivbolesale  victimizing  of  teachers,  preachers,  salaried  people,  women, 
Uid  people  of  small  means  in  general. 

And  in  both  fields  the  explanation  lies,  further,  in  the  character  of 
bhose  who  engage  in  them.  I  have  known  medical  quacks,  and  at  the 
present  time  I  have  the  honor  of  including  some  real  estate  quacks  among 
ny  personal  acquaintances.  Of  the  two,  the  real  estate  fakir  is  the  more 
anscrupulous  type,  quite  frequently  the  racketeering,  crooked-politician 
fcype.  If  anyone  is  inclined  to  think  this  overdrawn,  concrete  evidence  of 
tt  is  afforded  by  the  notorious  extent  to  which  successful  racketeers 
baTe  gone  into  real  estate,  as  a  field  of  respectable  business  into  which 
Ihej  can  graduate  with  the  least  readjustment  of  previous  business 
balnts. 

Hie  truth  is  that  much  of  the  real  estate  activity  of  the  past  few 
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years  has  been  as  devoid  of  speculation  as  anything  could  be,  so  fir 
as  the  promoters  and  operators  were  concerned.  The  operator  wb 
drove  his  stakes  in  the  swamp  and  moved  his  electric  light  posts  from  ok 
temporary  subdivision  to  another  had  no  intention  of  speculating— tt 
least  not  in  his  own  properties.  He  was  merely  a  peddler,  relying  a 
highly  developed  merchandising  methods  to  dispose  of  his  wares  qaiddj 
and  move  on  to  the  next  countryside.  Many  real  estate  and  bnildi^ 
promotions  did  not  represent  even  devices  for  selling  real  estate  pii- 
marily,  but  for  merchandising  various  types  of  securities,  for  sdliif 
materials  and  equipment,  for  marketing  contractors'  supplies  and  seif- 
ices,  and  for  still  more  remote  emoluments. 

To  call  this  ^^speculation"  and  ascribe  its  unhappy  results  menlj 
to  '^excessive  speculation"  is  applying  a  conventional  terminology  \» 
a  situation  which  it  no  longer  describes.  When  a  real  estate  concen, 
a  reputable  bank,  and  the  city  officials  of  a  local  municipality  all  con- 
spire together  to  have  a  large  order  of  sewer  pipe  (intended  for  ik 
regular  city  streets)  hauled  out  and  spilled  along  the  streets  of  a  ncf 
subdivision,  left  there  over  the  week-end  to  give  an  appearance  of  mr 
mediate  activity,  and  then  gathered  up  by  the  city  trucks  and  hanU 
back  to  its  original  destination — that  is  not  real  estate  speculation.  Ad 
when  the  bank  subsequently  finds  itself  loaded  with  ^'frozen  assets,"  t0 
ascribe  its  difficulties  merely  to  "excessive  speculation"  is  a  misplaerf 
euphemism.  The  writer  has  thus  far  felt  obliged  to  use  the  conventioml 
terminology,  but  takes  this  occasion  to  point  out  that  much  that  vw 
called  speculation  in  the  period  we  are  discussing  was  actually  sooe 
thing  very  remote  from  speculation. 

In  the  second  place,  the  real  estate  business  has  for  years  been  cor 
ducted  in  more  complete  detachment  from  any  relation  to  the  fsci* 
that  underlie  it  than  any  major  line  of  business  or  industry  of  wiiA 
the  writer  has  knowledge.  Much  of  it  has  had  no  discoverable  relation  to 
facts.  Yet  facts  of  the  type  to  which  Professor  Fisher  has  referrd 
and  scores  of  other  equally  pertinent  and  concrete  facts  could  have  bed 
known  at  the  time  that  policies  were  being  determined,  if  real  estate 
operators  had  cared  for  facts  or  cared  to  base  their  policies  on  them. 
Their  refusal  to  ascertain  or  to  face  the  facts  was  one  of  the  facton 
that  made  collapse  inevitable. 

The  more  important  question  now  is  whether  anything  can  be  done 
to  prevent  a  recurrence  of  this  whole  episode  in  our  next  period  rf 
prosperity ;  or  shall  we,  like  the  popular  character  in  the  play,  merely 
make  the  most  of  the  depression  while  it  lasts,  resigned  to  the  prosped 
of  an  inevitable  return  of  prosperity,  when  we  shall  have  the  whole  thflf 
to  go  through  again? 

In  the  first  place,  \l  ma^  \»  o\i^Ys^  that  there  is  nothing  in  all  tlA 
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unfortunate  development  to  indicate  that  there  is  not  still  a  field  for 
the  useful  functions  of  speculation  in  land  and  real  estate,  as  in  other 
Selds  of  legitimate  speculation.  Speculation  widens  the  market,  increases 
the  salability  and  fluidity  of  real  estate,  broadens  the  distribution  of 
property,  and  frequently  provides  somewhat  specialized  resources  for 
carrying  the  peculiar  risks  of  land  ownership  and  utilization.  Especially 
in  a  country  like  the  United  States  with  its  vast  area  and  resources,  its 
broad  movements  of  population  and  industry,  and  its  rapidly  chang- 
ing industrial  structure,  there  is  need  for  all  the  speculative  capacity 
that  can  be  developed  for  discerning  these  movements  beforehand  and 
providing  facilities  for  their  orderly  development.  And  in  many  periods 
in  our  past  history  courageous  and  intelligent  speculation  in  land  and 
zeal  estate  has  played  a  strategic  part  in  shaping  our  economic  progress. 

It  is  not  necessary  to  go  to  extremes;  we  need  not  fed  obliged  to 
justify  every  form  of  speculation  in  land  or  hunt  for  far-fetched  grounds 
on  which  to  justify  legitimate  speculation.  We  need  not  agree,  for  in- 
stance, with  a  writer  in  the  Atlantic  Monthly  a  decade  ago  that  had  it 
not  been  for  unrestricted  land  speculation  in  the  West,  the  buffalo  would 
•till  be  roaming  the  Mississippi  Valley  and  chewing  their  cuds  in  the 
outskirts  of  Chicago.  There  are  subdivisions  on  the  outskirts  of  Chicago 
today,  which,  if  they  could  be  utilized  for  a  good  '^buffalo  wallow,"  would 
be  contributing  a  higher  service  than  any  they  are  now  rendering.  And 
we  need  not  take  alarm,  with  another  distinguished  American  economist, 
lest  the  adoption  of  a  tax  on  site  value  might  make  it  necessary  to  re- 
peal the  tax  on  oleomargerine,  "imposed  primarily  to  insure  the  purity 
of  butter."  Speaking  from  the  rural  background  of  our  own  early  years, 
we  are  too  keenly  aware  that  the  purity  of  butter  depends  on  many  other 
things  than  either  taxes  or  speculation.  But  while  avoiding  all  such  ex- 
tremes, it  is  still  true  that  there  is  an  important  field  for  intelligent  real 
estate  speculation ;  and  our  problem  is,  if  possible,  to  preserve  this  field 
while  avoiding  the  disastrous  results  of  our  recent  episode.  To  this  end 
we  shall  enumerate  four  general  lines  of  possible  action,  all  of  which  grow 
directly  out  of  the  facts  and  conditions  already  described. 

In  the  field  of  subdivision  development,  particularly  on  the  periphery 
of  our  larger  cities,  we  have  reached  an  intolerable  situation.  Subdivision, 
as  it  has  been  practiced  in  the  past,  has  destroyed  thousands  of  acres 
of  valuable  agricultural  land  and  has  surrounded  our  larger  cities  with 
a  "no-man's  land"  of  devastation  and  desolation.  I  am  unable  to  dis- 
cover any  element  in  the  real  estate  business,  as  now  organized  and  prac- 
ticed, that  promises  to  prevent  a  repetition  of  past  experience  as  soon 
as  normal  times  return.  I  am  coming  to  the  conviction  rductantly  that 
we  are  going  to  be  compelled  to  subject  this  field  of  activity  to  positive 
public  regulation  in  the  form  of  requiring  a  certificate  oi  ^\!^^\e  TL%.c.<^»r 
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sity  and  convenience  before  a  new  subdiviaion  can  be  derdoped,  vitik 
requirements  insuring  specified  standards  of  lay-out,  transportation  fir 
cilities,  public  utility  services,  and  the  financial  responsibility  of  the  con- 
pany  undertaking  the  development.  The  one  consideration  that  wonU 
still  make  me  hesitate  is  the  character  of  our  municipal  govemmenti^ 
upon  whom  in  most  cases  this  regulative  authority  would  have  to  be 
conferred.  If  our  city  governments  in  the  next  decade,  as  they  haK 
been  in  the  past,  are  going  to  be  turned  over  to  our  ^^Big  Bills'*  id 
^^Dapper  Jimmies''  and  their  numerous  associates  it  is  worse  than  fatik 
to  talk  of  conferring  any  additional  powers  upon  them.  In  that  caie^ 
we  are  between  the  Devil  and  the  sea  and  it  is  useless  to  try  to  chooie 
between  them.  But  if  we  should  be  able,  by  the  grace  of  Grod,  to  pd 
our  municipal  governments  out  of  the  slough  of  incompetence  and  cot' 
ruption  into  which  many  of  them  have  fallen,  one  of  their  worth-iride 
functions  may  well  be  the  supervision  of  their  own  planning  and  defdop* 
ment. 

The  collapse  of  our  banking  system  under  the  weight  of  real  estate 
financing  was  due  in  part  to  the  inflated  character  of  real  estate  tt 
curities;  but  it  was  due  in  part  also  to  the  character  of  the  banking 
system.  We  were  trying  to  fijiance  a  real  estate  movement  through  tk 
agency  of  a  commercial  banking  system.  The  results  have  demonstrated 
anew  the  need  for  a  fully  developed  system  of  mortgage  banking,  sub- 
ject to  the  same  type  of  control  and  supervision  as  our  national  bank 
system.  Feeble  and  somewhat  muddled  steps  have  been  taken  in  that 
direction  in  the  form  of  the  Federal  Land  Banks,  Joint  Stock  Lani 
Banks,  and  our  Home  Loan  Banks  ;  but  certainly  our  experience  in  the 
field  of  real  estate  financing  for  the  past  decade  demonstrates  the  urgent 
need  for  a  fully  developed  system  of  mortgage  banking  under  government 
control  and  supervision. 

The  financial  di£Sculties  of  local  governments  in  consequence  of  both 
the  infiation  and  defiation  of  real  estate  values  demonstrates  strikingly 
the  unwisdom  of  a  revenue  system  concentrated  so  heavily  upon  real 
estate,  or  upon  any  other  one  commodity.  A  tax  system  that  rested 
on  a  broader  base,  that  drew  its  revenues  from  a  greater  number  of  cate- 
gories of  tax-paying  ability,  would  have  weathered  the  period  of  ad- 
versity with  less  wreckage  to  itself  and  less  demoralizing  effects  on  pri- 
vate credit  and  investment. 

In  the  fourth  place,  something  can  be  accomplished  by  the  concentra- 
tion of  more  scientific  study  upon  the  field  of  urban  economics.  When 
speculation  dealt  with  western  lands,  oil  and  mining  exploitation,  rail- 
road promotion,  and  similar  fields,  there  may  have  been  little  field  for 
scientific  study.  Fortunately  the  urban  field  of  real  estate  specuIatioD 
18  one  in  whicli  tVieTe  ar^  "vridfe  %.t^%.%  cA.^able  of  scientific  exploration* 
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Such  problems  as  population  trends,  influence  of  the  agricultural  situar 
lion,  geographical  movements  of  industry,  population  densities,  absorp- 
tion rates,  housing  and  residential  trends,  building  height  and  traffic 
problems,  obsolescence,  taxes  and  special  assessments,  and  influence  of 
public  improvements  on  land  values  are  all  capable  of  scientific  explora- 
tion. And  while  in  none  of  these  fields  will  the  facts  alone  afford  an 
answer,  a  real  estate  business  based  on  recognition  of  these  facts  will 
be  a  very  different  thing  from  most  of  the  real  estate  business  of  the 
past  decade. 

Now,  none  of  these  things,  nor  all  of  them  put  together,  will  prevent 
speculative  excesses  from  time  to  time.  But  if  during  the  past  decade 
we  had  had  even  a  half-way  intelligent  public  regulation  of  subdivision 
development,  if  we  had  had  a  fully  developed  system  of  mortgage  banks 
under  legal  supervision,  if  we  had  had  a  tax  system  that  rested  to  a  sub- 
stantial extent  upon  other  categories  of  ability  than  real  estate  ex- 
clusively, and  if  we  had  had  more  intensive  research  and  a  wider  dis- 
semination of  the  facts  affecting  urban  growth,  it  is  safe  to  say  that 
one  of  the  major  factors  in  the  present  depression  would  have  been  con- 
siderably minimized. 


MINUTES  OF  THE  BUSINESS  MEETINGS  OF  THE  AMERICAN 

ECONOMIC  ASSOCIATION,  HELD  IN  CINCINNATI,  OHIO, 

DECEMBER  28-80,  1982 

The  first  business  meeting  of  the  American  Economic  Association  was  hdJ 
at  9:00  a.m.,  December  29,  1982,  in  the  Netherland  Plasa  Hotel,  Cindmiiii^ 
Ohio,  with  President  Bamett  presiding. 

The  minutes  of  the  meeting  of  December  80,  1981,  were  approved  M 
printed  in  the  Proceedings  of  the  Forty-fourth  Annual  Meeting,  pp.  S77- 
279. 

The  following  reports  were  read  and  approved: 

(1)  The  Secretary,  Mr.  Deibler.  (See  p.  176.) 

(2)  The  Treasurer,  Mr.  Deibler.  (See  p.  181.) 

(8)  The  Auditor,  Mr.  Deibler  for  Mr.  Eric  Kohler,  of  E.  L.  Kohler  ui 
Company.  (See  p.  182.) 

(4)  The  Managing  Editor,  Mr.  Dewey.  (See  p.  187.) 

(5)  The  Finance  Committee,  Mr.  Deibler  for  Mr.  C.  H.  Crennan.  (See 
p.  189.) 

(6)  The  Representatives  to  the  Social  Science  Research  Coundl,  Hr. 
Millis.  (See  p.  190.) 

Professor  Joseph  H.  Willits  reported  for  the  Committee  on  Permaiusi 
Headquarters  as  follows: 

Whxreas,  The  establishment  of  permanent  headquarters  Jointly  with  other  sodi 
science  groups,  such  as  the  American  Sociological  Society,  the  American  Statistkd 
Association,  and  the  American  Political  Science  Association,  would  olFer  desinlde 
opportunities  for  formal  co-operation  on  matters  of  common  interest  and  iritfa  tk 
Social  Science  Research  Council;  and  would  open  the  way  to  important  administrative 
advantages,  and 

Whebeas,  The  establishment  of  such  a  headquarters  whether  done  jointly  vtt 
other  societies  or  alone,  would  make  it  possible  for  the  Association  to  render  better 
service  to  its  members  in  a  number  of  ways — such  as  by  stimulating  researdw  tf 
assisting  in  the  preparation  of  programs,  and  by  rendering  other  services  of  a  pi^ 
fessional  character — and 

Whkrbab,  The  establishment  of  a  permanent  headquarters  might  facilitate  a  eos- 
solidation  of  the  duties  of  the  Editor  of  the  Review  and  of  thie  Secretary  of  the 
Association;  therefore,  be  it 

Resolved,  That  the  Association  reaffirm  its  decision  to  establish  a  pennaneot 
headquarters,  and  that  the  Association  take  steps  to  develop  the  details  of  vA  i 
plan,  and  that  the  Executive  Committee  be  authorised  to  proceed  with  such  a  project 
when  adequate  funds  are  available,  and  the  problems  or  personnel  can  be  soitwlf 
arranged. 

Voted:  That  the  report  of  the  Committee  be  approved. 

President  Bamett  appointed  Professors  H.  £.  Hoagland  of  CMiio  State 
University,  Vanderveer  Custis  of  Northwestern  University,  and  Dr.  Meredith 
Givens  of  the  Social  Science  Research  Council,  as  a  Committee  on  ResoIutioBi' 

Adjourned. 

The  second  business  meeting  of  the  American  Economic  Aasociatioii  vai 
held  at  9:00  a.m.,  December  80,  1982,  in  the  Netherland  Plasa  Hotel,  vtt 
President  Bamett  presiding. 

The  minutes  oi  the  meeVm^^  ol\>^e«cDX^t  %.% ^IQE^^  were  read  and  approved 
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isor  J.  F.  Ebersole  made  a  report  for  the  Joint  Committee  on  the  Sta- 

I  Income.  After  setting  forth  the  organization  and  activitiea  of  the 

;ee  (see  p.  191)^  the  report  presents  the  following  general  recom- 

)ns: 

it  the  Assodation  approve  In  principle  the  specific  recommendations  listed 

it  the  Association  authorize  tlie  appointment  of  a  delegation  to  a  new 
nmittec,  having  power  to:  (a)  fill  in  technical  details  of  present  recom- 
18;  (b)  establidi  and  maintain  contact,  presumably  through  an  ascnt,  with 
fficers,  with  a  view  to  securing  their  co-operation  in  obtaining  adoption  of 
3sed  changes;   (c)  continue  the  investigations  of  the  present  Joint  Com- 

order  to  woric  out  further  recommendations  as  needed. 
it  the  Association  authorise  the  Joint  Committee  to  select  such  an  agent  as 
mder  2(b)   above,  and  provide  a  moderate  appropriation  for  salary  and 

eiqpenses  of  such  an  agent,  or  empower  the  Joint  Committee  to  seek  such 
priation  on  the  Association's  behalf  from  other  sources. 

eport  was  debated  and  the  following  action  was  taken. 
:  That  (1)  the  report  and  recommendations  of  the  Joint  Committee  be 
;  (2)  the  present  representatives  of  this  Association  on  the  Joint  Com- 
e  continued;  (8)  the  Executive  Committee  of  this  Association  be 
ed  to  appropriate  funds^  in  their  discretion^  for  the  continuance  of  the 
the  committee  members  from  this  Association  until  and  unless  the 
ee  should  be  able  to  obtain  funds  elsewhere;  and  (4)  the  Joint  Com- 
I  asked  to  make  a  special  canvass  of  the  technical  accounting  aspects 
in  a  change  of  the  form  of  return  and  of  the  suggestions  that  may  be 
the  federal  bureaus  interested  in  executing  the  final  plan  or  program, 
ollowing  report  from  the  Encyclopaedia  of  the  Social  Sciences  was 
d  by  Professor  E.  R.  A.  Seligman: 

5  the  year  1982  Volumes  VII  and  VIII  of  the  Encyclopaedia  have  appeared, 
me  IX  will  have  appeared  before  this  report  is  presented.  Volume  X  is  almost 
Q  the  printer's  hands  and  Volumes  XI  and  XII  are  in  a  forward  state  of 
on.  We  expect  Volumes  XIII,  XIV,  and  XV  to  appear  without  fatt  in  1984. 
rprise  has  cost  far  more  than  was  anticipated  at  the  outset,  and  negotia- 
now  in  progress  with  the  Rockefeller  and  Carnegie  Foundations,  the  suc- 
itcome  of  which  is  confidentiy  expected,  and  which  will  render  possible,  al- 
ith  severe  sacrifice  on  our  part,  the  completion  of  the  enterprise. 

:  That  the  report  be  approved. 

isor  Morris  Copeland  of  the  University  of  Michigan  submitted  the 

^  resolution : 

BAS,  The  nominations  of  officers  of  the  American  Economic  Association  have 

*  been  made  by  the  nominating  committee,  which  committee  has  followed  the 

if  making  only  one  nomination  for  each  position  to  be  filled ;  and 

EAS,  The  election  of  officers  has  heretofore  been  held  at  one  of  the  sessions 

mual  business  meeting  of  the  Association,  which  sessions  are  commonly 

by  a  small  proportion  of  those  in  attendance  at  the  non-business  sessions 

)f  the  hour  and  the  number  of  conflicting  engagements,  and  the  electoral 

t  at  which  sessions  is  commonly  in  the  nature  of  a  confirmation  of  the 

g  committee's  selections;  and 

BAS,  Although  these  procedures  have  led  to  many  excellent  selections  in  the 

'  now  because  of  the  size  and  the  scattered  membership  of  the  Association 

rovide  adequate  and  convenient  democratic  channels  for  ascertaining  the 

es  of  the  vast  majority  of  the  Association's  members;  and 

BAS,  These  procedures  fail  to  stimulate  active  interest  in  the  af[«iic%  ^1  N3cl^ 

m  on  the  part  of  its  memhersblp;  and 
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WHsnuf,  Numerous  other  organisations  now  employ  electoral  prooedues  vW 
are  more  convenient  and  democratic  and  more  adequate  to  the  ends  of  aaeertalflim 
the  preferences  of  the  majorities  of  their  electorates  and  of  stimulating  ornnintki 
interest,  witness: — the  electoral  procedure  of  the  Teachers  Insurance  and  Amiif 
Association  of  America,  the  procedures  of  numerous  colleges  and  universitiet  in  tk 
election  of  alumni  trustees,  the  electoral  procedures  of  the  American  P^fchologfcri 
Association,  the  American  Mathematical  Association,  the  American  Matiirmatiflil  fr 
dety,  etc. ;  therefore,  be  it 

Resolved,  That  we  the  undersigned  members  of  the  Association  reapcctfoBy  pctf> 
tion  you  to  consider  earnestly  the  advisability  of  the  following: 

(1)  That  the  Secretary  and  Treasurer,  and  the  Managins  Editor  of  tlw  Awmlm 
Eeonomte  Review,  as  well  as  the  Counsel,  shall  be  appointed  oy  the  EzecatiTe  Ooai# 
tee. 

(2)  That  for  each  elective  office  to  be  filled  the  nominating  committee  diaD  k 
instructed  to  present  more  than  two  nominations. 

(8)  That  the  election  of  elective  officers  shall  be  conducted  eitlier  by  (a)  a  htM 
to  be  taken  by  mail,  the  ballots  and  nominations  being  sent  out  in  the  fall  wllii  fti 
announcements  of  the  annual  December  meetings,  or  by  (b)  a  ballot  to  be  trisa 
both  by  mail  and  at  a  polling  place  set  up  at  the  Association  hcadquarten  at  fti 
annual  meetings. 

(4)  That  in  the  election  of  the  elective  officers  a  preferential  ballot  AtB  k 
employed. 

(5)  That,  pending  the  amendment  of  the  by-laws  which  provide  that  "the  offieenif 
the  Association,  with  the  exception  of  Counsel,  shall  hereafter  be  elected  at  the  aiB«i 
meeting,"  the  balloting  for  elective  officers  as  specified  in  (8)  and  (4)  above  and  fti 
appointments  of  the  newly  appointive  officers  as  specified  in  (1)  above  shaD  k 
regarded  technically  as  a  nominating  procedure;  and  that  pending  the  ameudnat 
of  the  by-laws  the  first  choice  for  each  elective  position  to  be  filled  as  ascotdMi 
by  such  balloting  and  the  choices  of  the  Executive  Committee  for  the  newly  appofatin 
offices  shall  be  presented  to  one  of  the  sessions  of  the  annual  business  meeting  fv 
confirmation  as  heretofore. 

(6)  That  the  by-laws  of  the  Association  shall  be  amended  so  as  to  make  poflik 
the  taking  of  the  final  ballot  for  elective  officers  either  entirely  or  partly  bf  md, 
and  shall  be  further  amended  so  as  to  permit  the  selection  by  appointment  of  tk 
officers  enumerated  as  appointive  In  (1)  above. 

(7)  That  the  above  six  proposals  shall  be  submitted  to  one  of  the  sessions  of  fti 
annual  business  meetings  at  Cincinnati  for  discussion,  and  that  subsequently  wd 
early  in  1988  these  proposals  as  amended  by  action  taken  on  them  at  the  ansvl 
business  meeting  shall  be  submitted  to  a  vote  by  mall  of  the  entire  membership  of 
the  Association. 

[Here  were  attached  the  signatures  of  127  members^  the  original  copiei  of 

which  are  on  file  in  the  Secretary's  office. — Editor.] 

Professor  Copeland  presented  the  following  motion: 

That  the  President  in  consultation  with  the  Executive  Conunittee  appoint  a  cob- 
mittee  on  electoral  procedure,  consisting  of  three  members. 
That  this  committee  be  instructed  as  follows: 

(1)  To  put  the  plan  outlined  in  the  petition  In  form  for  submission  in  a  Teffer» 
dum  to  the  Association. 

(2)  If  it  shall  see  fit,  to  prepare  an  alternative  plan  or  plans  of  procedure  for  ttc 
selection  of  officers  for  submission  in  referendunL 

(8)  To  prepare  such  exhibit  as  may  be  useful  to  intdligent  voting  on  the  ref^iti- 
dum. 

(4)  To  report  early  in  1988  to  the  Executive  Committee  and  that  the  Executive 
Committee  on  receipt  of  such  report,  shall  arrange  to  conduct  a  referendum  ^ 
mail. 

After  extended  debate  during  which  two  substitute  motions  failed  by  rtAa 
of  19  to  17  and  20  to  18,  the  original  motion  was  carried  by  a  vote  d 
28  to  14. 

Professor  H.  E.  Hoagland  presented  the  following  report  for  tiie  ConiBJ^ 
tee  on  ResolutionB: 


( 
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WanMiiy  The  sacoess  of  a  series  of  conventions  with  an  elaborate  program  of 
nectlngSy  such  as  we  have  enjoyed  during  the  past  few  days,  depends  upon  first,  an 
BnoTmous  amount  of  preliminary  preparation  and  labor,  ana  second,  adequate  and  effi- 
cient hotel  accommooations;  and 

Wanuus,  The  visiting  delegates  to  the  Cincinnati  conventions  of  December 
twenty-eighth  to  December  thirty-first,  1982,  desire  to  make  public  acknowledgement 
9f  their  indebtedness  to  those  who  are  primarily  responsible  for  the  high  standards  of 
eaccellence  attained  by  these  conventions;  therefore,  be  it 

IC09olv§d,  That  the  Secretary  tender  to  Dr.  Francis  H.  Bird,  of  the  University  of 
Cincinnati,  chairman  of  the  Committee  on  Local  Arrangements,  and  to  his  able  asso- 
ciates the  warm  appreciation  and  sincere  thanks  of  the  officers  and  members  of  the 
America  Economic  Association  for  their  indefatigable  labors  in  preparing  for  our  con- 
vention; and  be  it  further 

M09olv0d,  That,  in  like  manner,  an  expression  of  the  gratitude  of  the  Association 
be  conveyed  to  our  President,  to  the  members  of  the  Program  Committee,  and  of  the 
Publicity  Conmiittee,  for  their  contributions  to  the  success  of  this  year's  program;  and 
be  it  further 

Mesolved,  That  we  extend  to  Mr.  Warner  Sayres,  chairman  of  the  Cincinnati  Con- 
ipcnticm  Bureau,  our  thanks  for  his  efforts  to  make  our  visit  to  his  city  pleasant  and 
comfortable;  and  be  it  further 

Rtolv^d,  That  our  thanks  be  extended  also  to  the  management  of  the  Netherland 
Flaia  for  its  friendly  co-operation  in  arranging  for  the  necessary  physical  facilities 
for  our  meetings,  and  to  the  local  press  for  the  generous  publicity  accorded  our 
Accnasions. 

The  resolutions  were  adopted  and  the  Secretary  was  instructed  to  send 
copies  in  accordance  with  the  instructions  contained  therein. 

Voted:  That  the  determination  of  the  next  place  of  meeting  be  referred  to 
tile  Executive  Committee  with  power. 

Professor  £.  W.  Kenmierer  reported  for  the  Nominating  Committee  the 
following  list  of  nominations: 

For  President:  W.  Z.  Ripley,  Harvard  University. 

For  Vice-Presidents:  H.  L.  Moore,  Columbia  University;  W.  W.  Stewart, 
New  York  City. 

For  Secretary-Treasurer:  F.  S.  Deiblcr,  Northwestern  University. 

For  Members  of  the  Executive  Committee:  D.  A.  McCabe,  Princeton  Uni- 
▼ersity;  Stuart  Daggett,  University  of  California. 

For  Members  of  the  Editorial  Board:  A.  B.  Wolfe,  Ohio  State  University; 
C.  Goodrich,  Columbia  University. 

For  Member  of  the  Program  Conunittee:  S.  H.  Slichter,  Harvard  Uni- 
versity. 

For  Representative  to  the  Social  Science  Research  Council:  H.  A.  Millis, 
University  of  Chicago. 

There  being  no  additional  nominations,  the  Secretary  was  instructed  to 
cast  a  ballot,  and  the  nominees  were  declared  duly  elected. 

Adjourned. 
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I 


In  order  to  record  all  of  the  activities  of  the  Associatioii  for  the  year  jut 
closed,  I  am  including  the  minutes  of  all  meetings  of  the  Executive  Con- 
mittee  held  within  the  year. 

(1)  Minutes  of  the  first  meeting  of  the  1982  Executtve  G>inmittee: 


The  first  meeting  of  the  Executive  Committee  of  the  American  Economic 
tion  for  the  year  1982  was  held  in  the  Cosmos  Club,  Washington,  D.C,  March  H, 
1982,  at  10 KK)  a.x.  There  were  present:  President  Bamett,  presiding,  and  Messa. 
Bogart,  Deibler,  Dewey,  Gay,  Hammond,  Heilman,  Ise^  Mitchdt  Tucker,  and  Wofaaii. 

voted:  To  appoint  Dr.  Edmund  £.  Day  a  member  of  the  Joint  Coisns  Advimy 
Committee  for  the  term  1982  to  1984. 

Voted:  To  appoint  the  President,  the  Secretary,  and  one  representative  to  tte 
Social  Science  Research  Council  as  a  committee  for  the  purpose  of  invcsllgitfii^ 
in  co-operation  with  the  Social  Science  Research  Council,  the  possibilities  of  tf' 
lating  and  aiding  research  in  the  field  of  economics,  and  the  reporting  to  the 
annual  meeting  of  a  plan  for  the  accomplishment  of  this  purpose. 

Professor  Max  Handman  was  named  as  a  member  and  diairman  of  the 
mittee. 

Mr.  R.  A.  Sawyer,  chairman  of  the  Public  Documents  Committee  of  the 
Library  Association,  requested  the  opinion  of  the  American  Economic  Assurjitii 
on  the  question  of  the  change  from  free  distribution  of  public  documents  to  ^ 
tribution  by  sale  only. 

Voted:  That  with  the  information  before  it,  the  Executive  Committee  Is  Ht 
prepared  to  take  action  recommending  the  restriction  of  the  present  depository  systn 
and  method  of  distributing  public  documents. 


Voted:  To  appoint  J.  F.  Ebersole,  Ralph  C.  Epstein,  and  Murray  Haig  meml 
of  a  joint  committee  with  members  of  the  American  Statistical  Association  and  the 
American  Association  of  University  Instructors  in  Accountings  for  the  puipose  d 
urging  the  United  States  Treasury  Department  to  publish  additional  statistical  dsli 
on  iqcomes. 

Voted:  To  appropriate  not  to  exceed  $150  to  defray  the  expenses  of  this  cob- 
mittee. 

The  information  was  brought  to  the  attention  of  the  Executive  Committee  1M 
some  of  the  other  associations  were  contemplating  the  establishment  of  pemMsat 
headquarters. 

Voted:  That  the  President  appoint  a  committee  to  consider  the  possibiUtj  d 
common  action  with  other  associations  in  the  establishment  of  permanent  headqll^ 
ters. 

Voted:  That  the  present  Committee  on  the  World's  Fair  meeting  be  continued, aw 
be  given  full  authority  in  the  development  of  a  program  for  this  meeting. 

Professor  Emerson  P.  Schmidt,  of  the  University  of  Minnesota,  requested  tk 
privilege  of  reprinting  the  addresses  of  the  presidents  of  the  Association  in  a  vohoK 
to  contain  a  brief  history  of  the  Association  by  Dr.  Ely  and  the  pictures  and  a  hiSd 
biographical  note  concerning  each  of  the  presidents. 

Voted:  That  it  is  the  opinion  of  the  Executive  Conunittee  that  the  proposed 
volume  would  be  more  appropriate  as  an  ofScial  publication  of  the  Assoditioa 
and  therefore  the  Committee  hesitates  to  give  its  sanction  for  the  reprinting  of  the* 
addresses. 

Voted:  That,  because  of  his  long,  continuous  membership.  Professor  J.  WflHi* 
Black  (Union  College,  Schenectady,  New  York)  be  granted  a  complimentaiy  nor 
bership. 

Voted:  That  the  Social  Science  Abstracts  be  granted  not  to  exceed  a  half  psfe«f 
advertising  in  each  issue  of  the  Review, 

Professor  H.  G.  Shields,  president  of  the  National  Education  AssodatloB»  ^ 
quested  the  appointment  of  a  joint  committee  to  consider  the  advisaMIitj  ol  fc" 
creasing  the  amount  of  instruction  in  economics  in  the  secondary  schools. 

Voted:  That  the  Executive  Committee  express  to  Professor  Shields  its  iynipi4f 
with  his  proposal,  but  owing  to  the  difficulty  of  the  problem  it  was  tlmug^it  wise  tkit 
a  more  definite  proposal  should  be  presented  before  action  is  taken. 
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Voted:  That  the  dates  of  the  next  annual  meeting  be  December  28,  29,  and  80. 

Voted:  That  the  President  and  the  Secretary  be  authorised  to  appoint  a  committee 
m  local  arrangements. 

After  an  informal  discussion  of  the  program  for  the  next  annual  meeting,  the 
Committee  adjourned. 

(2)  Minutes  of  the  second  meeting  of  the  1982  Execntlve  Committee: 

The  second  meeting  of  the  EzecutiTe  Committee  of  the  American  Economic 
Association  for  the  year  1988  was  held  in  tiie  Netherland  Plaza  Hotd,  Cincinnati, 
>hio,  December  88, 1982,  at  ff  KX)  p.]c  There  were  present:  President  Bamett,  presiding, 
ind  Messrs.  Anderson,  Bogart,  Deibler,  Dewey,  Hammond,  Ise,  Mitchell,  and  Willits. 

Voted:  That  the  American  Economic  Association  reaffirm  its  original  approval 
if  the  work  of  Congress  in  providing  for  the  preparation  of  an  Index  and  Digest 
if  State  Legislation  and  eniress  its  continued  faith  in  the  usefulness  of  this  work. 

Voted:  That  the  President,  Vice-Presidents,  and  other  proper  officers  be  au- 
thorised to  file  such  papers  as  are  required  by  the  State  Bank  and  Trust  Company, 
If  Evanston,  Illinoi^  the  bank  of  deposit  for  the  funds  of  the  Association,  and 
bo  provide  for  the  proper  drawing  of  checks  against  the  funds  of  the  Association. 

Voted:  That  the  appropriation  of  $150  for  the  expenses  of  the  Committee  on 
Permanent  Headquarters,  that  was  authorised  by  the  Executive  Committee  by  a  vote 
ij  mail,  be  approved. 

Voted:  That  the  problems  arising  from  the  unsettled  condition  of  foreign  ex- 
diange  as  they  affect  dues  and  subscriptions  be  left  for  the  determination  of  the 
Secretary. 

Professor  Copeland  presented  a  resolution  requesting  a  diange  in  the  election 
procedure.  After  hiformal  discussion  it  was  agreed  that  Professor  Copeland  should 
>re8ent  the  resolution  to  the  business  meeting  of  the  Association  on  December  80, 
1982. 

Professor  J.  F.  Ebersole  made  an  extended  statement  on  the  work  of  the  Joint 
committee  on  Statistics  of  Income.  After  a  discussion  of  the  report,  the  Executive 
Committee  expressed  the  opinion  that  further  consideration  should  be  given  to  the 
leoonnting  features  of  the  proposals  as  well  as  to  ways  and  means  of  securing  the 
o-operation  of  the  officers  of  the  United  States  Treasury  Department,  and  that  the 
!onmiittee  should  be  continued  for  this  purpose.  The  Executive  Committee  requested 
^rofessor  Ebersole  to  prepare  an  appropriate  report  and  resolution  embodying  the 
esiilts  of  the  work  of  the  Joint  Committee,  including  the  suggestions  made  by  the 
Executive  Committee,  to  be  presented  to  the  business  meeting  of  the  Association  on 
December  80, 1982.  Adjourned. 

(8)  Minutes  of  the  third  meeting  of  the  1982  Executive  Committee: 

The  third  meeting  of  the  Executive  Committee  of  the  American  Economic  Associa- 
lon  was  held  in  the  Netherland  Plasa  Hotel,  Cincinnati,  Ohio,  December  29,  1982,  at 
KK>  P.1C  There  were  present:  President  Bamett,  presiding,  and  Messrs.  Anderson, 
logart,  Deibler,  Dewey,  Hammond,  Ise^  and  Mitchell. 

Voted:  That  the  report  and  recommendations  of  the  Committee  on  Research  be 
pproved.  (See  p.  195) 

Voted:  That  the  handbook  be  printed  as  a  supplement  to  the  June  issue  of  the 

Voted:  That  Mr.  John  E.  Walker  be  reappointed  as  counsel  of  the  Association  for 
he  year  1988. 

Voted:  That  Messrs.  C  H.  Crennan,  George  B.  Roberts,  and  F.  S.  Deibler  be  rc- 
tppointed  as  the  Finance  Committee. 

Voted:  That  Leo  Wolman  be  reappointed  as  a  representative  on  the  Joint  Census 
\.dvisoiy  Board. 

Dr.  H.  G.  Moulton  submitted  the  following  report  for  the  special  committee  on 
irogram  for  a  special  meeting  to  be  held  hi  June,  1988,  hi  connection  with  the  Century 
»f  Progress  in  Chicago: 

I  submit  herewith  a  report  for  the  Committee  appointed  to  consider  holding  a 
special  meeting  of  the  American  Economic  Association,  in  conjunction  with  other 
issodations,  in  connection  with  the  World's  Fair.  The  Committee  was  in  favor  of  the 
>Ian,  provided  it  could  have  the  support  of  the  Social  Science  Research  Council.  The 
"Umndl  gave  the  matter  consideration  at  its  meeting  in  September  and  reports  as 
'(dlowfi: 
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*The  Council  has  taken  definite  action  abandoning  the  Worid  Congress  of  Sodii 
Scientists  at  the  Fair  which  has  been  under  consideration  for  some  time.  It  was  fdt 
that  there  are  so  many  uncertainties  in  the  situation  at  the  Fair  that  we  are  stiH  k 
no  position  to  do  anything  about  a  Congress;  that  even  though  those  nncertalntki 
had  been  cleared  up,  the  time  is  very  short  in  which  to  prepare  efPectively.'* 

In  the  light  of  this  action  on  the  part  of  the  Council*  I  would  rccoimnend  tint 
the  project  be  given  up. 

The  Secretary  reported  his  conversations  with  Professor  Irving  Fisher  who  had  jost 
come  from  a  session  of  Section  K  of  the  American  Association  for  the  AdvancemcDt  of 
Science.  It  was  reported  that  Professor  Fisher  was  strongly  in  favor  of  the  proposil 
that  the  American  Economic  Association  hold  a  session  m  connection  with  the  riir. 
After  due  deliberation,  the  following  vote  prevailed. 

Voted:  That  the  report  of  the  Committee  l>e  approved. 

Voted:  That  the  Secretary  be  requested  to  communicate  with  Professor  J.  Russdl 
Smith  and  explain  tiie  policy  of  tlie  American  Economic  Association  in  connectioa 
with  proposals  such  as  those  contained  in  his  letter  of  December  19,  1982. 

Professor  Stuart  Rice  submitted  the  following  resolution,  with  the  statement  that  t 
similar  resolution  was  being  submitted  to  the  American  Statistical  Assodation,  tiie 
American  Sociological  Society,  and  the  American  Political  Science  Association: 

Whxbsas,  Unusual  population  movements  have  occurred  since  the  Census  of  1980 
between  city  and  country  and  within  cities;  therefore,  be  it 

Retolvea,  By  the  American  Economic  Association  assembled  in  its  annual  meetiag 
at  Cincinnati,  Ohio,  December  28^80,  1982,  that  in  its  opinion  a  population  ccnsos 
of  the  United  States  should  be  taken,  intermediate  between  the  decennial  cnumen- 
tions  of  1980  and  194fO;  that  this  population  census  should  be  synchronised  with  the 
next  quinquennial  census  of  agriculture;  and  that  this  resolution  dionld  be  brought 
by  the  Association  to  the  attention  of  the  President  of  the  United  States,  the  Sec- 
retary of  Commerce,  the  Director  of  the  Census,  and  members  of  the  Coogiesi 
of  the  United  States;  and  that  the  oflkers  of  the  Association  be  instructed,  in  co- 
operation with  other  interested  organisations^  to  take  all  steps  available  to  them  to 
promote  the  objects  herein  set  forth. 

Voted:  That  in  view  of  the  present  financial  conditions  of  the  country  and  tk 
pressure  on  Congress  to  economise,  it  was  thought  inadvisable  to  make  requests  for 
additional  appropriations  at  this  time 

Dr.  Meredith  Givens  presented  the  following  resolution : 

Whsbeas,  The  social  scientists  are  directly  interested  in  the  scientific  work  of 
the  several  departments  of  government;  therefore,  be  it 

Resolved,  That  this  Association  authorize  the  appointment  of  two  representatifCf 
on  an  interassociation  committee  of  the  social  sciences  to  explore  this  whole  subject 
with  a  view  to  making  social  scientists  more  effective  in  this  area,  and 

Resolved,  That  the  American  Economic  Association  Join  with  the  American  Polit- 
ical Science  Association,  the  American  Statistical  Association,  and  the  Americiii 
Sociological  Society  in  appointing  representatives  to  such  a  committee,  and 

Resolved,  That  the  committee  thus  formed  shall  be  authorised  to  take  actkn  is 
any   specific   cases   which  may   call   for   immediate   attention. 

Voted:  That  the  representatives  of  the  American  Economic  Association  on  tlie 
Joint  Census  Advisory  Committee  be  authorUed  to  represent  this  Association,  and 
that  they  be  instructed  to  exercise  their  Judgment  in  co-operating  with  representatives 
of  the  other  associations  in  endorsing  personnel  for  scientific  appointments  in  gov- 
ernment service. 

Adjourned. 

Minutes  of  a  special  meeting  of  the  1982  Executive  Committee: 

A  special  meeting  of  the  Executive  Committee  of  the  American  Economic  Assoda- 
tion was  held  in  the  Netherland  Plasa  Hotel,  Cinchmati,  Ohio,  December  80,  ISSi;  at 
12:00  X.  There  were  present:  President  Bamett,  presiding,  and  Messrs.  Anderson,  Bo- 
gart,  Deibler,  and  Dewey. 

It  was  reported  to  the  Executive  Conmiittee  that  the  newly-elect  President  and  the 
two  Vice-Presidents  were  out  of  the  country.  The  Secretary  was  instructed  to  verifif 
this  report.  The  attention  of  the  Secretary  was  then  cailed  to  the  constitutioaal 
provision  (Article  IV,  Section  1  of  the  By-laws)  which  under  the  reported  diciim- 
stances,  if  verified,  would  require  him  to  assume  the  duties  of  the  President 

AdJounied. 
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The  office  of  the  Secretary  has  carried  on  the  regular  husiness  of  the 
Association  during  the  current  year. 

The  Proceedingi  of  the  annual  meeting  of  1981  were  edited  and  published 
as  a  supplement  to  the  March,  1982,  issue  of  the  Review. 

President  Barnett  made  the  following  appointments  during  the  year: 

NoMIlTATIirO   CoXMlTTEBt 

B.  W.  Kbxicbbeh,  Chairman 
J.  M.  CuoiK 

M.  A.  COPILAITD 
I.  LjPPENrCOTT 

M.  H.  RoBzxrsoir 

H.  R.  TOSDAL 

AuJiiTUMS: 

£.  L.  KoHUEE  AXD  CoxpAinr 

COMMTTTEE   OIT    LoCAL   AbBAJTOXMEKTS  : 

F.  H.  Bnii,  Chairman 
Jonrr  CoMioims  oir  Statibtics  of  Ixcome: 

Ralph  C  Eprbut 

MuBRAT  Haio 

J.  F.  Ebbrsoub 
RBPunarTATiyB  op  thb  AaaociATioir  at  Gxtitbburo  College  CEsrnsxABT: 

R.  S.  Sabt 
Apbil  Mbbtivo  op  Acadbxt  op  Social  akd  Political  Scibvce: 

L.  L.  Loawnr 

R.  G.  Tuowsll 

S.  H.  SUCHTSE 
DBLBGAn  TO  AXEBICAK  HOMB  ECOKOMICS  AflSOCIATIOir : 

Edoae  H.  Johksov 

RBFBBnUffTATIVB  AT  THB  OPBXnrO  OF  THB  LiBRART  OF  THB  UXIVBRSITT  OF  DeKVEB: 

JoHv  D.  Clabk 

RBPSESENTATiyE  AT  CoNPEBENCE  OF  UKITEBBITIEfl  AT  NeW  YoBX  UXIVBIUITT : 

E.  R.  A.  Seuomait 

In  accordance  with  a  resolution  of  the  Executive  Committee  (Vol.  XX^ 
Sup.  1^  p.  184)^  the  President  and  Secretary  have  approved  the  use  of  the 
addressograph  list  of  the  Association  hy: 

Frank  D.  Graham,  for  notification  of  his  book  on  The  Abolition  of  Unemployment. 
New  York  Central  Railroad  Company,  for  circularicing  members  about  train  serv- 
ice to  annual  meeting. 

The  Association  has  continued  its  co-operation  with  the  Pollak  Founda- 
tiom,  the  Adelphi  Company^  and  the  Royal  Economic  Society,  by  which 
members  of  the  Association  may  secure  publications  of  these  companies  or 
associations  at  reduced  rates.  This  service  to  the  membership  has  been  effected 
without  cost  to  the  Association. 

The  following  table  shows  the  present  status  of  the  membership  and  the 

changes  that  have  occurred  during  the  year  ending  December  15,  1932,  the 

date  of  closing  the  books  of  the  Association : 

Total  members  and  subscribers  in  December,  1981  8781 

Annual  members  in  December,  1981  2626 

Members  removed  in  1982: 

Resigned   104 

Lack  of  address  28 

Non-payment  of  dues  185 

Died   16      888 
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Members  added  in  1981 195 

Total  animal  members  in  December,  1982 2488 

Life  members  in  December,  1981  64 

Removed  in  1982  2 


Total  life  members  in  December,  1982 82 

Honorary  members  in  December,  1981 Iff 

Removed  in  1982 1 

14 
Added  in  1982   ff 

Total  honorary  members  in  December,  1982 19 

Total  members  in  December,  1982 2589 

Subscribers  in  December,  1981  1076 

Removed  in  1982 189 

887 
Added  in  1982 171 

Total  subscribers  in  December,  1982 1088 

Total  members  and  subscribers,  December,  1982 

Net  loss 


The  net  loss  for  the  year  was  154.  The  prolonged  depression  is  respouBk 
for  this  decline,  as  the  correspondence  has  shown  that  many  members  sst 
libraries  as  well  have  had  to  suspend  their  affiliation  with  the  AssocistiB 
on  account  of  a  lack  of  funds. 

The  number  of  resignations  of  members  and  removals  for  non-payofll 
of  dues,  together  with  discontinuances  of  subscribers,  were  larger  than  Id 
year  and  account  for  nearly  half  of  this  loss.  In  addition  the  number  «t 
new  members  and  subscribers  was  less  than  received  last  year.  The  Secretny 
takes  this  opportunity  to  express  his  appreciation  for  the  co-operatioD  le- 
ceived  from  members  in  nominating  persons  for  membership,  and  earaesti^ 
appeals  for  added  help  in  maintaining  the  membership  during  the  caaiH 
year. 

We  regretfully  report  that  during  the  year  the  deaths  of  the  foDoirim 
members  have  been  reported,  and  that  we  have  had  to  remove  their  naocf 
from  the  active  membership  list: 
AvAKD  L.  Bishop  Frakcd  A.  Haidt 

ROLAKD  W.  BOTDEK  P.  HmSHSS 

Harby  J.  Brandt  Gioaoi  P.  Mnxaa 

Robert  W.  De  Fobsst  Whxiam  Gaidkee  Rxbd 

George  Eabtmak  Juum  Rosbvwaia 

EnoEKE  L.  FisK  MosmcxE  L.  Schitf  (Life  Meniber) 

Hugh  McKay  Fletcher  Fred  Makvuxb  Tatxxmi 

Frakklik  H.  GiDDnros  W.  W.  Uwdeewood 

Charles  Gtoe  (Honorary  Member)  H.  Walters  (Life  Member) 

Jakes  F.  Glek 

Respectfully  submitted, 

F.  S.  DBIBI.KR,  SeereUirf 
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EEPORT  OF  THE  TREASURER  OF  THE  AMERICAN 

ECONOMIC  ASSOCIATION  FOR  THE  YEAR 

ENDING  DECEMBER  15,  1982 

he  members  of  the  Association  are  referred  to  the  report  of  the  Auditor 
a  statement  of  the  financial  condition  of  the  Association  at  the  date 
be  audit.  The  current  assets  and  liabilities  are  shown  in  Exhibit  I.  The 
me  and  expenditures  for  the  year  appear  in  Exhibit  II.  The  total  assets 
be  Association  now  amount  to  $47,498.00.  This  figure  carries  the  invest- 
ts  at  cost,  which  is  $7,894.78  above  their  present  market  value,  which 
-esents  a  decline  of  $1,067.74  during  the  year.  It  does  not  include  the 
k  of  unsold  copies  of  the  past  publications  of  the  Association,  which 
;  been  charged  as  an  expenditure  against  past  income.  The  Association 
vta  a  considerable  income  yearly  from  this  source.  During  the  last  &7e 
8  this  income  has  amounted  to  $8,754.58,  or  an  average  of  $750.00  per 

he  total  receipts,  including  dues,  interest,  advertising,  sales,  and  miscel- 
3us  items  amounted  to  $21,288.84,  or  $1,078.27  less  than  for  the  year 
.  The  net  income  from  dues  was  lower  by  $782.09,  and  publication  in- 
i  by  $875.08  than  for  the  previous  year.  These  two  items  alone  account 
:he  decline  in  yearly  income.  Economies  in  publication  costs  were  suffi- 
;  to  offset  the  loss  in  income  and  enabled  the  Association  to  close  the 
with  a  net  addition  to  surplus  of  $1,656.11. 

le  administrative  and  operating  expenses  were  higher  than  for  the  year 
,  which  is  accounted  for  by  the  Executive  Conunittee  expense.  This  item 
aates  from  year  to  year  because  of  the  traveling  expense  of  Committee 
bers  in  attendance  at  the  spring  meeting  of  the  Committee, 
le  investments  of  the  Association  have  been  given  the  most  careful 
iny^  and  while  their  present  market  value  is  below  their  cost,  they 
in  the  opinion  of  your  Finance  Committee,  invested  in  securities  of  high 
e  concerns. 

will  be  necessary,  during  the  coming  year,  for  the  Association  to  main- 
its  income  from  dues  and  subscriptions  and  to  effect  further  economies 
s  expenses  to  show  a  favorable  report  at  the  close  of  the  year  1988. 
due  care  in  these  two  directions  the  present  activities  of  the  Associa- 
;an  be  maintained  within  the  yearly  income  of  the  Association. 

Respectfully  submitted, 

F.  S.  Deibler,  Treasurer 


REPORT  OF  THE  AUDITOR 

December  22,  1982 
Executive  Committee, 
American  Economic  Association,  Inc., 
Evanston,  lUinois, 

Dear  Sirs: 

We  have  completed  the  amiual  audit  of  the  books  and  records  of  die 
American  Economic  Association,  Inc.,  for  the  year  from  December  12, 19S1| 
to  December  15,  1982,  and  present  the  following  exhibits  together  with  our 
report  thereon: 

Exhibit  NumlKT 

Balance  sheet — December  15,  1982 I 

Statement  of  income  and  expense — ^Year  ending  December  15, 
1982 II 

Results  from  Operations 

The  year  ending  December  15,  1982,  yielded  a  net  income  of  $1,656.11, 
an  increase  of  $41.49  over  the  previous  year,  as  shown  by  the  foUowiag 
condensed  comparison  of  the  operating  results  of  the  two  periods : 

Year  ending  Increase 

December  December  or 

Particulars                                              12,  1981  15,  1988  d^ermm 
Income  from — 

Dues $18,585.60  $12,758^1  $  7W0 

Interest  on  investments  and  bank  balances  . .      8^11.49  9,151.90  €0^ 

Loss  on  securities  sold StlM        8llil 

"Economic  Essays" 12.56  149.82  IfTJi 

Other  sources  2^  4.51  HI 

Total  income  $15,440.18  $15,058.84  $  ^^ 

Expenses  and  costs —                                                — ^—  — — ^— 

Administrative  and  other  operating  expenses  $  5,587.67  $  5,957.4S  $  M.Tf 

Publication  costs  14^52.97  18,675.80  lJ77Jff! 

Publication  faicomc  6^15,08  6JtS0.00  885.M 

Total  expenses  and  costs $18,825.56        $18,402.78       $  4^ttJS 

Net  income   $  1,614.62        $  1,656.11       $    41.# 

A  decrease  of  154  in  the  membership  roll  was  sustained  during  the  year 
1932;  in  1931  there  was  a  decrease  of  78  members. 

The  principal  increase  in  administrative  and  other  operating  expense  was 
caused  by  the  Executive  Committee  expense  of  $525.94,  which  was  $169.58 
in  excess  of  the  1931  expenditure,  and  the  expense  of  the  Income  Statistics 
Committee  of  $200.82,  which  was  $50.82  in  excess  of  the  appropriation  made 
therefore  by  the  Executive  Committee. 

The  following  summary  presents  a  comparison  of  the  publication  mcooe 
and  expenses  for  1931  and  1932  and  the  budget  for  1982  submitted  by  tie 
managing  editor: 
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Tear  Budget 
ParticMlari                                                  1981  1982             for  1982 
Income- 
Subscriptions  other  than  from  members  ...  $  5,182.45  $  5,017.81 

Sales  of  copies 749.06  608.54 

Advertising 788.57  604.15 

Total  income  g  6,615.08  $  6,280.00 

Expenses- 
Printing  $  5,648.20  $  5,189.41        $  5,400.00 

Editor's  honorarium 2,500.00  2,500.00           2,500.00 

Contributions   1,458.25  1,451.00            1,500.00 

Proceedings 1,919.18  1^19.75  

Handbook  589.54  

Other  costs 2,742.80  2,715.14           2,600.00 

Total  expenses $14,852.97        $18,675.80        $12.000.00 

Net  expenses  $  8,287.89        $  7,445.80 

The  above  budget  was  based  on  a  printing  of  4,800  copies,  and  was  main- 
tained until  December  when  it  was  decreased  by  200  copies.  The  total  pages 
for  the  year  were  828.  During  1981  4,400  copies  of  each  issue  were  printed 
and  the  total  pages  were  886. 

No  handbook  was  published  during  1982;  4,200  copies  of  the  Proceedings, 
constituting  816  pages,  however,  were  published  at  a  cost  of  $1,819.75; 
the  4,800  copies  of  the  1981  Proceedings,  containing  808  pages,  cost 
$1,919.18. 

Balance  Sheet — December  IB,  19S2 

Cash  in  checking  and  savings  accounts  was  reconciled  with  a  certificate 
received  from  the  State  Bank  and  Trust  Company,  Evanston,  Illinois. 

The  investment  securities,  with  the  exception  of  $2,000.00  of  certificates 
of  deposit  which  we  examined,  were  in  the  custody  of  the  State  Bank  and 
Trust  Company,  who  furnished  us  with  a  certified  list  thereof.  At  Decem- 
ber 12,  1981,  the  finance  committee  made  a  detailed  report  of  the  securities 
owned;  the  only  change  in  the  holdings  thereafter  was  the  purchase  of  the 
certificates  of  deposit. 

The  membership  extension  fund  was  decreased  during  the  year  1982  by 
$148.61,  which  was  spent  for  printing,  postage,  and  salaries. 

Two  life  memberships  of  $100.00  each  were  transferred  to  unappropriated 
surplus  on  account  of  the  death  of  members. 

Changes  in  Financial  Condition 
The  changes  in  the  financial  condition  of  the  Association  during  the  year 
1982  are  contained  in  the  following  condensed  comparison  of  the  balance 

sheets  at  December  12, 1981,  and  December  15,  1982: 

Increase 

December  December  or 

A$$sU                                                       12,  1981  15,  1982  deereass 

Cash  jn  bank $  8,868.61  $  8.404.80  $   4S9.S1 

Investments,  at  cost 89,184.48  41,184.48  2,000.00 

Receivables,  net 1,018.25  951.95  SLSO 

Inventories,  at  cost 1,611.72  1,598.62  J8.20 

Furniture,  fixtures,  etc.,  at  cost 1,189.99  1,141.84  1.85 

Reserve  for  depreciation  686.84  728.19  91.85 

Total  assets  $46,126.21  fvTjiSgM  %\3yi\n'^ 
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LiabiUtUs  and  Ntt  Worth 

Accounts  payable $     188.M 

Unearned  income  9,272.49 

Membership  ertension  fund 4,667.78 

Life  memberships !ijU0.00 

Surplus- 
Balance— December  12»  1981 88»407.04 

Net  income  for  the  year  ending 

December  Iff,  1982 

Transfer  from  life  memberships  to 

surplus — 1982 

ToUl  liabilities  and  net  worth 946,126.21 


9  2^0.78 
4,884.12 
8,880.00 

9  mx 

1,76 
tOOJX 

88^407.04 

1,686.11 

umM 

900.00 

9O0M 

$47,48a00 

9un.T9 

We  appreciate  the  courtesiea  extended  to  us  daring  the  oonrse  of  the  audit 
Very  truly  yours^ 

E.   L.   KOHLBR  AND   COMPAITT 

CeHified  PubUe  AceomnUmtt 


EXHIBIT  I 

AMERICAN  ECX)NOMIC  ASSOCIATION,  INCORPORATED 

BAi.A3rci  Shxbt,  Dbcbmbbr  10,  1982 

A990U 

yumaMurr  Ametb  aitd  IvTssncBims 

Cash  in  State  Bank  and  Trust  Company, 

Evanston,  Illinois 9  S,4MJB0 

Investments,  at  cost 41,184.48 

Receivables — 

Review  advertising 9     156.00 

Interest  accrued  on  investments 545.08 

Membership  dues  458.75 

Publication  sales 178.17 

Subscriptions  19.00 

Total  receivables 9  1,851.95 

Less— Reserve  for  doubtful  accounts  ....         400.00  951.95 

Inventories,  at  cost — 

"Economic  Essays"  9  1,219.20 

Cover  stodc   184.62 

Stamped  envelopes 289.80        1,598.62    $47,084JI5 

PxrunruBE,  Fixtubss  akd  Bouhd 

Pkbiodic^ls,  at  cost 9  1,141.84 

Less— Reserve  for  depreciation 728.19  418.65 

Total  assets  $47^498.00 

LidbUUies  and  N$t  Worth 

^ITBUKT  LlAKLmBSX 

Unearned  income- 
Membership  dues 9     292.50 

Subscriptions  1,978.28    9  2,270.78 

^^MKEBSHip  ExTEirsioir  FujTD 4,524.12 

N'lT  Worth: 

Life  memberships 9  5,850.00 

Surplus  unappropriated- 
Balance— December  12,  1981 988,497.00 

Net  income — ^Year  ending  December  15, 

1982  (Exhibit  II)  1,656.11 

Transfer  from  life  memberships 200.00      85,858.15      40,708.15 

Total  liabilities  and  net  worth 947,498.00 


EXHIBIT  II 
AMERICAN  ECONOMIC  ASSOCIATION,  INCORPORATED 

STATBKIJrT  OP  IirCOMX  AlTD  ExPllTtB 

Ybae  Ekduto  DBdMSBR  15,  1982 

Particulars  Amamnt 

lycoKi  Fbok  Duist 

Regular  members  (less  $865.00  defaulted 

dues  unpaid  at  December  15,  1082)  912,871.01 

Subscribing  and  contributing  members 882JX)    112,70 

Othks  Ikooms: 

Income  from  investments — 
Interest  earned  on — 

Bonds 9  2,014.86 

Certificates  of  deposit 108.74 

9  2,128.10 
Less— Custodian's  fee  89.50    9  2ft8B,60 

Interest  earned  on  savings  and  checking  accounts  67.60 

Royalties  on  ^'Economic  Essays"   147.87 

Profit  on  sale  of  **£conomic  Essays** 1.75 

Miscellaneous  income 4Jil       ij^^ 

Total  income  9l^(^ 

Admikibtbativb  akd  OrHxa  OPBaATiKo  Expeksss: 

Secretary's  salary 8  1,000.00 

Office  salaries 2,968.84 

Postage    826.19 

Stationery  and  printing 118.15 

Office  supplies  80.25 

Telephone  and  telegrams  66.48 

Insurance    78.10 

Depreciation 91.85 

Annual  meeting 874.72 

Executive  Committee  expense 525.94 

Income  Statistics  Committee  expense 200.82 

American  Council  of  Learned  Societies 65.00 

Auditing   50.00 

Other  expenses 72.09    9  5,957.48 

PUBUCATIOK  ExPEirsKs: 

Printing $  5,189.41 

Editor's  honorarium 2,500.00 

Editor's  traveling  expenses 47.46 

Editorial  expenses  and  supplies 2,688.67 

Contributions  1,451.00 

Proceedings 1,819.75 

Sundry  publication  expense 29.01 

Total  publication  expenses $18,675.80 

Publication  income — 

Subscriptions  other  than 

from  members  $5,017.81 

Sales  of  copies 608.54 

Advertising 604.15  6,280.00        7,445iK) 

Total  expenses 18,4(» 

Net  income  for  year  (Exhibit  I)  $1^6- 


lEPORT  OF  THE  MANAGING  EDITOR  OF  THE  AMERICAN 

ECONOMIC  REVIEW  FOR  THE  YEAR  ENDING 

DECEMBER,  1982 

'he  cost  of  the  Review  during  1982  was  $11,780.86,  as  compared  with 
^82.29  for  1981.  There  will  be  a  small  additional  amount  for  postage 
:he  excerpts  and  reprints  for  the  December  number,  the  charge  for  which 
not  come  from  the  printer  when  the  books  of  the  treasurer  had  to  be 
ed.  The  total  expenditure  is  slightly  less  than  the  budget  estimate  made 
:ar  ago,  namely,  $12,000.00. 

'he  number  of  copies  printed  averaged  4,250  per  issue,  as  compared  with 
)0  in  1931.  The  number  of  pages  in  the  volume  just  completed  is  also 
lewhat  less — 792,  as  compared  with  814. 
'he  expenses  during  1982  by  principal  items  were  as  follows: 

Printing  (paper,  reprints,  postage,  etc.)  $  B,14SJ2S^ 

Editorial    2,500.00 

Clerical    2,800.00 

Supplies 886.18 

Contributors 1,451.00 

911,780.86 

hi  the  basis  of  printing  4,100  copies  the  following  budget  for  1988  is 
aaitted : 

Printing  (paper,  reprints,  postage,  etc.)  $  5,400.00 

Editorial   2,500.00 

Clerical    2,800.00 

Supplies     800.00 

Contributors 1,500.00 

$12,000.00 

^he  following  persons  have  served  as  editors  during  the  past  year:  Pro- 
5ors  F.  B.  Garver  and  N.  S.  B.  Gras,  whose  terms  expire  this  year;  Dr. 
C.  Gray  and  Professor  M.  W.  Watkins,  whose  terms  expire  in  1988;  and 
fessors  F.  A.  Bradford  and  P.  T.  Homan,  whose  terms  expire  in  1984. 
ring  the  year  218  persons  have  co-operated  in  writing  leading  articles, 
imunications,  reviews  and  notes. 

)n  September  18  the  Social  Science  Research  Council  voted  to  discontinue 
ial  Science  Abstracts  with  the  end  of  Volume  IV  for  1932.  The  editors 
:he  Review,  therefore,  have  under  consideration  the  question  of  resuming 
tracts  in  our  Review.  It  appears,  however,  impracticable  to  reach  an  im- 
liate  decision  until  after  the  meeting  of  the  board  of  directors  of  Social 
tnce  Abstracts,  which  will  be  held  January  5.  Suggestions  have  been  made 
continuation  of  the  abstracts  by  a  commercial  firm.  If  a  satisfactory  ar- 
gement  can  be  made,  it  would  seem  inadvisable  for  the  Review  to  under- 
2  this  service.  If  the  abstracting,  however,  be  resumed  by  the  Review, 
editors  believe  that  a  different  plan  should  be  adopted  from  that  in  use 
n  1911  to  1928. 

The  Editor's  report  is  based  on  the  calendar  year.  The  TTeaswieV^  wv^>^vt  Km^\- 
{  reports  are  on  the  flscaJ  year  December  12,  IdSl,  to  Decem\>w  \1S,  \%'KL. 


188 


American  Eeanomie  Atiodatiam 


Another  question  which  is  under  discussion  by  the  board  of  editors  is  llie 
publication  of  the  thesis  list  as  a  separate  supplement.  This  list  encroacfaei 
upon  the  space  available  for  articles  and  reviews;  and  it  is  believed  by  some 
that  this  could  be  more  serviceable  if  printed  as  a  separate  pamphlet  in  tk 
same  way  as  is  the  list  of  members. 

Respectfully  submitted, 

Davis  R.  Dewet,  Managing  Editor 
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EXPENDITURES 


Year 


Printing 


Salary  of 
editor 


Payments  to 
contributors 


Glericsl 


Siq>plies 


Totsli 


1920 
1921 
1922 
1923 
1924 
1925 
1926 
1927 
1928 
1929 
1930 
1981 
1932 


$6,656.31 
5,646.97 
4,795.28 
5,032.59 
5,423.28 
5,713.01 
5,832.24 
5,619.20 
5,321.95 
4,927.62 
5,386.67 
5,899.94 
5,143.23 
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1,500.00 
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1,500.00 
1,500.00 
1,500.00 
1,500.00 
1,500.00 
1,500.00 
2,500.00 
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1,451.00 
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10,Qtt.li 
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11,985.0 

887.80 

ll,98l.« 

886.18 

11,780.81 

REPORT  OF  THE  FINANCE  COMMITTEE 

'here  have  been  no  changes  in  the  investment  list  during  the  year  ending 
member  15^  1982.  Notice  has  been  received  that  Sinclair  Crude  Oil  Par- 
sing Company  10  year^  Series  "A"  5^'s^  due  1988^  have  been  called  for 
ment  at  101^  on  January  16,  1988. 

'be  total  investment  list  of  the  Association^  carried  at  cost  or  market, 
chever  is  lower,  now  amounts  to  $80,684.70.  The  market  value  of  the 
on  December  21  was  $7,894.78  below  cost,  a  decline  of  only  2.7  per  cent 
ing  the  year.  The  investments  of  the  Association  have  been  formally 
ewed  quarterly  by  your  Committee,  and  have  in  fact  been  investigated 
:h  more  frequently  than  this.  The  annual  interest  return  from  this  list 
'  amounts  to  $2,014.87. 

our  Committee  has  regarded  the  portfolio  of  the  Association  as  an  in- 
ment  account.  It  has  followed  the  policy  of  watching  for  stability  of 
lings  of  the  issuing  companies,  and  their  ability  to  meet  the  principal 
»ant  at  its  maturity.  Daring  one  of  the  most  prolonged  and  serious  de- 
vious in  the  history  of  our  country,  the  Committee  is  glad  to  report  that 
e  has  been  no  default  to  date  of  either  interest  or  principal, 
he  list,  at  market  or  cost,  whichever  is  lower,  stands  as  follows : 

O  Alabama  Power  Co.  Ist  Mtge.  Lien  and  Ref.  5*8,  due  1956 9  900.00 

H)  Bell  Telephone  Company  of  Pa.  let  and  Ref.  6*8,  due  1948 1,978.00 

O  By-PToducts  Coke  Corp.  1st  Mtge.  5y,'8,  due  1945 460.00 

O  Chicago,  Rock  Island  &  Padflc  Equip.  Tr.  Series  "P"  4ya'8,  due  1986     600.00 

0  City  of  Cleveland  Water  Works  ^Vi's,  due  1988 970.00 

0  City  of  New  York  Corp.  Stock  Water  A%  due  1980 850.00 

O  Commonwealth  Edison  Co.  4*8,  due  1981 1,760.00 

0  Crown  Willamette  Paper  Co.  Ist  S.F.  6*8,  due  1951 640.00 

0  Detroit  Edison  Co.  Gen.  and  Ref.  Series  "D"  4ya'8,  due  1961 9T0.0O 

0  Erie  Railroad  Co.  Ref.  and  Imp.  5*8,  due  1975 250.00 

O  Great  Northern  Rattway  Co.  Gen.  Mtge.  Vs,  due  1986 1,180.00 

O  Illinois  Bell  Telephone  Co.  Ist  and  Ref.  "A"  5's,  due  1956 2,007.50 

O  Illinois  Central  RaUroad  Co.  Ist  and  Ref.  "A"  5*8,  due  1968 780.00 

O  Louisville  Gas  and  Elec.  Co.  Ist  and  Ref.  5*8,  due  1952 915.00 

0  National  Dairy  Products  Corp.  5l^'8  Debentures,  due  1948 850.00 

0  North  American  Edison  Co.  Deb.  Scries  "C"  5*8,  due  1969 760.00 

0  Northern  Pacific  Railway  Co.  Ref.  and  Imp.  6*s,  due  2047 8,800.00 

0  Ohio  Power  Co.  1st  and  Ref.  **!>''  4y,*s,  due  1956 950.00 

0  Pacific  Gas  and  Electric  Co.  1st  and  Ref.  5y2*8,  due  1952 1,970.00 

0  Pacific  MUls,  Ltd.  1st  Serial  6*8,  due  1985 1,460.00 

0  Pennsylvania  Railroad  Co.  Deb.  4y2's,  due  1970 680.00 

0  Sinclair  Crude  OQ  Purchasing  Co.  lO-yr  Series  "A**  5%'8,  due  1988  . .  1,010.00 

0  Southern  lU.  and  Mo.  Bridge  Co.  4's,  due  1951  520.00 

0  Southern  Pacific  Railway  50-Yr  4y2'8,  due  1981  450.00 

0  United  Biscuit  Co.  6*8,  due  1942  970.00 

0  United  SUtes  of  America  Treasury  8y8'8,  due  1949 1,484.20 

3  United  States  of  America  4th  Liberty  Loan  4%'s,  due  1988 2,075.00 

Respectfully  submitted, 

C.  H.  Crennan,  Chairman 
George  B.  Roberts 
F.  S.  Deibler 


REPORT  OF  THE  REPRESENTATIVES  OF  THE  ASSOCIATION 
ON  THE  SOCIAL  SCIENCE  RESEARCH  COUNCIL 

Your  representatives  on  the  Social  Science  Research  Council  submit  thii 
brief  report.  Its  brevity  is  explained  in  part  by  the  fact  that  during  tk 
past  year  the  Council  has  devoted  its  attention  more  to  watching  and 
appraising  its  work  under  way  than  to  initiating  new  ventures.  This  is  ex- 
plained by  the  stage  its  projects  have  been  in^  not  by  lack  of  promisbig 
new  things  it  might  undertake. 

Three  facts  of  interest  to  the  general  membership  of  our  Associatioii  maj 
be  mentioned.  (1)  The  Council  and  its  work  have  been  satisfactorily  re* 
financed  for  a  new  period.  This  means  that  donors  have  regarded  the  woik 
done  and  in  prospect  as  worth  while.  (2)  After  many  discussions  and  t 
survey  of  the  use  made  of  Social  Science  Abstracts,  the  Council  at  its  Sq>- 
tember  conference  voted  to  discontinue  this  publication  with  the  present  vol- 
ume (and  index).  It  should  be  said  that  this  action  contains  no  reflectkv 
upon  the  work  done  by  those  connected  with  the  Abstracts.  That  work  hai 
been  well  done.  The  Abstracts,  however^  failed  to  be  inclusive  enough  la 
satisfy  those  with  a  highly  specialized  and  bibliographical  interest,  or  to  be 
long  enough  to  satisfy  those  who  do  not  have  access  to  the  abstracted  aitide 
or  cannot  read  it  in  the  language  in  which  printed.  Investigation  showed  that 
only  a  limited  number  of  social  scientists  have  made  much  use  of  the  Ab- 
stracts, In  view  of  this  fact  and  in  view  of  the  seeming  impossibility  of  de- 
vising at  this  time  a  superior  service,  the  Council  felt  itself  unable  to  assume 
responsibility  for  requesting  a  new  grant  to  continue  this  publication.  (S)  A 
committee  has  made  an  extended  study  of  recruitment  and  fellowships  in  the 
social  sciences  and  presented  a  provisional  report,  the  distribution  of  whidi 
awaits  the  results  of  further  investigation.  The  Council  feels  that  there  is 
serious  need  for  fellowships  for  really  promising  persons  inunediately  xxpm 
graduation  from  college.  Certainly  in  past  years  many  promising  young  per- 
sons have  been  unable  to  enter  upon  graduate  work  with  the  object  in  view 
of  becoming  trained  social  scientists.  The  Council  now  proposes  to  experi- 
ment with  such  fellowships  in  limited  number,  while  continuing  its  felkv- 
ships  at  the  post-doctoral  level.  The  Council  feels,  also,  that  there  is  a  deartfc 
of  fellowships  of  the  type  that  leaves  the  holder  free  to  select  his  place  of 
study  and  to  move  from  one  institution  to  another  as  the  best  program  msj 
require. 

Respectfully  submitted. 

Max   Hakdmav 
H.  A.  MiLUi 

A.  B.  WOLFI 


REPORT  ON  THE  ORGANIZATION  AND  ACTIVITIES  OF  THE 
JOINT  COMMITTEE  ON  STATISTICS  OF  INCOME 

Early  in  the  year  the  three  interested  associations  appointed  a  delegate 
to  the  Joint  Committee  on  the  Statistics  of  Income  as  follows :  the  American 
Association  of  University  Instructors  in  Accountings  Professor  James  L. 
Dohr  (Columbia)s  Professor  Howard  C.  Greer  (Chicago)^  and  Professor 
William  A.  Paton  (Michigan) ;  the  American  Economic  Association^  Pro- 
fessor J.  Franklin  Ebersole  (Harvard)^  Professor  Ralph  C.  Epstein  (Buffa- 
lo),  and  Professor  Robert  Murray  Haig  (Columbia);  and  the  American 
Statistical  Association^  Professor  William  L.  Crum  ( Harvard)  ^  Professor 
WiUford  I.  King  (New  York  University),  and  Dr.  Simon  S.  Kuznets  (Na- 
tional Bureau  of  Economic  Research). 

The  Joint  Committee  met  in  New  York  on  June  1,  1982^  elected  Dr.  King 
its  chairman,  adopted  certain  general  principles  to  guide  its  study  of  the 
problem  assigned  to  it,  discussed  at  some  length  certain  of  the  more  sig- 
nificant specific  criticisms  and  suggestions  relating  to  the  federal  income 
tax  statistics,  and  established  a  subcommittee  empowered  to  consider  the 
mass  of  suggestions  submitted.  This  subcommittee  (Ebersole,  Epstein,  Kuz-* 
nets,  and  the  chairman)  met  immediately  in  New  York,  and  prepared  a  pre- 
liminary summary  and  report  as  a  basis  for  further  consideration,  by  cor- 
respondence and  otherwise. 

During  the  summer,  consideration  of  this  preliminary  summary,  and  of 
various  specific  suggestions  which  were  submitted  by  or  on  behalf  of  the 
different  members  of  the  Joint  Committee,  proceeded  by  mail.  The  members 
of  the  subcommittee  (to  which,  by  consent,  Crum  had  been  added)  exam- 
ined in  detail  the  various  proposals,  and  exchanged  communications  concern- 
ing the  major  points  of  interest.  The  preliminary  summary,  with  subsequent 
notations  and  addenda,  was  thus  made  ready  for  consideration  at  the  No- 
vember meeting  of  the  Joint  Committee.  The  Joint  Committee  held  a  sec- 
ond meeting  in  New  York  on  November  18,  adopted  the  preliminary  sum- 
mary as  the  basis  of  discussion,  and  after  amending  this  summary  extensively 
and  in  detail,  adopted  the  recommendations  presented  below — a  draft  of  which 
iras  ordered  made  by  Crum,  from  elaborate  minutes  submitted  to  him  by 
the  chairman. 

Early  in  our  work,  it  appeared  desirable  to  adopt  certain  general  aims 
to  guide  our  investigation  and  to  insure  the  organization  of  our  program 
of  changes  along  lines  which  could  be  defended  in  the  event  of  their  sub- 
Oussion  to  government  officials  for  action.  These  general  aims  can  be  sum- 
tiaarized  briefly  as  follows : 

The  Bureau  of  Internal  Revenue  now  collects  and  publishes  certain  data 
On  the  annual  flow  of  incomes,  corporation  incomes  and  expenditures,  and 
balance  sheet  items.  The  existing  information  can  be  used  to  build  an  annual 
t^icture  of  the  flow  of  purchasing  power  to  individuals  (above  a  certain 
tncome  range),  and  of  changes  in  the  business  activity  and  financial  struc- 
ferc  of  most  American  corporations.  But  the  existing  tabulations  omit  many 
possible  classifications  and  combinations  of  the  data,  which  would  be  as 
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important  as^  or  perhaps  more  important  than^  the  present  tabulations  as  a 
means  of  throwing  light  upon  fundamental  economic  processes.  We  are  foDf 
aware  that  the  primary  purpose  of  the  income  tax  return  is  to  facilitate 
administration  of  the  tax«  and  we  are  not  in  favor  of  overloading  the  tax 
blank  with  questions  which  are  important  only  to  economists  and  statistidam. 
But  we  do  believe  it  is  important  to  secure  information^  the  proper  study 
of  which  will  enable  legislative  bodies  and  all  interested  citixens  to  wada- 
stand  and  appraise  the  income  tax  from  the  point  of  view  of  its  imptd 
upon  the  total  flow  of  income  in  the  nation.  The  wisdom  of  future  tax  policy 
will  depend  considerably  upon  the  degree  of  our  knowledge  of  the  basie 
facts  which  presumably  will  be  brought  to  light  by  some  of  the  prcqpoaed 
changes.  The  sweep  of  governmental  interest  in  economic  and  business  mat- 
ters is  now  so  wide  that  the  information  is  likely  to  be  revealed  by  eray 
item  of  the  proposed  changes  and  will  be  of  large  usefulness  in  goiding  l«|;ii- 
lative  policies.  In  fact  very  few  changes  are  being  recommended  in  the 
tax  blank.  This  is  partly  because  the  bulk  of  the  information  which  nov 
seems  desirable  to  be  added  to  that  already  published  can  readily  be  coai- 
piled  from  the  returns  as  they  are  now  filed^  and  partly  to  avoid  at  Ooi 
time  recommendations  which  would  entail  extensive  administrative  acts  and 
adjustments.  Only  the  most  pressing  changes  which  involve  alterations  is 
the  tax  blank  are  suggested  at  this  time. 

It  seemed  wise  to  work  out  the  specific  recommendations  in  great  detafl; 
and^  although  it  has  been  necessary  to  present  many  of  them  to  the  associa- 
tions only  in  such  form  as  makes  evident  the  principle  involved,  it  is  as- 
sumed that  great  care  will  be  exercised  to  complete  the  detail  and  Tenia 
each  recommendation  tangible  and  definite  before  its  final  snbmissioii  to 
Washington  authorities.  In  order  to  pave  the  way  for  this  part  of  the  woil^ 
the  recommendations  have  been  developed  with  reference  to  the  tax  Uaak 
now  in  use^  and  with  reference  to  StatUtict  of  Income  as  now  pabUshed 
(1929  edition). 

The  Committee  has  constantly  in  mind  the  necessity  of  setting  up  its  re^ 
ommendations  with  due  regard  for  the  dictates  of  governmental  economj. 
Fortunately^  it  has  been  able  to  make  many  recommendations  looking  to  Ae 
elimination  of  work  now  being  done;  and  it  is  quite  likely  that  the  final 
set  of  detailed  recommendations  to  which  this  report  may  lead  will  secure 
a  net  reduction  in  the  size  of  StatUtia  of  Income  and  in  the  work  and  cost 
of  preparing  it^  except  in  certain  years  when  supplementary  surveys  are 
made. 

In  reference  to  this  last  pointy  it  should  be  noted  that  certain  of  the  present 
and  proposed  tabulations  are  such  that  there  is  no  need  of  having  tbem 
every  year.  It  is  accordingly  being  recommended  that  many  tabulations  be 
made  only  at  intervals  of  three  to  five  years,  and  it  is  believed  that  thii 
practice  would  bring  a  large  saving  in  labor  and  cost,  without  greatly  iiB- 
pairing  the  significance  and  usefulness  of  the  data. 

A  technical  device  which  would  save  an  important  amount  of  space  in 
the  publications  and  cost  in  their  preparation  is  the  adoption  of  larger  uniti 
for  stating  the  teatAta  Vn  man^  \A\Afca\  ^^  \m^^  ^1  hundreds  or  thousaiA 
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where  dollars  are  now  used  in  numerous  cases^  and  the  use  of  millions 
where  thousands  are  now  used^  would  secure  important  economies  without 
reducing  the  usefuhies  of  the  data.  The  aim  to  have  the  various  tables 
"check"  to  the  nearest  dollar  is  of  such  slight  importance  in  tabulations  of 
this  kind  that  the  extra  cost  involved  cannot  possibly  be  justified. 

With  these  general  aims  and  considerations  in  view,  the  Committee  has 
sought  to  make  a  series  of  recommendations  which  would  result  in  obtaining 
ft  clear  picture  of  changes  in  individual  and  corporate  incomes  in  the  United 
States,  the  distribution  of  such  income  by  industrial  and  occupational  groups, 
the  changes  in  the  financial  position  of  the  corporations  of  the  country,  and 
the  impact  of  the  income  tax  upon  various  economic  groups  without  burden- 
ing unduly  the  taxpayer  in  making  out  his  return  or  the  Bureau  of  Internal 
Revenue  in  compiling  and  publishing  the  information  based  upon  the  re- 
turns. It  is  believed  that  the  recommendations  that  are  now  being  proposed 
will  involve  only  slight  changes  in  the  tax  blank,  and  might  result — except 
once  in  three  to  five  years — ^in  an  actual  reduction  in  the  size  and  cost  of 
StatUtics  of  Income.  No  close  estimate  on  this  last  point  can  be  made  until 
the  recommendations  are  worked  out  in  greater  detaiL 

The  Joint  Committee  makes  the  following  recommendations  to  each  of 
the  three  associations  represented: 

1.  That  the  Association  approve  in  principle  the  specific  recommendations 
listed  below. 

2.  That  the  Association  authorize  the  appointment  of  a  delegation  to  a 
new  Joint  Committee,  having  power  to:  (a)  fill  in  technical  details  of  pres- 
ent recommendations;  (b)  establish  and  maintain  contact,  presumably 
through  an  agent,  with  federal  officers,  with  a  view  to  securing  their  co- 
operation in  obtaining  adoption  of  the  proposed  changes;  (c)  continue  the 
investigations  of  the  present  Joint  Committee,  in  order  to  work  out  further 
recommendations  as  needed. 

8.  That  the  Association  authorize  the  Joint  Committee  to  select  such 
an  agent  as  implied  under  2(b)  above,  and  provide  a  moderate  appropriation 
for  salary  and  traveling  expenses  of  such  an  agent,  or  empower  the  Joint 
Committee  to  seek  such  an  appropriation  on  the  Association's  behalf  from 
other  sources. 

Resx>ectfully  submitted, 

J.  F.  Ebersolx 
Ralph  C.  Epstein 
MuRRAT  Haio 


REPORT  OF  THE  JOINT  CENSUS  ADVISORY  CX)MMITTEE 

The  Advisory  Committee  on  the  Census  held  one  meeting  in  1932.  At  thii 
meeting  the  following  resolutions  were  adopted: 

208.  Beiolved,  That  it  is  the  sense  of  the  Advisory  Committee  that  the  matciiil 
giving  a  complete  description  of  the  Census  of  1980,  methods  followed,  scope,  ctc^  shaS 
not  ^  printed  as  a  publication  of  the  Census  Bureau  but  that  copies  shall  be  kept 
on  file  for  the  guidance  of  the  Director  at  future  enumerations. 

209.  Beiolved,  That  it  is  the  sense  of  the  Advisory  Committee  that  the  decennial 
census  of  wealth,  public  debt,  and  taxation  should  be  proceeded  with  by  the  Ccnsai 
Bureau. 

210.  Beiolved,  That  it  is  the  sense  of  the  Advisory  Committee  that  the  Director 
of  the  Census  should  proceed  with  the  regular  decennial  census  of  institutions  Govc^ 
ing  the  same  classes  as  were  included  in  the  last  decennial  enumeration. 

211.  Beiolved,  That  Dr.  Paul  £.  Cherington  serve  as  a  committee  of  one  to  reriev 
the  manuscript  of  one  or  two  of  these  special  bulletins  on  distribution,  and  make  siidi 
recommendations  regarding  changes  or  additions  as  seem  to  him  desirable. 

212.  Beiolved,  Th^X  the  Committee  approves  the  arrangements  wherry  the  ?ol- 
umes  under  each  main  subject  covered  by  the  census  are  publidied  as  a  separate 
series  or  set  of  volumes  independently  numbered  so  that  there  is  one  set  of  volamei 
on  population,  another  on  agriculture,  etc.,  instead  of  numbering  all  the  volumes  eon- 
secutively  as  in  previous  censuses;  that  it  also  approves  using  the  octavo  siie  for 
those  volumes  for  which  the  tabular  matter  can  be  convenienuy  presented  in  tliat 
format,  even  though  most  of  the  volumes  will  be  of  quarto  sise. 

218.  Beiolved,  That  it  is  the  sense  of  the  Advisory  Committee  that  it  approves 
the  proposed  plans  for  the  distribution  of  the  final  volumes  as  outlined  by  Dr.  HilL 

214.  Beiolved,  That  it  is  the  sense  of  the  Advisory  Committee  that  if  possible  tbe 
maps  used  for  geographical  divisions  at  the  last  census  should  be  preservol  and  raft- 
able  filing  cases  secured  for  their  safe  storage. 

215.  Keiolved,  That  it  is  the  sense  of  the  Advisory  Committee  that  it  strongij 
supports  the  Director  in  having  family  cards  preserved  and  stored  for  the  time  bc£g. 

216.  Beiolved,  That  it  is  the  sense  of  the  Advisory  Committee  that  tfiere  should  m 
an  Abstract  compiled  and  printed  for  the  Fifteenth  Census  as  such. 

217.  Beiolved,  That  it  is  the  sense  of  the  Advisory  Committee  that  the  motion  k 
regard  to  the  index  be  tabled  and  that  Professor  Chaddock  and  Professor  Kinf 
be  appointed  as  a  subcommittee  on  the  census  index  and  instructed  to  report  to  tlie 
committee  at  a  later  date. 

Respectfully  submitted^ 

£.  £.  Dat,  Chairman 


REPORT  OF  COMMITTEE  ON  RESEARCH 

he  Committee  on  Research  that  was  authorized  by  the  Executive  Com- 
ee  at  the  Washington  meeting  (Proceedings,  March^  1982^  p.  280)  met 
Washington  on  May  15^  1982,  at  the  offices  of  the  American  Council  of 
rned  Societies.  There  were  present:  Max  S.  Handman,  chairman,  and 
fessors  George  E.  Bamett  and  F.  S.  Deibler.  In  addition  there  were  pres- 
Dr,  Meredith  B.  Givens,  representing  the  Social  Science  Research  Coun- 
ind  Dr.  Mortimer  Graves,  representing  the  American  Council  of  Learned 
eties. 

he  problem  for  consideration  was  the  advisability  of  the  appointment  of 
inding  coomiittee  on  research  by  the  American  Economic  Association, 
he  practices  of  a  number  of  other  learned  societies  were  examined  as  well 
he  report  of  the  informal  committee  of  the  American  Economic  Asso- 
on  that  was  made  at  the  last  meeting  of  the  Association  (Proceedings, 
J6). 

our  Committee  discussed  very  fully  the  whole  question  of  the  encour- 
aent  and  stimulation  of  research  and  while  we  fully  realize  that  the 
e  of  such  a  Committee  is  naturally  limited  because  research  is  so  much 
itter  of  the  individual  scholar,  yet  we  feel  that  there  are  occasions  when 

a  standing  committee  can  serve  a  very  definite  and  useful  purpose.  This 
irticularly  true  in  problems  where  the  united  efforts  of  the  Association 
3perating  with  similar  efforts  of  other  associations)  is  needed  in  order 
2complish  a  scientific  purpose  in  view.  We  therefore  voted  to  make  the 
twing  recommendations  to  the  Executive  Committee: 

That  the  Executive  Committee  of  the  American  Economic  Association 
)int  a  standing  committee  on  research  to  consist  of  three  members. 

That  the  activities  of  the  committee  proceed  along  such  lines  as  the 
wing: 

)  To  aid  in  co-operation  with  other  scientific  associations  in  the  devel- 
opment of  modes  of  collecting  statistical  and  other  information  by 
governmental  agencies.  The  Committee  discussed  in  particular  detail 
the  problem  of  the  collection  of  the  fundamental  statistical  data  so 
necessary  to  an  adequate  understanding  of  economic  processes.  It 
felt  that  the  enormous  activities  connected  with  the  collection  of  quan- 
titative information  by  national,  state,  and  municipal  government 
should  be  re-evaluated  by  a  group  of  competent  scholars  and  some 
concerted  effort  be  made  to  establish  the  basis  for  the  collection  of 
this  material  on  the  fundamental  problems  which  are  inherent  in  the 
discipline  using  statistical  data,  in  so  far  as  such  re-evaluation  does 
not  run  counter  to  the  fundamental  governmental  purposes  for  which 
these  collections  are  primarily  made.  If  with  a  slight  shift  of  emphasis, 
and  perhaps  a  slight  additional  expense  or  no  additional  expense 
the  material  collected  can  be  made  to  serve  more  adequate  scientific 
as  well  as  governmental  purposes,  the  American  Economic  Associa- 
tion, along  with  similar  scientific  bodies,  is  entitled  to  put  forth  every 
effort  in  order  to  accomplish  this  aim.  The  CoTmn\t\;te  otl  ^^%««t<3eL 
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refers  this  problem  to  the  Association^  suggesting  that  a  committee 
be  set  up  to  consider  the  national  aspect^  while  to  regional  commit- 
tees^ discussed  below,  shall  be  entrusted  the  state  and  municipal  as- 
pects of  this  problem. 

b)  To  aid  in  securing  the  co-operation  of  Tarious  governmental  agendei 
in  making  available  for  scholars  unpublished  statistical  data  and 
other  collections  of  information  of  scientific  interest. 

c)  To  foster  and  as  far  as  possible  to  promote  research  in  regional  prob- 
lems by  regional  bodies.  This  aspect  of  the  problem  was  felt  to  be 
particidarly  important  in  the  light  of  the  uneven  development  both 
in  research  personnel  and  research  facilities  over  the  country.  The 
Association  can  do  a  good  deal  in  stimulating  research  interest  in 
regional  problems  by  giving  these  problems  some  share  of  attentioo 
on  the  annual  program.  Furthermore  with  some  slight  financial  at- 
sistance  small  organisations  could  be  set  up  in  various  states  or  na- 
tional regions  which  shall  act  as  regional  clearing  bodies  for  projects 
and  suggestions  bearing  either  on  regional  research  problems  or  on 
regional  research  needs. 

d)  To  endeavor  to  secure  co-operation  in  monographic  studies  along  com- 
parable lines  on  such  topics  as  state  and  municipal  finance  and  other 
subjects  of  common  interest.  It  was  thought  that  some  useful  co- 
ordination might  be  also  accomplished  in  this  direction  in  connection 
with  doctoral  dissertations. 

8.  That  the  committee  on  research  serve  as  a  liaison  body  between  the 
American  Economic  Association  and  other  scientific  organisations  in  coo- 
sidering  research  proposals.  It  may,  on  its  own  initiative,  or  upon  the  it- 
quest  of  a  member  or  members  of  the  Association,  or  of  another  associatioDi 
develop  projects  for  investigation  and  research.  All  projects  shall  be  pr^ 
sented  to  the  Executive  Committee  for  approval  and  for  the  appointment  of 
an  appropriate  committee  for  the  conduct  of  the  work. 

4.  It  is  further  recommended  that  the  committee  on  research  be  sa&ot- 
ized  to  co-operate  with  the  American  Research  Library  Association  in  (fe* 
veloping  plans  for  the  preservation  of  significant  regional  materials  of  sci- 
entific interest  and  for  making  available  at  convenient  centers  throughoot 
the  country  public  documents  of  especial  interest  to  social  scientists. 

Respectfully  submitted. 

Max  S.  Handmav 
George  E.  BiRimr 
F.  S.  Dbiblkh 
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FIRST  SERIES 
Nwmh9T8  Mtarred  are  »old  (mljf  with  the  99U;  th$  n^ppl^  of  iho»0  doubU  starred  U 
tikaMsted.  For  information  ofply  to  th$  Secretary. 

Vdume  I.  1886 

Price  in  paper 
u    Report  of  Organisation  of  the  American  Economic  Association.  Pp.  46.  9  J^ 

K-«.    *^  Relation  of  the  Modem  Municipality  to  the  Gas  Supply.  By  £.  J.  James. 

Pp.  66.  .75 

k,   Co-operation  iif  a  Western  City.  By  Albert  Shaw.  Pp.  106.  .75 

B.   ••  Co-operation  in  New  England.  By  E.  W.  Bemis.  Pp.  186.  .75 

6.   **  Relation  of  the  State  to  Industrial  Action.  By  H.  C  Adams.  Pp.  85.  .75 

Volume  II,  1887 
1*    Three  Phases  of  Co-operation  in  the  West  By  Amos  G.  Warner.  Pp.  119.       .75 
^'    Historical  Sketch  of  the  Finances  of  Pennsylvania.  By  T.  K.  Wortiiington.  Pp. 

106.  .75 

'     The  Railway  Question.  By  Edmund  J.  James.  Pp.  68.  .75 

*  Early  History  of  the  English  Woolen  Industry.  By  W.  J.  Ashley.  Pp.  85.  .75 
**Mediseyal  Guilds  of  England.  By  E.  R.  A.  Seligman.  Pp.  118.  .75 
Relation  of  Modem  Municipalities  to  Quasi-Public  Works.  By  H.  C.  Adams 

and  others.  Pp.  87.  .75 

Volume  III,  1888 
Statistics  in  College,  by  C  D.  Wright;  Sociology  and  Political  Economy,  F.  H. 

Giddings;  The  Legal-Tender  Decisions,  by  E.  J.  James.  Pp.  80.  .75 

-      Capital  and  Its  Earnings.  By  John  B.  Clark.  Pp.  69.  .75 

*  The  Manual  Laboring  Class,  by  F.  A.  Walker;  Mine  Labor  in  the  Hocking 

Valley,  by  E.  W.  Bemis;  Report  of  the  Second  Annual  Meeting.  Pp. 

86.  .75 

^    **  Statistics  and  Economics.  By  Richmond  Mayo-Smith.  Pp.  127.  1.00 

*  The  Stability  of  Prices.  By  Shnon  N.  Patten.  Fp.  64.  .75 
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Volume  IV*  1889 

1.  Contributions  to  the  Wages  Question:  The  Theory  of  Wages,  by  Stuart  Wood{ 

PossibiUty  of  a  Scientific  Law  of  Wages,  by  J.  B.  dark.  Pp.  09.  |  .Tf 

2.  Socialism  in  England.  By  Sidney  Webb.  Pp.  7a  .7i 
a    Road  Legislation  for  the  American  State.  Bv  J.  W.  Jenks.  Pp.  8a  .70 

4.  Third  Annual  Meeting:  Report  of  the  Proceedings.  Pp.  12a  .7f 

5.  **  Malthus  and  Ricardo,  by  S.  N.  Patten;  The  Study  of  SUtistics,  by  D.  R. 

Dewey;  Analysis  in  Political  Economy,  by  W.  W.  FolwelL  Pp.  69.  .W 

6.  An  Honest  Dollar.  By  £.  Benjamin  Andrews.  Pp.  00.  J9 

Volume  V,  1890 

1.  Tlie  Industrial  Transition  in  Japan.  By  Teijiro  Ono.  Pp.  122.  LN 

2.  Two  Essays  on  Child-Labor.  By  W.  F.  Willoughby  and  Clare  de  Graffen- 

ried.  Pp.  150.  .W 

8-4.    Papers  on  the  Canal  Question.  By  E.  J.  James  and  L.  M.  HanpL  Pp.  8S.  KV 

5.  History  of  the  New  Yorlc  Property  Tax.  By  J.  C.  Schwab.  Pp.  loa  LOO 

6.  Educational  Value  of  Political  Economy.  By  S.  N.  Patten.  1^.  86.  .75 

Volume  VI,  1891 

1-2.    Fourth  Annual  Meeting:  Reports,  Papers,  Discussions.  IM 

8.    Government  Forestry.  Papers  by  Pinchot,  Bowers,  and  Femow.  Pp.  102.  .71 

4-5.    Municipal  Ownership  of  Gas  in  the  U.S.  By  E.  W.  Bemit.  Pp.  185.  iJOO 

6.    State  Railroad  Commissions.  By  F.  C.  Qark.  Pp.  110.  .79 

Volume  VII,  1892 
1.    ♦•  The  saver  Situation  in  the  United  States.  By  F.  W.  Taussig.  Pp.  lia  71 

2-8.    **  Shifting  and  Incidence  of  Taxation.  By  E.  R.  A.  Sellgman.  Pp.  484  (Re- 
vised). IW 
4-5.    Sinking  Funds.  By  Edward  A.  Ross.  Pp.  106.  IS» 
6.    The  Reciprocity  Treaty  with  Canada  of  1854.  By  F.  E.  Haynes.  Pp.  70.  .W 

Volume  VIII,  1898 

1.    Fifth  Annual  Meeting:  Report  of  the  Proceedhigs.  Pp.  180.  75 

2-a    Housing  of  the  Poor  in  American  Cities.  By  M.  T.  Reynolds.  Pp.  182.  IJI^ 

4-5.    Public  Assistance  of  the  Poor  in  France.  By  E.  G.  Balch.  Pp.  180.  1-00 

6.    First  Stages  of  the  Tariff  Policy  of  the  U.S.  By  William  HilL  Pp.  16a  L«) 

Volume  IX,  1894 
Sixth  Annual  Meeting:  Handboolc  and  Report  Pp.  78.  ^ 

1-2.    •♦  Progressive  Taxation  in  Theory  and  Practice.  By  Edwin  R.  A.  Sdig- 

man.  Pp.  222.  (See  1908,  No,  4,) 
a    ♦rrhe  Theory  of  TransporUtion.  By  C.  H.  Cooley.  Pp.  148.  7! 

4.    Sir  WiUiam  Petty.  By  Wilson  Uoyd  Bevan.  Pp.  102.  75 

5-6.    Papers  on  Labor  Problems.  By  J.  B.  Claric,  C  D.  Wright,  D.  R.  Dewey,  A 

T.  Hadley,  and  J.  G.  Brooks.  Pp.  94.  -^ 

Volume  X,  1895 
Seventh  Annual  Meeting:  Handbook  and  Report.  Pp.  188.  -* 

1-8.  ••The  Canadian  Banking  System,  1817-1890.  By  R.  M.  Breckenridge.  Pp.  47&  IM 
4.  Poor  Laws  of  Massachusetts  and  New  York.  By  John  Cunmilngs.  Pp.  186.  -71 
5-6.    Letters  of  Ricardo  to  McCulloch,  1816-1828.  Edited  by  J.  H.  Hollander. 

Pp.  204.  (In  eloth,  only,)  L7I 

Volume  XI,  1896 
1-8.    ♦•  Race  Traits  and  Tendencies  of  the  American  Negro.  By  F.  L.  Hoffman. 

Pp.  880.  115 

4.    Appreciation  and  Inlexeal.  By  Irving  Fisher.  Pp.  110.  .7' 

♦General  Index  to  N  oVximea  \-:L\  V>»^V«^^«^  •• 
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£CX)NOMIC  STUDIES 
Price  of  the  Eeonomie  Studies  ^JBO  per  volume  in  paper. 

Volume  1, 1896 
Eighth  Annual  Meetings  Handbook  and  Report  Pp.  178.  $  .50 

.  The  Theory  of  Economic  Progress,  by  J.  B.  Clark;  The  Relation  of  Changes 
in  the  Volume  of  the  Ckirrency  to  Prosperity,  by  F.  A.  Walker.  Pp. 
46.  .50 

The  Adjustment  of  Wages  to  Efficiency.  Three  Papers:  Gain  Sharing,  by 
H.  R.  Towne;  The  Premium  Plan,  by  F.  A.  Halsey ;  A  Piece-Rate  System, 
by  F.  W.  Taylor.  Pp.  88.  M 

.    ♦•  The  Populist  Movement  By  Frank  L.  McVey.  Pp.  81.  .50 

.     The  Present  Monetary  Situation.  By  W.  Lexis;  translated  by  John  Cum- 

mings.  Pp.  72.  .50 

-6.    The  Street  Railway  Problem  in  Cleveland.  By  W.  R.  Hopkins.  Pp.  94.         .75 

Volume  II,  1897 
Ninth  Annual  Meeting:  Handbook  and  Report  Pp.  162.  .50 

Economics  and  Jurisprudence.  By  Henry  C.  Adams.  Pp.  48.  .50 

The  Saloon  Question  in  Chicago.  By  John  E.  George.  F^.  62.  .50 

The  General  Property  Tax  in  California.  By  C.  0.  Plehn.  Pp.  88.  .50 

.     Area  and  Population  of  the  United  States  at  the  Eleventh  Census.  By  W.  F. 

Willcox.  Pp.  60.  .50 

A  Discussion  Concerning  the  Currencies  of  the  British  Plantations  in  Ameri- 
ca, etc.  By  William  Douglass.  Edited  by  C.  J.  Bullock.  Pp.  228.  .50 
.     Density  and  Distribution  of  Population  in  the  United  States  at  the  Eleventh 

Census.  By  W.  F.  Willcox.  Pp.  79.  JSO 

Volume  III,  1898 

Tenth  Annual  Meeting:  Handbook  and  Report  Pp.  186.  .50 

-  Government  by  Injunction.  By  William  H.  Dunbar.  Pp.  44.  .50 
.  Economic  Aspects  of  RaOroad  Receiverships.  By  H.  H.  Swain.  Pp.  118.  .50 
.  The  Ohio  Tax  Inquisitor  Law.  By  T.  N.  Camer.  Pp.  50.  .50 
•  The  American  Federation  of  La!bor.  By  Morton  A.  Aldrich.  Pp.  54.  .50 
»  Housing  of  the  Working  People  in  Yonkers.  Bv  E.  L.  Bogart  Pp.  82.  .50 
i^  The  State  Purchase  of  Railways  in  Switserlana.  By  Horace  Michelie;  trans- 
lated by  John  Cummings.  Pp.  72.  iK) 

Volume  IV,  1899 
Eleventh  Annual  Meeting:  Handbook  and  Report.  Pp.  126.  .50 

>    I.  Economics  and  Politics.  By  A.  T.  Hadley.  II.  Report  on  Currency  Reform. 

III.  Report  on  the  Twelfth  Census.  Pp.  70.  .50 

.    Personal  Competition.  By  Charles  H.  Cooley.  Pp.  104.  .50 

"    Economics  as  a  School  Study.  By  F.  R.  Clow.  Pp.  72.  .50 

-5.    The  English  Income  Tax.  By  J.  A.  HllL  Pp.  162.  1.00 

-  Effects  of  Recent  Changes  in  Monetary  Standards  upon  the  Distribution  of 

Wealth.  By  F.  S.  Kinder.  Pp.  91.  m 


NEW  SERIES 
•    ••The  Cotton  Industry.  By  M.  B.  Hammond.  Pp.  882.  $1.50 

-    Scope  and  Method  of  the  Twelfth  Census.  Critical  discussion  by  over  twenty 

statistical  experts.  Pp.  625.  2.00 
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THIRD  SERIES 

Non— Dttftfiff  1896-1899  ths  AaoeiaHon  i$9U€d  iUnubUeaUon  i»  two  9§rim,  vk, 
th9  bimonthly  Beonomie  8tmdi$$,  and  th0  "Nmv  S^rietr  of  latgor  monograiphi  wwUi 
at  irregular  ttUervaU.  In  1900  it  reverted  to  the  policy  of  iteming  ite  monograpki,  ue 
called  the  "Third  Seriee"  of  the  pnbUeaHone  ai  quarterly  intervaie. 

Price  per  volums  $4/)0, 

Volume  I,  1900 

1.    Twelfth  Annual  Meeting:  Papers  on  Economic  Theory  and  Political  MoralStj; 

Trusts;    Railroad    Problems;    Public    Finance;    Consumers'    League; 

Twelfth  Census.  Pp.  186.  $L» 

8.    The  End  of  Villeinage  in  England.  By  T.  W.  Page.  Pp.  99.  LM 

8.    Essays  in  Colonial  Finance.  By  Members  of  the  Association.  Pp.  808.  lit 

4.    Currency  and  Banking  in  the  Province  of  Massachusetts  Bay.  By  A.  HcF. 

Davis.  Part  1 :  Currency.  Pp.  464  -|-  19  photogravure  plates.  Iff 

Volume  II»  1901 

1.  **Ihirteenth  Annual  Meeting:  Papers  on  Competition;  Commercial  Ednea- 
tion;  Economic  Theory;  Taxation  of  Quasi-public  Corporations;  Munic- 
ipal Accounts.  Pp.  800.  IS 

8.    Currency  and  Banking.  By  A.  McF.  Davis.  Part  lit  Banking.  Pp.  841  +  18 

photogravure  plates.  Ul 

8.    **Theory  of  Value  before  Adam  Smith.  By  Hannah  R.  SewalL  Pp.  181         18 

4.    Administration  of  City  Finances  in  the  U.S.  By  F.  R.  Clow.  Pp.  144.  18 

Volume  III,  1908 

1.    Fourteenth   Annual  Meeting:   Papers  on   International  Trade;   Industrial 
Policy;  Public  Finance;  Protective  Tariff;  Negro  Problem;  Arfoitratioo 
of  Labor  Disputes  in  Coal  Mining  Industry;  Porto  Rican  Finance;  Eco- 
nomic History.  Pp.  400.  IM 
8.    **The  Negro  in  Africa  and  America.  By  Joseph  A.  Tillingfaast  Pp.  840.       L8 
8.    Taxation  in  New  Hampshire.  By  M.  H.  Robinson.  Pp.  888.  L8 
4.    **Rent  in  Modem  Economic  Theory.  By  Alvin  S.  Johnson.  Pp.  186.  '^ 

Volume  IV,  1908 

1.  Fifteenth  Annual  Meeting:  Papers  and  Discussions  on  Economic  and  Soeiil 
Progress;  Trade  Unions  and  the  Open  Shop;  Railway  Regulation;  Theoiy 
of  Wages;  Theory  of  Rent;  Oriental  Currency  Problem.  Pp.  89a  IS 

8.    Ethnic  Factors  in  the  Population  of  Boston.  By  F.  A.  Buriiee.  Pp.  171.         IM 

8.    History  of  Contract  Labor  in  the  Hawaiian  Islands.  By  Katfaenne  Comsa. 

Pp.  74.  ^  jl 

4.    **The  Income  Tax  in  the  Commonwealth  of  the  United  States.  By  Ddos  0. 

Kinsman.  Pp.  184.  LN 

Volume  V,  1904 

Sixteenth  Annual  Meeting.  Papers  and  Proceedings  published  in  two  ptrti 

1.  Part  I — Papers  and  Discussions  on  Southern  Agricultural  and  Indnistrisl 
Problems;  Social  Aspects  of  Economic  Law;  fictions  Between  Rent  and 
Interest  Pp.  840.  U* 

8.  Part  II — Papers  and  Discussions  on  The  Management  of  tiie  Surplus  Re- 
serve; Theory  of  Loan  Credit  in  Relation  to  Corporation  Economics; 
State  Taxation  of  Interstate  Commerce;  Trusts;  Theory  of  Social  Csai- 
ation.  IM 

8.    Monopolistic  Combinations  in  the  German  Coal  Industry.  By  Frands  Walker. 

Pp.840.  IM 

4.    ♦♦The  Influence  of  Farm  Machinery  on  Production  and  Labor.  By  Hadlej 

Winfield  Quaintance.  Pp.  110.  •» 


Volume  VI,  1908 

Seventeenth  Annual  Meeting.  Papers  and  Proeeedings  puUished  in  t«o 
parts. 
1.    Part  I — ^Papers  %xid  D\BC\&a&lonfi  on  the  Doctrine  of  Free  Trade;  Theoiy  ^ 
Prices;  Theory  ot  ^oncy  \  O'^icsi  ^Mf^  ^  0»Kd  Shop.  Pp.  886. 


'( 


Puhlicatiani  of  the  American  Economic  Association  201 

'art  II — Papers  and  Dlsennions  on  Government  Interference  with  Indus- 
trial Combinations  I  Regolation  of  Railway  Rates;  Taxation  of  Rail- 
ways; Preferential  Tariffs  and  Reciprocity;  Indosure  Movement;  Eco- 
nomic History  of  the  United  SUtes.  Pp.  2fa  91M 
*The  History  and  Theory  of  Shipping  Subsidies.  By  R.  Meeker.  Pp.  280.        1.00 
actory  LegisUtion  in  the  SUte  of  New  York.  By  F.  R.  Fairchild.  Pp.  2ia         1.00 

Volume  VII,  1006 
llghteenth  Annual  Meetings  Papers  and  Discussions  on  The  Love  of  Wealth 
and  the  Public  Service;  Theoir  of  Distribution;  Government  Regulation 
of  Railway  Rates;  Municipal  Ownership;  Labor  Disputes;  The  Eco- 
nomic Future  of  tlie  Nenra  Pp.  825.  1.00 
lallroad  Rate  Control  By  H.  S.  Smalley.  Pp.  147.                                           1.00 
In  Collective  Phenomena  and  the  Scientific  Value  of  Statistical  Data.  By 

E.  G.  F.  Gryumovski  Pp.  48.  .75 

[andbodc  of  the  Association,  1906.  Pp.  48.  M 

he  Taxation  of  the  Gross  Receipts  of  Railways  in  Wisconsin.  By  G.  E. 
Snider.  Pp.  188.  1.00 

Volume  VIII,  1907 
rineteenth  Annual  Meetinff:  Papers  and  Discussions  on  Modem  Standards 
of  Business  Honor;  Wages  as  Determined  by  Arbitration;  Commercial 
Education;  Money  and  Banking;  Western  Civilisation  and  Birth  Rate; 
Economic  History;  Government  Regulation  of  Insurance;  Trusts  and 
Tariff;  Child  Labor.  Pp.  26a  1.00 

[istorical  Sketch  of  the  Finances  and  Financial  Policy  of  Massachusetts  from 

1780  to  1905.  By  C  J.  Bullodc  Pp.  144.  1.00 

[andbook  of  the  Association,  1907.  Pp.  50.  .25 

he  Labor  Legislation  of  Connecticut  By  Alba  M.  Edwards.  Pp.  822.  1.00 

he  Growth  of  Large  Fortunes.  By  G.  P.  WatUns.  Pp.  170.  1.00 

Volume  IX,  1908 
[andbook  of  tlie  Association,  1908.  Pp.  49.  .25 

wentieth  Annual  Meetings  Papers  and  Discussions  on  Principles  of  Govern- 
ment Control  of  Business;  Are  Savings  Income;  Ag^cultural  Economics; 
Money  and  Banking;  Agreements  in  Political  Economy;  Labor  Legis- 
lation; Relation  of  the  Federal  Treasury  to  the  Money  Market;  Public 
Service  Commissions.  Pp.  811.  1.25 

hicago  Traction.  By  R.  E.  Heilman.  Pp.  181.  1.00 

actory  Legislation  of  Rhode  Island.  By  J.  K.  Towles.  Pp.  119.  1.00 

^Progressive  Taxation  hi  Theory  and  Practice.  Revised  Edition.  By  E.  R.  A. 
Seligman.  Pp.  884.  1.25 

Volume  X,  1909 
'wenty-flrst  Annual  Meeting:  Papers  and  Discussions  on  The  Making  of 
Economic  Literature;  Collective  Bargaining;  Round  Table  on  Account- 
ing; Labor  Legislation;  Employers'  Liability;  Canadian  Industrial-Dis- 
putes Act;  Modem  Industry  and  Family  Life;  Agricultural  Economics; 
Transportation;  Revision  of  the  Tariff;  A  Central  Bank;  The  National 
Monetary  Commission;  Capitalisation  of  Public  Service  Corporations  in 
Massachusetts.  Pp.  482.  IJiO 

landbook  of  the  Association,  1909.  Pp.  59.  .25 

The  Printers.  By  George  E.  Bamett  Pp.  879.  1.50 

ife  Insurance  Reform  hi  New  York.  By  W.  H.  Price.  Pp.  95.  .75 

Volume  XI,  1910 
Venty-second  Annual  Meeting!  Papers  and  Discussions  on  History  of  the 
Association;  Observation  in  Economics;  Economic  Dynamics;  Theory 
of  Wages;  Country  Life;  Valuation  of  Public  Service  Corporations; 
Trusts;  Taxation.  Pp.  886.  1.50 

"Handbook  of  the  Association,  1910.  Pp.  79.  .25 

lie  Chfld  Labor  Policy  of  New  Jersey.  By  A.  S.  Field.  Pp.  229.  1A& 

lie  American  Silk  Industry  and  the  Tariff.  By  F.  R.  Mason.  Pp.  10%.  \SA 
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THE  ECONOMIC  BULLETIN 

Published  quarterly  In  1908,  1909,  and  1910,  and  containing  perwmal  notes,  neii 
of  the  economic  worid,  announcements  of  special  lines  of  investigatioo,  and  a  dutf> 
fled  and  annotated  bibliography  of  the  current  bodes  and  artid^  oo  economic  i^ 
jects. 

Volume      I,  1908.    Four  numbers.  |2.00;  each  M 

Volume    II,  1909.    Four  numbers.  18.00;  each  M 

Volume  III,  1910.    Four  numbers.  $iJOO;  each  M 


FOURTH  SERIES 
Subicriptiont  by  non-memben,  libraries,  ate.,  fSM  a  ytar. 

Volume  I,  1911 
The  American  Economic  Review,  ^^March,  June,  September,  and  December; 

each^ILN 
Twenty-third  Annual  Meeting:  Papers  and  Discussions  on  tlie  Siflaiflcance  of 
a  Comprehensive  System  of  Education;  Money  and  Prkes;  Tlie  Ricardo 
Centenary;  Accounting;  Canals  and  Railways;  Population  and  Immi- 
gration; Labor  Legislation;  Taxation;  A  Dennitlon  of  Socialism;  Com- 
petition in  the  Fur  Trade.  Pp.  888.  LN 
•*Handboo]£  of  the  Association,  1911.  ' 

Volume  II,  1912 

The  American  Economic  Review,  March,  June,  September,  and  December; 

etcli,liO 

Supplement — Twenty-fourth  Annual  Meeting! 

Papers  and  Proceedhigs.  Hie  Economic  Utilisation  of  History;  Tariff 
Legislation;  The  Federal  Budget;  Rural  Conditions;  Sdection  of  Popu- 
lation by  Migration;  The  Price  Concept;  An  International  Commission 
on  the  Cost  of  Living;  Industrial  EiBdency.  Pp.  148.  l^ 

Volume  III,  1913 
The  American  Economic  Review,  March,  June,  **September,  and  **December; 

eadiliS 
Supplement — ^Twenty-fifth  Annual  Meetings 

Papers  and  Proceedings.  Population  or  Prosperity;  Tlie  Rising  Cost  of 
Livings-Standardizing  the  DoUar;  Banking  Reform;  Theories  of  Distri- 
bution; Farm  Management;  Governmental  Price  Reg^ation.  Pp.  15ft.       ^ 
Supplement — Handboolc  of  the  Association,  1918.  J^ 

Volume  IV,  1914 

The  American  Economic  Review,  March,  June,  September,  and  December; 

eadi,LSi 

Supplement — ^Twenty-sixth  Annual  Meeting! 

Papers  and  Proceedings.  The  Increasing  Governmental  Control  of  Eco- 
nomic Life;  The  Control  of  Public  Utilities;  Railroad  Rate  Making; 
Syndicalism;  Trust  Decisions  and  Business.  Pp.  811.  t^ 

Supplement. — Handbook  of  the  Association,  1914.  ^ 

Volume  V,  1915 
The  American  Economic  Review,  March,  June,  September,  and  ^^Deoeniber; 

Supplement— Twenty-seventh  Annual  Meeting: 

Papers  and  Proceedings.  Economics  and  the  Law;  Regulation  of  tlie 
Stock  Exchanges;  Market  Distribution;  SUtistical  Work  of  the  United 
States  Government;  Relation  of  Education  to  Industrial  BfBdenqr;  '^ 
Effect  of  Income  and  Inheritance  Taxes  on  the  Distributkm  of  Wealtlii 
Public  ResQla\ioii  ot  ^  a^fs^  IM 
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Volume  VI,  1916 

American  Economic  Review,  **MaTch,  *Vune,  September,  and  **December; 

each,  91^ 

Dpplement — ^Twenty-eighth  Annual  Meeting: 

Papers  and  Proceedings.  The  Apportionment  of  Representatives;  Effect 
of  tlie  War  on  Foreign  Trade;  Budget  Making  ana  the  Increased  Cost 
of  Government;  Economic  Costs  of  War;  Economic  Theorising  and 
Scientific  Progress;  The  Role  of  Money  in  Economic  Theory;  Price 
Maintenance;  Investment  of  Foreign  Capital  Pp.  848.  1JS5 

iplement — Handboolc  of  the  Association,  1916.  .76 

Volume  VII,  1917 

!  American  Economic  Review,  Mardi,  June,  September,  and  December; 

each,  1.26 

^plement — ^Twenty-ninth  Annual  Meetings 

Papers  and  Proceedings.  The  National  Point  of  View  in  Economics; 
Landed  Property;  Two  Dimensions  of  Economic  Productivity;  Some 
Social  Surveys  in  Iowa;  The  Land  Problem  and  Rural  Welfare;  The 
Federal  Farm  Loan  Act;  Statistics  of  the  Concentration  of  Wealth; 
Gold  Supply  at  the  Close  of  the  War;  Loans  and  Taxes  in  War  Finance; 
Problems  of  Population  after  the  War;  Some  Phases  of  the  Minimum 
Wage.  Pp.  276.  1.26 

iplement — Index  to  the  Publications,  1886-1910.  .86 

Volume  Vin,  1918 

!  American  Economic  Review,  Mardi,  June,  September,  and  **December; 

each,  1.26 

iplement — ^Thirtieth  Annual  Meetings 

Papers  and  Proceedings.  Economic  Reconstruction;  Federal  Taxes  upon 
Income  and  Excess  Profits;  Land  Utilization  and  Colonisation;  Federal 
Valuation  of  Railroads;  Co-ordination  of  Employment  Bureaus;  Control 
of  the  Acquisition  of  Wealth;  Motives  in  Economic  Life;  Price-Fixing; 
Problems  of  Govemmentid  Efficiency;  Economic  Alliances  and  Tariff  Ad- 
justments. Pp.  817.  1.26 
Volume  IX,  1919 

i  American  Economic  Review,  **Mardi,  June,  September,  and  December; 

eadi,  1.26 

upplement — ^Thirty-first  Annual  Meeting: 

Papers  and  Proceedings.  Economists  in  Public  Service;  Interest  on  In- 
vestment a  Manufacturing  Cost  Factor;  Control  of  Marketing  Methods 
and  Costs;  War  and  the  Supply  of  Capital;  War  and  the  Rate  of  In- 
terest; Index  of  the  Cost  of  Living;  Securing  the  Initiative  of  the  Work- 
man; A  Legal  Dismissal  Wage;  After-War  Gold  Policies;  Foreign  Ex- 
change; Stabilising  the  Dollar;  Tenancy  of  Landed  Property;  Price- 
Fixing;  Economic  Theory  in  an  Era  of  Readjustment;  Psychology  and 
Economics;  The  Open  Door  and  Colonial  Policy;  Reports  of  Commit- 
tees on  Foreign  Trade  and  Purchasing  Power  of  Money.  Pp.  868.  1.26 

upplement  No.  2. — Report  of  the  Committee  on  War  Finance.  Pp.  142.  .60 

iplement  No.  8. — ^Handtx>ok  of  the  Association,  1919.  .76 

Volume  X,  1920 

;  American  Economic  Review,  **March,  June,  September,  and  December; 

each,  1.26 

upplement. — ^Thirty-second  Annual  Meetinfft 

Papers  and  Proceedings.  Excess  Profits  Taxation;  Germany's  Repara- 
tion Payments;  International  Supervision  over  Foreign  Investments; 
Results  of  a  Balanced  Industrial  system;  Employee's  Representation  in 
Management  of  Industry;  Prices  and  reconstruction;  Banking  Policy  and 
Prices;  Large-Scale  Marketing;  Reports  of  Committees  on  Foreign 
Trade,  Co-ordination  in  Taxation,  Census  Advisory  Committee.  Pp.  278.  L26 

»plement  Na  2.— Taxation  of  Excess  Profits  in  Great  Brltalin.  Pp.  ^A%,  %Xf(^ 
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Volume  XI,  1991 

The  American  Economic  Review,  March,  June,  September,  and  Deeemberi 

eac^HJ 

Supplement— TUrtY-third  Annual  Meetingt 

Papers  and  Proceedings.  The  RaUroad  Situation;  Our  FcnreigB  Trade 
Balance;  Problems  of  the  Bituminous  Coal  Industry;  Traditional  Eco- 
nomic Theory;  Non-Euclidean  Economics;  Federal  TazattoD  of  ProAti 
and  Income;  Teaching  of  Elementary  Economics.  Pp.  IM^  IM 

Supplement  No.  2.— Karelsen  Prise  Essays,  on  What  Can  a  Man  Aifdid?  F^ 

iia  u» 

Volume  XII,  1922 
Tlie  American  Economic  Review,  March,  June,  September,  and  Deeember; 

esdvlil 
Supplement — ^lUrtv- fourth  Annual  Meeting: 

Papers  and  Proceedings.  Business  Cycles;  American  Trade  Unkmim; 
The  Railroads;  Workmen's  Compensation;  Federation  in  Oentrtl 
America;  Teaching  of  Elementary  Economics;  Tlie  Chain  Store  Groeer; 
Economics  and  Ethics.  Pp.  194.  IS 

Supplement  No.  2. — Handbook  of  the  Association,  1922.  LR 

Volume  XIII,  1928 
The  American  Economic  Review,  March,  June,  September,  and  Deeember; 

esdwlS 
Supplement — ^Thirty-fifth  Annual  Meetingt 

Papers  and  Proceedings.  Trend  of  Prices;  Trend  of  Rate  of  Interest 
and  Investment;  Outlook  for  Wages  and  Employment;  Overhead  Costs; 
Commercial  Rent  and  Profits;  Labor  Turnover;  Factors  in  Wmc  De- 
terminations; Income  of  Farmers;  Large-Scale  Production  ana  Mer- 
chandising; Marketing  Farm  Products;  Bureaus  of  Business  Resear^ 
Pp.29a.^  *  ui 

Volume  XIV,  1924 
The  American  Economic  Review,  **March,  *Vune,  September,  and  December; 

esd^lJi 
Supplement — Thirtv-sizth  Annual  Meetingt 

Papers  and  Proceedings.  International  Trade  and  Commercial  Policj; 
Railroad  Consolidation;  Economic  Theory;  Transportation;  American 
Foreign  Trade;  Marketing.  Pp.  192.  l^ 

Supplement  No.  2.— Handbook  of  the  Association,  1924.  1^ 

Volume  XV,  1925 

The  American  Economic  Review,  March,  June,  September,  and  Deoemberi 

cach,lJJ 

Supplement — ^Thirtv-seventh  Annual  Meetingt 

Papers  ana  Proceedings.  The  Economics  of  Advertising;  Problems  of 
Economic  Theory;  Transportation;  Marketing;  Giant  Power;  The  Teadh 
ing  of  Business  and  Economics;  Business  Administration;  Monetaiy 
Stabilisation;  Foreign  Service  Training;  Highway  Economics;  Fffdjo- 
logical  Problems  of  Industry.  Pp.  160.  ^ 

••Supplement  No.  2. — ^Bi^son  Prise  Essay,  on  Forecasting  the  Price  of  Hog* 

Pp.  22.  1* 

Volume  XVI,  1926 
The  American  Economic  Review,  March,  June,  September,  and  DeoeDoberi 

esAl* 
Supplement— Thirtv-eigfath  Annual  Meetingt 

Papers  and  Proceedhigs.  Movement  of  Real  Wages;  Teaching  of  Eco- 
nomics; Consuming  Power  of  Labor  and  Business  Flnetnations;  Eco- 
nomic Problems  involved  in  the  Payment  of  Intematkxial  Dd»ti;  Ee»- 
nomics  and  Geography;  Agriculture  In  our  National  Polkj;  Tuif 
Making;  Trade  Assodattoos;  Theory  of  Wagesi  Reducing  tiie  Cofli  d 


Marketing;  Topics  In  Bconomlc  HIMoryt  KaSQway  Problems;  hai^.^ 
Economics;  Ytdcttl  Bmwkiji  WfcJML  Tp.  mi.  Z 

lent  1(0.  ftw-HtdftrilitfMiifiBiiN^  V 
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Voliime  XVII,  1927 

American  Bconoinlc  Re?iew,  March,  June,  September,  and  December; 

each,  91M 

pplement^Thirt^-ninth  Annual  Meetings 
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ROUND  TABLE  CONFEttENCES 

THE  HISTORY  OF  RECOVERY 

Hkrbbrt  Hsaton^  Chairman 

Herbert  Heaton. — Recovery  is  one  of  the  commonest  of  economic  ex- 
periences. In  the  United  States  alone  during  the  last  128  years  there  have 
been  16^  recoveries^  if  we  count  1988  as  a  quarter.  Unless  we  are  Bourbons 
we  should  therefore  know  how  to  recover  by  now^  and  it  should  have  been 
easy  for  some  economic  historian  to  have  written  an  account  of  the  process 
in  a  book  which  would  surely  have  been  a  best-seller.  The  fact  that  no  such 
book  has  appeared  is  a  measure  of  the  lack  of  historical  investigation  on  the 
subject.  Wesley  Mitchell  has  written  a  little  on  the  phenomena  of  recovery^ 
but^  in  general^  emergence  from  the  trough  of  depression  is  the  "forgotten 
man"  of  business  cycle  studies.  We  usually  are  content  to  say^  "Then  came 
recovery,"  just  as  we  say,  "Then  came  the  war,"  "the  dawn,"  or  "the  In- 
dustrial Revolution."  The  topic  therefore  seems  worthy  of  consideration  by  a 
round  table  of  economic  historians.  Perhaps  as  a  result  of  this  meeting  re- 
search may  be  begun  which  will  be  of  value  to  those  who  have  to  face  the  next 
depression. 

The  questions  waiting  to  be  answered  are  legion.  How  has  recovery  hap- 
pened in  the  past?  Is  there  sufficient  similarity  between  the  many  periods  to 
allow  us  to  make  generalisations,  or  is  each  recovery  unique  ?  What  are  the  first 
signs,  and  what  are  the  initial  stimuli  which  start  the  upward  movement? 
It  is  a  curious  coincidence  that  many  of  the  machine-smashing  outbursts  of 
the  first  half  of  last  century  came  just  when  recovery  was  getting  under 
way;  if  the  coincidence  holds  today,  an  uprising  of  the  embattled  farmers 
of  the  Middle  West  may  mean  the  dawn  of  better  times,  and  the  farmers 
sboold  have  been  encouraged  to  rise  in  1980.  How  far  do  accidental  forces 
P^aj  a  part,  and  what  has  been  the  effect  of  low  interest  rates,  expansion  of 
'<^tiyity  in  the  construction  industries,  war,  new  inventions  or  commodities, 
Sold,  discoveries,  etc.?  What,  if  anything,  have  governments  contributed,  by 
''^f>«iring  weak  spots  in  the  economic  fabric,  by  correcting  defects,  or  by 
^^^^ctly  stimulating  revival?  Has  their  action  been  helpful,  or  must  we  agree 
^til  the  British  economist  who  declared  recently  that  the  business  cycle  de- 
^^^d,  in  its  infinite  wisdom,  that  the  time  was  ripe  in  the  summer  of  1982 
^o^*     an  upward  movement,  and  since  that  time  has  persisted  in  going  up 
^^  spite  the  fat-headedness  of  the  German  government,  the  pig-headedness 
°^     ^he  British  government,  and  the  feather-headedness  of  the  American  gov- 
^'^^:feanent"  ?  The  answer  to  these  and  other  questions  calls  for  detailed  and  la  - 
^^^ious  research,  in  the  United  States  and  in  other  countries.  Just  as  develop- 
^^^^:its  in  one  country  may  lead  to  crisis  and  depression  in  another,  recovery 
^    ^^ne  land  may  react  favorably  on  other  places.  For  that  reason  the  discus- 
^^^%  will  be  opened  up  by  speakers  from  North  America,  England,  and 
^^^^tralia. 

"VTillard  L.  Thorp. — There  is  no  phase  of  the  business  cycle  more  difficult 
^^     definition  and  determination  than  recovery.  Take  aa  an  V!i\\iaXx»XA!ati  >(^ci^ 
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history  of  the  nineties.  When  did  recovery  come  in  the  United  States?  The 
record  shows  that  the  low  point  in  the  autumn  of  1898  seemed  to  be  followed 
by  recovery.  But  the  improvement  came  to  an  end  in  the  last  half  of  1895^ 
and  industry  returned  to  the  depths  by  early  1897.  Immediately  thereafter, 
revival  was  very  rapid  for  six  months^  but  prosperity  was  not  reached^  and 
there  followed  a  full  year  of  little  change.  The  final  drive  which  brought  in- 
dustry back  to  prosperity  came  in  the  last  months  of  1898.  Here  was  a 
period  lasting  five  and  a  half  years  between  the  depth  of  the  depression  and 
the  return  of  prosperity.  There  were  upward  movements  and  recessions.  The 
final  period  of  advance  of  the  indexes  was  broken  in  the  middle  for  about  a 
year.  How  should  we  define  the  recovery  phase  of  this  particolar  cycle? 

Periods  of  recession  are  sharp^  and  usually^  though  not  always,  clearly  de- 
fined by  spectacular  events.  Prosperity  and  depression  are  continuing  periods 
of  little  change,  whose  terminals  are  fixed  by  the  phase  of  recession  and 
recovery.  But  recovery  is  an  erratic  process,  seldom  accompanied  by  any 
extraordinary  events  to  provide  an  easy  basis  of  demarcation.  The  problem 
is  further  complicated  by  the  fact  that  recovery  often  appears  in  certain  in- 
dustries and  in  certain  areas  much  more  quickly  than  elsewhere.  The  varioos 
indexes  show  much  less  conformity  in  the  upturn  than  in  the  downward  swing. 
That  this  is  true,  even  within  a  single  type  of  observation,  has  already  been 
demonstrated  in  the  field  of  wholesale  prices  by  Professor  Mills  in  The 
Behavior  of  Prices. 

At  no  point  is  there  any  better  evidence  of  the  staggered  manner  in  which 
revivals  come  about  than  in  the  world  pattern  of  business  conditions.  Ordi- 
narily the  downward  turning  points  in  the  world  pattern  are  fairly  clear  and 
exact.  With  the  exception  of  the  recession  of  1929,  most  countries  have  par 
ticipated  in  recessions  in  the  past  with  a  remarkable  degree  of  simultaneitji 
but  the  records  of  revival  have  been  quite  different.  Reviewing  the  history 
of  the  seventeen  countries  studied  in  Bueinest  AnnaU,  the  following  facts 
appear: 

Recovery  in  the  nineties  was  recorded  in  seven  countries  in  1896,  hot  two 
countries  began  their  recovery  in  1898,  1894,  1896,  and  1897.  Two  countries 
did  not  join  in  this  cycle. 

Recovery  after  the  1900  peak  was  even  more  scattered.  In  1900,  two  conn- 
tries;  1901,  three;  1902,  three;  1903,  four;  1904,  three;  and  two  not  pa^ 
ticipating. 

Recovery  after  1907  showed  the  greatest  uniformity  to  date,  except  the 
revival  suddenly  created  by  the  War.  In  1908,  two  countries  reported  revival; 
in  1909,  twelve;  in  1910,  one;  and  in  1911,  two. 

Recovery  after  1920  was  again  quite  scattered:  Two  countries  in  1921; 
1922,  five ;  1928,  four ;  1924,  two ;  1925,  one ;  and  three  not  covered. 
The  record  is  clear  on  the  point  that  recovery,  from  a  world  point  of  view,  is 
seldom  uniform  in  time  among  the  various  nations. 

I  trust  you  will  not  regard  it  as  presumptuous  of  me  to  discuss  hrktj 
the  present  world  picture  under  this  general  heading  of  recovery.  I  realise 
full  well  that  one  should  never  talk  scientifically  about  recovery  until  the  pa- 
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tient  ia  actoally  well.  Nevertheless  there  has  been  a  good  deal  of  recent  com- 
ment concerning  improvement  in  economic  conditions  throughout  the  world. 

The  Bureau  of  Foreign  and  Domestic  Commerce^  through  its  foreign  serv- 
ice and  its  Regional  Information  Division  in  Washington^  is  preparing  a 
report  on  economic  conditions  throughout  the  worlds  to  be  published  early 
in  1984,  Preliminary  indications  are  that  there  are  many  encouraging  signs 
now  evident  but  I  suspect  that  already  more  emphasis  has  been  placed  upon 
these  reports  than  they  deserve.  The  upward  swings  are  still  young.  It  must 
be  remembered  that  there  is  no  way  of  determining  the  permanence  of  the 
improvement.  Furthermore^  the  advance  is  often  from  a  very  low  level  of 
activity.  However^  considering  about  forty  countries  on  which  detailed  reports 
have  come  to  my  attention^  seventeen  clearly  indicate  that  they  may  be  ex- 
periencing recovery.  In  eleven  cases  this  upward  movement  began  in  1988. 
Many  other  countries  show  some  indications  of  being  on  the  same  path^  but 
I  have  only  included  those  instances  where  there  are  considerable  data  to 
support  the  claim  that  recovery  is  present.  Whether  this  fraction  of  seventeen 
out  of  forty  calls  for  cheers  or  tears  is  a  matter  of  individual  interpretation^ 
and  doubtless  you  will  desire  further  data.  I  hope  that  it  will  be  supplied  by 
the  Bureau  of  Foreign  and  Domestic  Commerce  in  the  near  future. 

I  know  that  the  Chairman  is  eager  for  me  to  go  back  into  history  and  re- 
cite the  causes  which  have  brought  about  recovery  in  this  country  in  the  past. 
As  you  all  know^  there  are  a  number  of  conventional  explanations  which 
have  grown  up  in  our  business  history.  It  may  be  that  more  careful  research 
will  gradually  support  or  reject  these  explanations.  Thus  we  are  told  that 
in  1897  the  recovery  was  the  result  of  a  most  successful  agricultural  year  in 
the  United  States  with  corresponding  failure  in  Europe.  In  1909  a  marked 
optimism  in  financial  circles  swung  commercial  and  economic  activity  into 
line.  In  1922^  the  shortage  of  durable  goods^  particularly  automobiles  and 
buildings^  brought  about  the  revival. 

I  am  certain  that  our  researches  into  statistics  can  do  much  better  than 
that  in  providing  us  with  more  complete  explanations.  There  is  one  particular 
aspect  of  the  problem  which  I  should  like  to  emphasize^  and  that  is  the  part 
played  in  the  past  by  the  underlying  secular  trend.  It  seems  fairly  obvious 
that  in  a  country  where  long-run  development  and  expansion  are  taking  place 
rapidly^  the  setbacks  of  the  business  cycle  will  be  quickly  overcome  by  the 
forces  which  are  responsible  for  the  underlying  trend.  To  be  sure^  if  one 
removes  the  trend  from  the  various  series^  it  may  be  possible  to  create  rather 
severe  statistical  depressions;  but  they  will  not  appear  in  indexes  of  em- 
ployment or  of  production^  where  a  new  record  high  may  be  statistically 
below  the  trend. 

In  looking  towards  our  own  future^  may  I  suggest  that  the  problem  of 
business  cycles  is  made  much  more  threatening  by  the  fact  that  our  trends 
of  growth  appear  to  be  flattening  out.  In  part  this  is  due  to  the  decreasing 
rates  of  increase  of  population^  and  in  part  to  the  disappearance  of  the 
frontier.  Without  a  pronounced  pull  of  the  trendy  we  may  find  depressions 
tending  to  increase  in  length.  It  may  well  be  that  because  of  the  change  in 
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secular  trendy  which  we  have  often  discarded  in  oar  analysis^  the  records 
of  recovery  in  the  future  will  be  quite  different  from  the  processes  which 
history  recorded  in  the  years  prior  to  the  War. 

Walton  Newbold. — In  this  paper  I  propose  to  discuss  the  way  in  which^ 
actively  or  passively^  nations  have  climbed  out  of  the  major  depressions  of 
the  past. 

Firsts  let  me  say^  that  I  do  not  see  any  adequate  evidence  for  the  existence 
of  anything  that  can  accurately  be  described  as  the  business  cyde.  Like 
the  rock  strata  at  the  bottom  of  the  ocean  or  beneath  a  glacier  the  economic 
structure  may  respond  to  a  certain  rhythm  but  the  idea  seems  to  depend  on 
things  neither  seen  nor  to  be  seen,  and  is,  therefore,  something  in  which 
subjectively  you  may  have  faith  but  in  which  objectively  you  have  no  basis 
satisfactory  to  the  scientist.  What  may  be  called  by  some  people,  for  con- 
venience and  despite  all  the  distortions  which  it  suffers  by  reason  of  the 
impact  of  factors  which  are  not  strictly  economic,  the  business  cycle,  has  been 
affected  much  and  often  by  politics.  By  politics  I  do  not  mean  so  much 
those  internal  and  expressive  of  the  conflicts  of  parties,  but  rather  those 
arising  from  international  relations  and  reflecting  the  antagonisms  of  ^- 
losophies  and  programs  of  economic  and  social  organization. 

This  present  depression,  which  you  have  experienced  only  over  the  com- 
paratively short  period  of  four  years  and  which  has  afflicted  Britain  for  thir- 
teen years,  seems  to  me  to  be  comparable  less  with  those  to  which  you  ha?e 
been  led  to  give  the  name  "the  business  cycle"  than  with  the  two  great 
Amsterdam  crises  of  1768  and  1772-78,  the  post-war  distresses  from  1814 
to  1847  and  the  long  drawn  out  depression  that  ensued  upon  the  European 
and  American  wars  of  the  sixties.  These  resulted  from  exhaustion  caused 
by  heavy  drains  on  money  and  such  man-power  as  was  then  involved  in 
trade  and  its  more  or  less  interdependent  economies  of  manufacture  and 
food  production. 

Wars  inject  into  the  economic  and,  particularly,  into  the  financial  systems 
vast  claims  on  wealth  not  yet  created  and  the  amount  of  which  in  forms 
capable  of  being  moved  over  from  the  enjoyment  of  debtor  to  creditor  is 
generally  most  inaccurately  estimated.  Till  such  state  levies  on  income- 
past,  present,  and  future — can  be  worked  out  of  the  system  or  reduced 
again  to  management  proportions  there  can  be  no  lasting  recovery  or,  as  I 
should  prefer  to  call  it,  permanent  readjustment.  But  their  scaling  down 
today,  as  in  the  experience  of  the  past,  may  cause  the  most  profound  dis- 
turbances in  countries  such  as  France  and  the  United  States  where  rainbow 
gold  has  been  included  in  the  national  balance  sheet  in  the  guise  of  quite 
fictional  credits. 

Wars  occasion  great  shifts  in  economic  activity  other  than  financial  in 
its  manifestation,  but  I  do  not  think  these  are  really  so  serious  as  the  fictions 
which  require  to  be  banished  from  that  subjective  invention  called  credit 
The  idea  of  "the  maldistribution  of  gold"  of  which  we  heard  so  much  a  few 
years  ago  was  never  one  of  universal  application  or  generation.  It  was  held 
most  naturally  and  most  strongly  in  Vienna,  Berlin,  and  London.  In  the 
first  two  it  meant  leaViy  t\v^  t^wvalet  q1  ^<;ild  to  Paris,  and  in  the  last  named 
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it  reflected  the  disgruntlement  at  the  shifting  of  credit-power  to  Paris  and 
to  New  York.  Gold  is  always  maldistribnted  when  it  passes  from  ourselves  to 
others.  The  inconveniences  attached  to  the  redistribution  of  the  credit  basis 
inherent  in  gold  holdings  arose  from  something  altogether  different  but 
none  the  less  real.  Customary  as  it  is  all  over  the  world  to  flatter  myself 
and  my  countrymen  into  the  belief  that  our  mastery  of  money  is  something 
possessed  by  Englishmen  from  the  beginnings  the  truth  is  that  we  learned 
it  from  the  Dutch.  It  has  been  with  us  for  about  a  hundred  years.  Before 
that^  scrutiny  of  the  parliamentary  papers  and  the  pamphlet  literature  of 
the  time  of  Ricardo  and  the  Economic  Club  will  make  evident  that  it  was 
something  which  we  had  not  then  definitely  acquired. 

The  ruin  of  Hamburg  in  1768  and  of  Amsterdam  in  the  successive  crises 
from  1768  to  1796^  as  of  Paris  by  the  extraction^  in  eight  months^  of 
$600^000^000  following  upon  the  war  of  1 870-7 1^  redistributed  credit-power 
and  placed  it  in  the  hands  of  men  who  were  not  experienced  in  its  manage- 
ment. London^  Vienna,  and  Berlin  had  to  learn,  and  it  took  them  anything 
up  to  a  generation  or  even  a  half  century  to  master  the  art.  So,  after  the 
redistribution  of  credit-power  between  1914  and  1922,  Paris  and  New  York 
have  failed  to  give  satisfaction.  But  they  can  learn.  Till  they  do,  we  shall 
not  escape  from  our  difficulties. 

The  crisis  which  has  developed  since  1929  has  been  affected,  also,  by 
great  changes  in  the  technique  of  production  and  transportation.  So  were  the 
great  crises  of  the  forties,  the  fifties,  and  the  eighties  of  the  nineteenth  cen- 
tury, and  the  new  problems  in  financing  enterprise  which  were  presented 
gave  rise  to  such  ramshackle  improvisations  as  the  discount  companies  of  the 
sixties  and  the  investment  trusts  of  the  eighties  in  London.  Other  decades 
have  had  their  Insull,  their  Ereuger,  and  their  Hatry,  in  George  Hudson, 
in  Jay  Gould,  and  in  Hooley — ^not  to  forget  Dr.  Strousberg.  Such  products 
of  inexperience  and  of  facilitated  fraud  are  unavoidable  in  periods  of  at- 
tempted adjustment  to  new  needs  and,  when  this  has  to  be  undertaken  simul- 
taneously with  the  disturbances  consequent  on  the  mighty  and  seldom  well- 
managed  financial  operations  of  governments,  experience  teaches  that  we 
must  expect  the  evil  consequences  to  be  of  somewhat  lengthy  duration. 

One  aspect  of  the  present  long-term  depression  setting  in  after  the  World 
War  is  especially  serious  and  without  precedent.  This  is  the  tendency  of 
credits  and  their  supporting  basis  of  gold  to  move  restlessly  and  according 
to  no  rhythm  but  the  panic  and  regained  confidence  of  their  controllers  from 
one  money  market  to  another.  This  was  the  main  cause  of  the  bloated  ex- 
pansion of  the  United  States  prosperity  of  the  twenties.  Floating  balances 
have  become  the  most  serious  problem  of  our  time. 

Since  the  development  of  exchange  and  the  rise  of  capitalism  made  possible 
by  the  inflow  of  precious  metals  into  Western  Europe  in  the  sixteenth  cen- 
tury, money  has  had  four  main  bases.  First,  there  was  silver.  The  falling 
off  in  the  production  of  this  in  the  middle  of  the  seventeenth  century  led 
not  so  directly  to  crises  in  commerce  as  in  the  relations  of  governments, 
each  of  them  pressed  for  the  sinews  of  war,  and  "for  purchasing  power" — 
that  obsession  of  kings,  courtiers,  and  the  economista  oi  «l  nt.^  VSXit  <^»&%« 
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Second^  there  was  gold.  The  exhaustion  of  the  mines  of  Brasil  as  InevitaUy 
swung  the  greatest  traders  of  the  West^  to  wit^  the  Dutch^  from  the  side 
of  England  as,  a  century  ago,  it  drove  them  from  that  of  France.  Third, 
there  was  fiat  money,  the  note  issues  of  the  Bank  of  England,  the  Banqoe 
de  France,  and  their  many  copyists  throughout  Europe  and  in  Philadelphia 
in  the  nineteenth  century.  Since  this  was  always  tending  to  be  "deflated" 
both  by  the  proper  caution  of  national  bankers  tormented  by  a  chronic  famine 
of  gold  and  silver  and  by  the  improper  action  of  governments  and  their 
agents,  the  treasuries  and  national  banks,  operating  in  the  interests  of  tbe 
creditor  classes,  the  debtor  elements  and  those  intermediate  between  them 
evolved  a  fourth  instrument  dependent  for  its  value  on  the  faith  which  capi- 
talists could  feel  in  their  fellows.  Quite  naturaUy,  it  found  its  outstanding 
exponents  in  the  great  and  interrelated  Quaker  families  of  Norwich,  London, 
and  Philadelphia. 

Following  on  the  fall  of  the  bill-discounting  houses  gradually  there  de- 
veloped the  circulation  of  the  paper  of  the  new  joint  stock  banks  of  Eng- 
land, the  similar  institutions  of  France  and  Germany,  and  the  nationsl 
chartered  banks  of  the  United  States.  For  two  generations,  gold,  silver,  and 
fiat  money  backed  by  the  credit  of  the  state  have  become  relatively  less  and 
less  important  in  the  economy  of  the  world.  Credit  has  come  to  be  the  most 
important  of  all  the  monetary  media  but  credit  means  confidence. 

Since  the  Great  War,  confidence  has  been  at  a  heavy  discount  and  there- 
fore credit  has  been  subject  to  variations  in  its  real  value  such  as  have 
made  the  correct  functioning  of  capitalism  utterly  impracticable.  Hig^  wages 
and  social  services  to  supplement  the  minimum  subsistence  needs  of  the  work- 
ers in  industry  and  commerce  have  come  to  be  the  recognised  "dane-geld" 
or  alternative  to  social  unrest  that  would  stop  the  processes  of  }>roducing 
profit  adequate  to  meet  both  interest  and  dividend.  Revolutions  and  rumors 
of  wars  have  killed  all  confidence  in  large  parts  of  the  now  wide-open  world 
market  of  capitalism. 

Confidence  is  the  need  of  the  hour.  Confidence  is  something  which  evades 
the  generators  and  managers  of  credit  in  all  countries.  Not  silver  and  not 
gold  and  not  the  capacity  of  the  printing  presses  of  London  and  Washii^ 
ton  to  transform  news-print  and  ink  into  "money"  are  lacking,  but  the 
reasonable  anticipation  of  making  and  keeping  that  profit  which  gives  the 
sole  raison  d'etre  for  the  existence  of  the  present  economic  system.  Indeed, 
might  we  say,  "No  confidence,  no  credit  and  no  capitalism !" 

Douglas  Copland. — ^Austrialian  depressions  are  the  product  of  one  or  a 
combination  of  three  influences:  changes  in  export  prices,  changes  in  invest- 
ment, and  seasonal  variations.  All  minor  influences  operating  to  cause  varia- 
tions in  economic  prosperity  may  be  ignored  in  the  face  of  these  three  power- 
ful forces.  It  should  be  observed  that  to  a  considerable  extent,  they  are 
forces  over  which  Australia  has  little  control.  It  is  true  that  she  can  vaij 
volume  of  investment,  but  her  economy  is  such  that  high  export  prices  are 
usually  associated  with  prosperous  conditions  throughout  the  world,  ssd 
therefore,  with  an  export  of  capital  from  the  great  international  oenteri. 
Anstralia  might  TesVst  Vl^«  Vn&Qr?i\n%  ^^  fA  ^^Ital^  and  to  this  extort  she 
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would  be  in  a  position  to  moderate  the  boom  associated  with  world  pros- 
perity and  thus  to  mitigate  the  disturbances  of  depressions  upon  her  own 
economy.  Usually,  however,  Australia  in  common  with  other  borrowing  coun- 
tries, has  actively  sought  loans  during  good  times  without  any  thought  of 
planning  public  investment  with  a  view  to  evening  out  the  fluctuations  in  busi- 
ness prosperity.  In  the  past  thirty  years  in  particular,  the  borrowing  habit  has 
been  much  overdeveloped  and  the  burden  of  fixed  interest  bearing  debt  has 
grown  with  alarming  rapidity.  It  is  well  to  remember  also  that  in  an  agri- 
cultural country,  the  burden  of  private  fixed  interest  bearing  debt,  in  the 
form  of  mortgages,  is  always  substantial.  As  the  economy  of  the  country 
develops,  and  governmental  borrowing  increases,  the  fixed  interest  bearing 
debt  becomes  an  embarrassment  in  a  period  of  economic  distress. 

Before  examining  the  traditional  method  adopted  by  Australia  to  over- 
come depressions  and  promote  recovery,  the  effect  of  changes  in  the  seasonal 
conditions  on  the  policy  of  financial  institutions  must  be  considered.  We 
may  recognise  three  types  of  financial  institutions:  stock  and  station  agen- 
cies, banks,  and  insurance  companies. 

The  first  of  these,  by  the  very  nature  of  their  operations,  have  long  since 
acquired  the  habit  of  "carrying"  producers  during  unfavorable  seasons. 
It  is  a  good  habit  for  a  country,  subject  to  variations  in  prosperity  not  only 
because  of  the  weather  but  also  because  of  changes  in  prices  and  world  eco- 
nomic conditions. 

Fortunately  the  habit  has  spread  in  recent  years  to  all  other  financial 
institutions.  The  banks  in  the  1898  crisis  were  caught  by  heavy  commitments 
in  the  form  of  short-term  obligations  to  overseas,  mainly  British,  depositors. 
Since  that  time  they  have  avoided  these  obligations,  and  on  the  contrary 
have  built  up  very  substantial  liquid  reserves  in  the  form  of  gold  and  sterling 
assets.  They  are,  therefore,  usually  in  a  position  to  meet  a  sudden  disorder 
in  the  balance  of  payments  and  to  assist  governments  to  meet  national  ob- 
ligations. Though  they  restrict  advances  in  such  times,  they  do  not  under- 
take a  drastic  deflation  policy  involving  the  sale  of  the  diminishing  assets 
of  their  clients.  Such  deflation  is  not  usually  now  a  method  of  meeting  a 
crisis  in  Australia.  The  insurance  companies  have  also  adopted  the  attitude 
that  mortgagors  must  be  nursed  during  a  period  of  adversity  and  that  no 
hasty  deflation  of  credit  should  be  attempted.  We  may  say  in  fact  that  the 
Australian  financial  structure  is  able  to  apply  to  a  primary  producing  coun- 
try Bagehot's  maxim  of  credit  expansion  in  a  crisis.  This  has  not  always  been 
the  case  because  at  some  periods,  as  for  example  in  1898,  the  institutions 
themselves  were  in  a  weak  condition  to  meet  a  crisis. 

We  must  distinguish  between  deflation  of  credit  and  deflation  of  costs. 
There  has  always  been  a  considerable  deflation  of  costs  in  Australia  during 
the  crisis.  This  has  been  applied  especially  to  wages  and  governmental  costs ; 
and  it  has  also  extended  over  a  period  to  debts.  These  have  been  written 
down  gradually  to  meet  the  impaired  capacity  of  debtors  to  pay.  There 
are  plenty  of  examples  of  all  of  these  measures  of  deflation.  For  instance, 
In  1855,  after  the  great  gold  boom,  wages  were  very  drastically  reduced  and 
exports  encouraged.  Similarly,  after  1890,  wages  feli  a\i\>«\Aii\iBX!L^,  Kss^nt^- 
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ing  to  one  estimate  (Wood^  Borromng  and  Buttnet*  in  Australia)  nominal 
wages  fell  from  944  in  1890  to  707  in  1896  (base  1,000  in  1896).  It  is  wdl 
known  that  at  the  same  time  drastic  economies  were  made  in  the  budgets 
and  ultimately  budget  equilibrium  was  restored. 

This  has  led  some  people  to  the  conclusion  that  a  policy  of  deflation  is 
in  itself  sufficient  to  enable  a  country,  like  Australia,  to  meet  a  depressum 
and  that  such  a  policy  might  have  been  employed  without  other  aids  in  the 
recent  depression.  Up  to  the  recent  depression,  there  was  no  general  belief 
in  Australia  in  currency  depreciation  as  a  means  of  easing  the  burden  of 
the  depression,  restoring  equilibrium  in  the  price  structure,  and  spreading 
the  loss  of  national  income.  Similarly,  there  has  been  no  belief  in  the  doe- 
trine  of  purchasing  power,  which  has  become  somewhat  important  in  the 
United  States.  The  argument  has  been  all  along — deflate  costs,  balance  the 
budget,  provide  the  minimum  relief  for  unemployment,  and  let  nature  take 
her  course  in  the  restoration  of  investment.  Experience  seems  to  have  justi- 
fied this  belief,  but  experience  is  a  fickle  guide  if  people  do  not  clearly  ex- 
amine the  nature  of  the  experience  upon  which  they  base  their  ccmdusions. 

Let  us  look  for  a  minute  at  some  special  features  of  the  experience  Aus- 
tralia had  up  to  1929.  Of  outstanding  importance  is  the  fact  that  price 
changes  were  never  very  violent  compared  with  the  experience  of  the  recent 
crisis.  Take  the  worst  period  in  Australian  export  prices ;  namely,  the  pe- 
riod from  1875  to  1890.  We  find  here  that  there  was  a  break  of  about  one- 
sixth  in  the  export  prices  during  the  years  1875  to  1877.  This,  however,  vas 
balanced  by  an  increase  in  output.  Prices  were  then  stable  until  about  1894 
when  they  fell  again  by  some  16  per  cent.  Again  they  remained  relatively 
stable  for  some  years.  Between  1890  and  1898,  however,  a  break  of  80 
per  cent  occurred  and  prices  reached  the  low  level  from  which  they  did  not 
recover  until  the  opening  years  of  the  present  century.  We  have  had,  however, 
a  period  of  nearly  twenty  years  involving  a  fall  of  50  per  cent  in  the  ex- 
port price  level.  This  in  itself  is  serious  enough,  but  in  the  recent  crisis, 
the  fall  of  50  per  cent  occurred  not  in  eighteen  years  but  in  eighteen  months. 
This  is  the  first  and  most  vital  difference  between  the  recent  crisis  and  past 
experience,  but  there  are  other  differences.  World  dependence  on  intemati«ial 
trade  in  raw  materials  and  food  stuffs  was  the  outstanding  feature  of  world 
economy,  even  up  to  1929  and  certainly  up  to  1918.  There  was  faith  in  the 
development  of  new  countries.  International  capital  was  still  actively  see- 
ing investment  overseas,  and,  in  particular,  the  British  Dominions  co-operated 
with  the  London  money  market  in  a  developmental  policy  hivolving  imports 
of  both  capital  and  labor.  In  a  crisis  this  policy  was  temporarily  suspended, 
but  immediately  the  crisis  passed,  it  was  renewed.  There  is  little  prospeet 
of  such  a  renewal  after  the  present  depression. 

Severe  depressions  in  the  past  have  been  followed  by  some  new  devebp- 
ment  in  the  exploitation  of  the  country's  resources,  or  a  rapid  rise  in  the  worU 
price  level.  For  instance,  after  1858  and  1898  world  prices  in  general  tended 
upwards.  After  1855  there  was  the  development  towards  closer  settlement 
Again  after  1878  there  was  the  great  railway  development  involving  hufj 
overseas  borrowing.  Kitoc  \%^^  ^^  bad  remarkable  ezperhnents  in  wheat 
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farming  on  dry  areas  with  a  consequent  expansion  of  production  and  in- 
crease in  yields.  At  the  same  time^  there  was  the  development  of  refrigera- 
ion.  These  examples  could  be  multiplied^  but  they  all  show  that  some  new 
uid  important  development  took  place  and  stimulated  the  renewal  of  in- 
vestment. This  is  invariably  the  means  to  recovery.  It  is  true  that  the  deflation 
>f  costs  assists  in  the  restoration  of  investment  but  we  must  not  be  misled 
by  assuming  that  the  deflation  is  carried  out  by  one  country  while  others 
[lave  stable  costs.  In  these  circumstances  clearly  the  deflation  will  stimulate 
investment  in  the  country  in  question ;  but  if  the  deflation  is  part  of  a  world- 
(vide  movement^  there  is  little  prospect  of  investment  being  restored  sub- 
stantially in  any  one  country.  Of  more  importance  than  the  deflation  of 
2oat8  was  the  movement  of  world  prices  and  the  openings  for  new  invest- 
nent  in  Australia.  We  must  recognize^  however^  that  where  the  crisis  is  not 
boo  severe  or  sudden^  deflation  will  not  damage  the  credit  structure  but  rather 
itrengthen  it.  If  it  is  pursued  more  vigorously  in  one  country^  it  may  stimu- 
late investment  in  that  country. 

The  crisis  of  1980-88  was  vastly  different  from  any  previous  depression 
in  three  respects:  in  severity  and  suddenness^  its  comprehensive  grip  on  the 
whole  structure^  and  the  burden  of  fixed  interest  bearing  debt. 

Deflation  alone  was  no  solution  of  the  problem.  We  may  notice  the  fol- 
lowing results  of  deflation  alone:  national  income  would  have  fallen  from 
£650  m.  to  at  least  £800  m. ;  wages  would  have  fallen  by  at  least  60  per 
cent;  fixed  charges  would  have  become  an  intolerable  burden;  the  assets  of 
financial  institutions  would  have  collapsed  in  value  with  consequent  col- 
lapsing of  the  credit  structure;  and  budget  balance  would  have  become  an 
impossibility.  Deflation  would^  therefore^  have  completely  failed  to  solve 
the  problem. 

The  Australian  economists  argued  that  a  policy  of  recovery  should  aim 
at  the  following  objectives:  keep  the  monetary  loss  of  income  at  a  minimum; 
spread  the  loss  of  income  equitably  and  rapidly  over  all  classes  of  the  com- 
munity ;  preserve  the  credit  structure  by  conserving  the  assets  of  financial  in- 
stitutions; prevent  the  fall  in  prices  from  going  too  far;  provide  relief  for 
unemployment;  and  promote  a  restoration  of  investment  by  reducing  the 
rate  of  interest  as  low  as  possible. 

They  sought  to  attain  these  objectives  by  the  following  measures:  compre- 
hensive and  constructive  deflation  involving  an  all-round  production  in  all 
incomes  including  incomes  from  interest  and  rents;  a  depreciation  of  the 
currency  sufficient  to  restore  the  balance  of  payments  and  to  maintain  ex- 
port prices  at  a  reasonable  level  in  local  currency;  an  expansion  of  central 
bank  credit  for  the  purpose  of  financing  budget  deficits  and  public  works, 
and  for  improving  the  cash  position  of  the  banks  and  reducing  the  rate 
of  interest;  an  expansion  of  export  production  to  make  up  the  loss  of  in- 
come caused  by  the  fall  in  prices  and  the  stoppage  of  overseas  borrowing. 

This  is  a  comprehensive  policy  involving  a  rapid  adjustment  of  the  whole 
economy  to  the  new  and  distressing  conditions  caused  by  the  world  depres- 
sion. Up  to  the  present,  the  results  have  exceeded  expectations,  but  complete 
recovery  still  awaits  a  further  increase  in  investment. 


PUBLIC  UTILITIES  IN  THE  DEPRESSION 
Martin  G.  Glaeser,  Chairman 

The  general  subject  of  the  round  table  was  public  utilities  in  the  deprci- 
sion^  and  the  discussion  was  focused  about  the  two  specific  topics  of  rate- 
making  and  public  utility  credit.  The  main  body  of  the  discussion  was  pre- 
sented by  E.  W.  Morehouse,  of  the  Wisconsin  Public  Service  Commission, 
and  by  Professor  Marcus  Whitman,  of  the  University  of  Alabama.  The  moic 
formal  part  of  the  discussion  was  participated  in  by  Professors  Julian  S. 
Duncan,  St.  John's  College;  Paul  J.  Raver,  Northwestern  University;  and 
L.  R.  Nash,  Vice-President,  Stone  and  Webster  Engineering  Corporation. 
There  was  some  informal  discussion  from  the  floor. 

E.  W.  Morehouse. — Rate-making  in  the  depression  has  to  be  discussed 
in  the  light  of  the  development  of  utility  industries  before  the  depression, 
and  the  economic  position  of  the  utilities  during  the  depression. 

The  development  of  the  utility  industries  in  the  twenties  was  characterised 
by  market  expansion,  technological  improvements,  and  consolidations.  Cen- 
tralized production  of  electricity  and  the  broadening  of  markets  by  the 
building  of  high  tension  transmission  lines  were  the  most  important  condi- 
tions affecting  the  electric  light  and  power  industry.  The  holding  company 
was  used  as  the  important  financial  vehicle  for  effecting  large  organizations. 
To  finance  expansion  and  consolidation,  funds  were  advanced  by  holding 
companies  or  were  directly  borrowed  from  tlie  public,  with  the  result  that 
utility  companies  entered  the  depression  with  capital  structures  burdened 
with  debt. 

In  the  electric  field,  the  development  of  uniform  rate  areas,  lower  power 
rates  incident  to  too  aggressive  acquisition  of  power  loads,  promotional  rate 
forms,  and  experimentation  with  rural  rates  were  significant  trends.  Gas  rates 
exhibited  similar  tendencies  to  a  lesser  degree.  Telephone  rates  for  local 
exchange  service  moved  upward  while  toll  rates  tended  to  go  down.  Water 
rates  remained  generally  untouched  and  electric  railways  faced  vanishing 
markets  and  the  need  for  experimental  rates. 

Utilities  during  the  depression  operated  on  two  price  levels.  Their  fixed 
charges  and  many  other  elements  of  cost  were  determined  largely  at  boom 
era  price  levels,  whereas  revenues  shrank  as  a  result  of  a  drastic  decrease 
in  the  incomes  of  the  purchasers  of  utility  service.  This  situation  demanded 
cuts  in  rates,  within  the  limits  of  largely  inflexiBle  fixed  charges.  Power 
markets  were  revealed  to  be  the  most  elastic  and  residential  the  most  staUe. 
Promotional  rate  schedules  intended  to  increase  the  use  of  electricity  and 
decrease  the  cost  per  kilowatt  hour  were  found  somewhat  unsatisfactory  from 
the  customer's  point  of  view.  An  individual  customer  seeking  to  cut  his  ex- 
penses discovered  that  economy  in  electric  consumption  was  not  rewarded 
by  a  proportional  decrease  in  the  price  per  kilowatt  hour  due  to  the  existence 
of  high  initial  blocks  in  the  residential  rates  and  demand  charges  or  mlnf"™* 
bills  in  the  power  rates;  in  fact,  average  rates  often  increased. 

In  the  period  1980  to  1938,  the  revenues  of  the  utilities  fell  and  commoa 
Stock  and  some  pieieTTedi  «\io^  ^^^<ai^  tr^t^  passed,  although  greater 
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efforts  were  made  to  pay  customer  preferred  stock  dividends  than  common 
stock  dividends  in  order  to  preserve  good  public  relations  and  maintain  credit. 
At  the  same  time^  the  utilities  were  faced  with  the  necessity  of  making  rate 
changes  in  an  effort  to  relieve  discontent,  to  stop  the  loss  of  load,  and  in  some 
cases  to  retrieve  revenues. 

Conventional  legal  procedures  in  rate-making  broke  down  in  the  depres- 
sion. They  proved  cumbersome,  expensive,  and  time-consuming  when  speedy 
action  was  demanded  by  customers  and  costly  litigation  was  avoided  by 
utilities.  To  make  findings  of  a  rate-base  and  a  rate  of  return  required  more 
time  than  an  emergency  situation  permitted  in  view  of  inadequate,  rapidly 
changing  price  and  labor  cost  data.  With  such  valuation  difficulties,  the 
question  of  a  determination  of  used  and  useful  property  was  complicated  by 
the  fact  that  plant  capacity  existed  far  in  excess  of  needs.  A  rough  check 
of  N.E.L.A.  figures  for  the  electric  industry  as  a  whole  indicated  a  decline 
in  capacity  factor  from  86.2  per  cent  in  1929  to  26.8  per  cent  in  1988.  Book 
figures  were  rendered  unreliable  because  of  past  write-ups  and  inadequate 
records,  or  if  plant  expansion  had  occurred  mainly  in  the  six-year  prosperity 
era  before  1929,  book  cost  reflected  inflated  values.  Use  of  book  costs  did 
not  do  away  with  the  question  of  idle  property  no  longer  used  and  useful. 
In  view  of  these  barriers  to  the  prompt  disposal  of  rate  matters,  three  sub- 
stitute methods  were  evolved.  Informal  adjustments  of  rate  schedules  were 
made  even  when  formal  rate  cases  were  pending.  "Consent  orders" — i.e., 
formal  orders  of  the  Commission  adjusting  rates  after  conference  or  bar- 
gaining with  the  utilities  concerned — ^were  used  most  extensively,  in  Wis- 
consin at  least,  in  the  case  of  telephone  rates  affecting  rural  or  small  town 
communities.  These  orders  were  usually  not  permanent  in  effect  and  authority 
for  their  issuance  was  based  on  a  statute  covering  an  emergency  situation. 
Interlocutory  or  emergency  orders  on  the  Commission's  own  motion  have 
been  issued  in  a  few  states  under  the  authority  of  statutes  providing  in  ex- 
traordinary times  a  more  summary  procedure  than  is  followed  in  conventional 
rate  proceedings. 

Rate  structures  have  not  notably  improved  during  the  depression.  The 
establishment  of  uniform  rate  areas  for  individual  utilities  ceased  due  both 
to  a  halt  in  the  consolidation  movement  and  the  reluctance  of  utilities  to 
luffer  losses  in  revenues  merely  for  the  sake  of  uniformity. 

Depression  rate-making  has  consisted  primarily  of  rate  nibbling.  Rate 
changes  were  made  to  silence  rate  agitation,  sacrifice  as  little  revenue  as  pos- 
sible^ and  preserve  as  much  net  income  for  stockholders  as  possible.  So-called 
sdentific  principles  were  largely  ignored.  This  was  shown  in  a  quick  survey 
of  electric  rate  changes  between  1930  and  1938  in  ninety  of  the  largest 
cities  in  the  United  States.  Although  a  few  general  trends  were  observed, 
the  chief  impression  was  that  rate  changes  showed  mixed  tendencies.  New 
^ater-heating  schedules,  usuaUy  optional  to  lighting  schedules,  and  sometimes 
combined  with  rates  covering  use  of  other  appliances,  were  filed.  Commercial 
^aie  schedules  showed  little  distinctive  change,  except  for  the  inclusion  of 
larger  amounts  of  lighting  with  power  rates.  A  reduction  in  both  demand 
^nd  energy  charges^  a  liberalizing  of  availability  clauses  said  d!&\«xif&sA>X<csa 
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of  demand  proviBions,  and  an  increase  in  optional  rates  and  special  serriee 
classifications  characterized  the  alterations  in  power  rates.  Because  rate 
changes  were  made  for  superficial  reasons,  neglectful  of  certain  well-estab- 
lished principles,  these  selective  reductions  based  on  expediency  portend  fu- 
ture trouble  and  tend  to  show  the  hollowness  of  many  pre-depression  preten- 
sions to  so-called  scientific  rate-making. 

Although  rate  revisions  were  ruled  by  expediency  rather  than  prindpk 
during  the  depression,  a  changed  emphasis  in  rate-making  may  be  witnessed. 
Many  people  regarded  cost  allocations  as  the  whole  of  rate-making.  Reoentlj 
there  has  been  a  growing  realization  that  cost  allocations  are  not  whoUj 
trustworthy  because  they  are  founded  on  several  arbitrary  assumptions.  Such 
skeptics  have  swung  to  the  other  extreme  of  treating  rate-making  as  whollT 
a  pricing  problem  to  encourage  an  ever-widening  distribution  of  the  benefits 
from  utility  service.  This  involved  use  of  estimates  of  competitive  costs  and 
experiments  with  consumers'  demand  curves.  The  reasonable  position  is  be- 
tween these  two  poles  of  thought.  Periodic  cost  analyses  are  necessary  to 
check  long-time  rate  policies  and  class  rate  differentials.  Bat  in  designing 
specific  rates,  pricing  the  service  attractively  to  desirable  loads  is  very  im- 
portant in  developing  the  market  to  a  lower  point  on  the  declining  cost  corrc 

With  unused  capacity,  more  thought  should  be  given  to  attaching  thoie 
loads  which  have  the  most  stability,  increase  the  class  diversity  factor,  and 
improve  class  and  system  load  factors.  The  attitude  prevailing  among  some 
utilities  to  sell  kilowatt  hours  indiscriminately  without  regard  to  such  factors 
is  reprehensible,  for,  over  a  long  period  of  time,  such  a  practice  will  not  re- 
sult in  more  economical  operations  and  lower  costs. 

In  specific  reference  to  gas  rates,  the  depression  era  has  noted  a  wider 
use  of  fixed  charge  rates,  the  development  of  class  rates,  and  the  substitn- 
tion  of  therm  rates  for  cubic  foot  rates.  Telephone  rates  have  remained 
rather  inflexible,  except  in  rural  areas  and  small  towns  served  by  independent 
telephone  companies. 

In  conclusion,  depression  experience  has  taught  us  ^ye  lessons:  The  en- 
couragement of  stable  loads  best  protects  the  utility's  interests  and  suggests 
the  desirability  of  rate  adjustments  to  good  residential  users;  cost  analyses 
are  useful  as  a  general  guide  and  check  upon  class  rate  differentials,  bat 
pricing  the  service  attractively  to  desirable  loads  must  not  be  overlooked; 
a  reduction  in  debt  should  be  made  in  order  to  lighten  the  burden  of  fixed 
costs;  the  use  of  short  cut  methods  of  procedure  in  rate  cases  is  essential 
and  to  shorten  conventional  legal  procedure,  the  establishment  of  a  contiim- 
ous  inventory  record  and  continuous  system  of  cost  indexes  and  the  use  of 
bargaining  and  conference  methods  recommend  themselves ;  the  notion  that 
rate-making  is  exclusively  a  function  of  management  must  be  abandoned; 
instead,  rate-making  should  be  a  joint  function  of  management  and  tbe 
regulating  commissions  if  regard  is  to  be  given  to  the  economical  deiek^ 
ment  of  utility  markets. 

Marcus  Whitman. — It  is  well  known  that  the  lion's  share  of  puUic  vti&J 
service  offered  by  private  corporations  in  the  United  States  is  rendered  hf 
operating  units  contioYLed  Vj  eom^^nleft  which  entirely  or  in  part  are  hoU- 


I 


Puhlte  VtUitiet  in  the  Depfeaion  U 

ing  corporations.  Holding  company  groups  are  also  the  largest  users  of  pub- 
lic utility  credit.  In  the  year  1929  over  98^  per  cent  of  all  domestic  pub- 
lic utility  securities  issued  were  those  of  companies  belonging  to  holding  com- 
pany groups.  Consequently  it  seems  best  to  discuss  the  subject  of  public 
utility  credit  from  the  point  of  view  of  the  holding  company  system  or 
"group/'  the  term  to  be  used  in  this  discussion.  For  present  purposes  a 
typicflJ  utility  "group"  consists  of  (1)  one  or  more  operating  or  property 
owning  companies  of  various  types  and  functions,  (2)  a  holding  company 
capping  the  corporate  pyramid,  (8)  subsidiary  holding  companies  in  some 
cases,  (4)  affiliated  investment  or  securities  companies  in  some  instances. 
Groups  as  a  whole  may  be  classified  as  follows: 

1.  Older  groups  sponsored  by  utility  operators  and  by  the  manufacturers 
of  electric  and  gas  generating  and  distribution  equipment.  Twenty-five  groups 
are  included  in  this  category.  The  largest  and  most  stable  holding  company 
systems  in  the  country  are  represented.  As  a  whole  these  groups  are  chiefly 
engaged  in  electric  light  and  power  service. 

2.  Newer  groups  sponsored  by  operating  or  promoting  interests.  Thirty- 
cme  groups  fall  in  this  category.  They  tend  to  be  smaller  than  the  early 
operator  groups.  Many  of  them  reflect  the  influence  of  financial  promoters. 
They  have  not  restricted  their  activities  to  the  fields  of  electric  and  artificial 
gas  service.  Many  of  these  groups  include  natural  gas  and  small  telephone 
properties. 

8.  Groups  sponsored  by  professional  management  organizations.  Seven- 
teen active  groups  belong  in  this  class.  In  recent  years  certain  management 
firms  were  forced  to  form  holding  companies  to  acquire  control  of  their 
clients  to  prevent  their  being  acquired  by  promoters  at  a  time  of  unusually 
favorable  conditions  in  the  capital  market.  The  management  organizations 
have  largely  confined  their  grouping  efforts  to  the  electric  service  field.  The 
operating  units  in  these  groups  usually  consist  of  service  systems  of  suffi- 
cient size  and  physical  unity  to  secure  the  benefits  of  large  scale  operation. 
4.  Groups  sponsored  by  investment  banking  and  financial  interests.  Thirty- 
six  groups  may  be  placed  in  this  category.  In  general  these  groups  are  much 
smaller  than  those  classified  in  the  other  categories.  The  operating  constitu- 
ents of  these  groups  include  a  large  number  of  small  natural  gas,  water,  and 
telephone  properties.  In  other  words  some  investment  bankers  specialized 
in  the  service  fields  deemed  to  be  "marginal"  by  experienced  developers  of 
utility  systems.  In  many  cases  the  promoters  of  these  groups  were  chiefly 
interested  in  profiting  from  the  distribution  of  the  securities  of  the  com- 
panies in  the  group,  and  usually  they  also  hoped  to  sell  theii*  interests  to 
other  groups  at  a  profit.  The  collapse  of  the  capital  markets  within  the  last 
few  years  prevented  many  such  anticipated  sales. 

During  the  depression  the  credit  position  of  utility  groups  has  been  affected 
by  the  various  influences  affecting  business  credit  as  a  whole,  the  move- 
ment for  greater  public  control,  and  the  financial  and  managerial  charac- 
teristics of  groups  as  indicated  by  depression  experience. 

The  chief  purpose  of  this  discussion  is  to  set  forth  the  special  influences 
witliin  the  utility  industry  which  tend  to  affect  its  business  Te^\x.l%l\QTi  vcA 
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credit  standing.  Consequently^  little  space  will  be  devoted  to  a  discussion  of 
the  first  two  factors.  So  many  bonds  of  good  quality  may  now  be  purchased 
below  par  that  there  can  be  little  investor  interest  in  new  issues.  The  moit 
important  influence  necessary  to  lead  the  way  to  a  gradual  rehabilitatkn 
of  the  market  for  new  issues  is  the  prospect  of  a  substantial  increase  in  bas- 
ness  earnings.  Although  there  may  be  little  demand  for  large  investments  of 
new  capital  in  the  utility  business  in  the  next  few  years^  it  will  be  necesstry 
for  a  number  of  groups  to  engage  in  some  refinancing. 

The  movement  for  greater  control  is  also  an  important  factor  influenrmg 
utility  credit.  This  movement  has  indirect  as  well  as  direct  aspects.  Reeentlj 
a  number  of  cities  and  communities  have  manifested  an  interest  in  munidpil 
ownership.  The  Public  Works  Administration  appears  willing  to  give  fman- 
cial  encouragement  to  public  ownership.  The  Tennessee  Valley  Authority 
is  attempting  to  perfect  its  service  rate  "yardstick."  These  attitudes  taken 
together  have  some  effectiveness  as  indirect  regulation.  In  one  sense  thej 
may  be  considered  as  threats  designed  to  secure  rate  reductions.  Greater 
direct  control  may  result  from  the  present  urge  for  new  federal  legislation, 
especially  concerned  with  regulating  the  activities  of  holding  companies. 

After  all  the  type  and  extent  of  control  of  utilities  will  undoubtedly  be 
determined  by  the  nature  and  seriousness  of  the  undesirable  characteristiei 
and  practices  of  utility  groups.  In  what  way  has  depression  experienee 
strengthened  or  weakened  faith  in  the  utility  group  as  a  device  for  managing 
utilities?  It  has  directed  attention  to  the  following  significant  matters:  First, 
the  conservatism  or  lack  of  it  in  the  financial  structures  of  groups.  An  eqnitf 
participation  ratio  may  be  used  as  one  type  of  measuring  device.  This  ratio 
indicates  the  percentage  of  total  income  of  the  group  that  is  available  for 
the  controlling  equity  after  all  other  claims  upon  income  are  satisfied,  in- 
cluding an  ample  allowance  for  depreciation.  Upon  the  basis  of  1988  in- 
come reports,  the  depression  has  virtually  destroyed  the  earning  power  of 
many  holding  company  equities.  This  in  effect  means  that  there  is  no  real 
equity  protection  for  the  other  securities  of  the  group.  By  way  of  sununarj, 
a  share  of  earnings  for  the  controlling  stock  equity  is  available  cmly  in  the 
case  of  fourteen  of  the  twenty-five  older  groups  sponsored  by  operating 
and  industrial  interests,  eleven  of  the  thirty-one  newer  groups  sponsored  by 
operating  interests,  six  of  the  seventeen  groups  sponsored  by  engineering 
and  management  interests,  and  six  of  the  thirty-six  groups  sponsored  by 
investment  banking  and  financial  interests.  However,  the  older  and  never 
operating  groups  that  are  still  earning  a  substantial  equity  participatian  far 
outweigh  in  financial  importance  those  which  earn  nothing  for  the  control- 
ling equity.  The  groups,  large  or  small,  that  have  grown  most  rapidly  bad 
as  a  rule  the  poorest  equity  participation  showing  in  1929  and  tended  to 
fare  badly  during  the  depression  period.  Groups  that  relied  upon  "oAer 
income"  to  support  the  equity  have  suffered  during  the  last  two  or  three 
years.  Groups  that  have  emphasized  industrial  service  have  also  had  to  faee 
^e  prospect  of  disappearing  equity  earnings.  Groups  that  serve  snbitir 
tial  urban  areas  and  hence  have  concentrated  operating  units  seem  to  b 
able  to  resist  the  depTession  better  than  groups  whose  operating  propertiei 
we  developed  on  an  exlaia\N^\i«A\&. 
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Second^  defaults  and  receiverships.  At  the  present  time  twenty  of  a  hun- 
dred and  nine  top  holding  companies  are  now  in  receivership.  Six  groups  have 
already  been  reorganized  with  or  without  receiverships.  Seven  other  com- 
panies have  defaulted  in  the  payment  of  bond  interest.  One  older  operating 
group^  four  newer  operating  groups^  one  management  company  group  and 
fourteen  banker  sponsored  groups  are  in  receivership. 

The  fundamental  causes  of  these  receiverships  were  rapid  and  often  ex- 
cessive expansion  accompanied  by  financial  pyramiding.  Immediate  causes 
included  (a)  the  maturity  of  short-term  debt  at  a  time  when  the  condition 
of  the  securities  market  would  not  permit  new  financings  (b)  the  maturity 
of  notes  payable^  including  notes  to  banks^  (c)  a  rapid  and  severe  decline 
in  gross  revenue  making  impossible  the  payment  of  all  bond  interest.  Cer- 
tain contributing  factors  have  either  hastened  the  coming  of  receiverships 
or  influenced  their  financial  seriousness.  These  are:  (a)  the  payment  of  ex- 
cessive purchase  prices  for  properties^  (b)  the  recent  decline  in  the  market- 
ability of  securities^  (c)  the  drying  up  of  sources  of  special  profit^  Le.,  the 
trading  and  selling  of  securities  and  properties  to  parties  interested  in  group- 
ing activities^  (d)  the  stoppage  of  dividends  from  subsidiaries  and  returns 
from  other  investments^  (e)  the  inability  of  subsidiaries  to  repay  advances 
from  the  holding  company^  (f )  the  impounding  of  funds  in  frozen  investments 
in  industries^  newspapers^  and  other  enterprises. 

Thirds  the  passing  of  preferred  dividends.  During  the  past  three  years 
twenty-five  of  the  one  hundred  and  nine  holding  companies  under  discus- 
aion  have  passed  dividends  upon  some  or  all  classes  of  preferred  stock.  This 
figures  of  course^  excludes  companies  in  receivership  and  companies  having 
bonds  in  default.  Ten  of  the  twenty-five  older  operating  groups^  six  of  the 
seventeen  management  company  groups^  three  of  the  thirty-one  newer  opera- 
tor groupss  ^^^  eight  of  the  thirty-six  groups  sponsored  by  financial  interests 
have  passed  preferred  dividends.  In  considering  the  foregoings  it  is  well 
to  remember  that  the  latter  two  classes  of  groups  include  twenty-eight  cases 
of  receiverships  bond  defaults^  and  reorganizations  whereas  the  other  two 
elasses  include  only  five  such  cases  of  financial  difficulty. 

Fourths  financial  practices  and  policies.  In  recent  years  a  more  widespread 
knowledge  of  certain  financial  practices  of  groups  has  had  a  very  definite 
effect  upon  their  business  reputations.  Many  of  these  practices  appear  to  be 
lawfuls  but  investors  deem  them  unsound  and  unfair.  Many  groups  gave  too 
much  weight  to  anticipated  future  profits  in  planning  the  financial  struc- 
tures of  constituent  holding  companies.  A  number  of  holding  companies  sold 
flccoritieSs  especially  preferred  stock,  to  customers  and  investors  as  long  as 
a  market  existed.  This  was  done  despite  the  fact  that  in  certain  instances 
the  proceeds  of  these  issues  were  being  used  in  part  to  pay  interest  and  divi- 
dends. In  some  cases  holding  company  bond  collateral  was  legally  juggled  to 
the  disadvantage  of  the  bondholders.  A  number  of  holding  companies,  urged 
fm  by  a  desire  to  expand  rapidly,  followed  the  practice  of  pledging  their  most 
valuable  assets  as  security  for  bank  loans.  As  a  result  their  preferred  stock- 
holders, and  sometimes  Uie  debenture  holders,  were  subjected  to  excessive 

Fifth,  recent  commission  experiences  with  group  finanidtl  T&BSiBJ|ssmASDX« 
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Certain  characteriBtics  of  group  management  policy  and  practice  affecting 
utility  credit  are  revealed  in  the  experiences  of  state  pablic  service  commit- 
sions  during  the  depression  period.  Some  of  these  policies  not  only  under 
mine  public  faith  in  group  management  and  hence  injure  holding  oompanj 
credit,  but  they  also  tend  directly  or  indirectly  to  injure  the  credit  of  local 
operating  companies.  A  few  commissions  can  prevent  these  practices.  Othen 
are  seeking  the  necessary  legislative  authority. 

These  policies  and  practices  fall  into  three  general  classes:  (a)  unwar 
ranted  payment  of  dividends  by  operating  companies  to  holding  companies, 
(b)  unwarranted  extension  of  credit  by  operating  companies  to  holding  com- 
panies, (c)  management  policies  inimical  to  the  financial  independence  ind 
strength  of  the  operating  units. 

A  few  of  the  policies  in  the  third  classification  may  be  sununarixed  brieflj 
as  follows:  Some  groups  followed  the  policy  of  interposing  holding  com- 
pany management  upon  newly  acquired  units  in  such  a  manner  that  the 
operating  expenses  of  the  latter  were  materially  increased.  Others  followed 
the  policy  of  charging  to  operating  expense  the  cost  of  a  campaign  for  sell- 
ing the  stock  of  holding  companies  and  other  companies  in  the  group. 

Occasionally,  a  holding  company  completely  financed  an  operating  compaaj 
through  advances  upon  open  account.  In  the  long  run  this  practice  injures  the 
credit  and  the  business  reputation  of  the  local  operating  company,  for  it  11117 
be  considered  as  an  attempt  to  circumvent  state  regulation  of  security  issues. 
Another  policy  occasioning  commission  comment  is  the  tendency  of  certain 
groups  to  reduce  the  operating  companies  to  mere  bookkeeping  devices.  This 
may  sometimes  be  good  business  practice ;  but  it  does  make  commissions  fed 
that  effective  regulation  is  a  matter  of  increasing  difficulty. 

My  conclusions  are:  Utility  credit  is  not,  after  all,  a  matter  determiaed 
entirely  by  the  condition  of  the  individual  company  or  group.  Individual 
groups  are  judged  in  the  light  of  the  collective  reputation  of  the  entire  in- 
dustry and  this  reputation  can  be  more  influenced  by  the  mistakes  of  a  fev 
groups  than  by  the  constructive  activity  of  the  majority. 

In  the  past  utilities  have  enjoyed  excessive  credit.  Credit  was  put  to  ab- 
normal uses  in  some  cases.  The  great  users  of  credit  during  this  period  were 
the  groups  and  super-groups. 

Interconnection  and  large-scale  production  are  normal  economic  develop- 
ments especially  in  the  electric  industry.  However,  grouping  as  it  has  mani- 
fested itself  in  recent  years,  is  largely  a  financial  phenomenon.  Grave  doubts 
exist  as  to  whether  financial  consolidations  are  socially  necessary. 

Grouping  may  be  justified  from  the  investors'  point  of  view  solely  if  it 
makes  possible  the  employment  of  the  insurance  principle  of  diversifying 
risks  to  obtain  investment  security.  In  practice  there  has  been  a  tendenej 
in  some  cases  to  neglect  this  principle  and  to  confuse  it  with  or  subordinate 
it  to  the  practice  of  pyramiding.  A  surprising  number  of  the  larger  and  bel- 
ter holding  companies  reflect  financial  pyramiding. 

It  should  be  recognized  that  the  same  general  plan  of  fiTi^nrmg  csiaot 
be  used  for  all  groups.  Differences  with  respect  to  such  matters  as  the  sta- 
bility of  earnings  and.  V\ve  e\«^%t\e\ty  of  expenses  should  be  given  especial  ear 
phasis  in  financial  pVaimVn^  iw  \vf\dci:n%  ^\sii:^viAfi&« 
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It  should  be  recognized  that  a  financial  plan  which  is  built  upon  the  premise 
of  securing  for  the  promoters  all  of  the  economies  of  large-scale  management 
is  dangerous  and  unwise  and  not  politically  practical  in  the  long  run.  From 
this  point  of  view  the  capitalisation  of  all  profits  arising  out  of  service  con- 
tracts bj  the  holding  company  is  questionable  policy. 

A  clear  distinction  should  be  drawn  between  the  quality  and  permanence 
of  certain  items  of  "other  income"  on  the  one  hand  and  ordinary  operating 
revenue  on  the  other  hand.  The  former  ought  not  to  be  capitalized  by  holding 
companies. 

In  the  interests  of  the  security  holders  of  holding  companies  there  should 
be  more  effective  restrictions  upon  the  pledging  of  holding  company  assets 
ms  collateral  for  bank  loans.  For  instance^  it  is  fundamentally  inconsistent 
to  attract  investors  to  the  preferred  stock  of  a  holding  company  and  then 
to  pledge  all  of  the  assets  of  the  latter  to  finance  an  acquisition  that  may 
often  be  a  very  speculative  venture. 

It  should  be  recognized,  from  a  public  relations  point  of  view,  that  pre- 
ferred stock  sold  to  customers  should  be  protected  by  a  substantial  conmion 
stock  equity.  This  means  that  customers  ownership  campaigns  may  well  be 
limited  to  the  preferred  stocks  of  operating  companies.  Even  then  it  is  well 
to  recognize  that  a  preferred  stock  will  never  have  the  safety  and  stability 
which  a  customer  owner  believes  it  should  have  as  long  as  bonds  occupy  a 
place  of  any  prominence  in  the  financial  structure  of  the  company. 

There  seems  to  be  some  objection  to  the  selling  of  holding  company  pre- 
ferred stocks  to  customers  and  small  investors.  Pyramiding  practices  have 
made  many  such  stocks  very  insecure.  Also  it  has  been  contended  that  holding 
company  preferred  stock  holders  are  sought  as  allies  to  assist  the  group  in 
resisting  the  lowering  of  service  charges  made  by  operating  company  to  hold- 
ing company. 

Again,  in  case  of  reorganization,  those  in  control  can  disregard  preferred 
stockholders'  interests  of  holding  companies  much  more  easily  than  the  pre- 
ferred stocks  of  operating  companies  subject  to  commission  regulation. 

The  most  effective  method  of  self  help  that  the  industry  can  employ  is  the 
encouragement  of  a  realistic  attitude  toward  regulation.  The  great  majority 
of  substantial  groups  have  this  attitude,  but  they  are  suffering  from  the  un- 
compromising views  and  practices  of  a  minority.  Attempts  on  the  part  of  a 
few  groups  to  avoid  state  regulation  and  to  divorce  the  interests  of  the 
jMirent  and  operating  companies  are  largely  responsible  for  the  present  drive 
for  federal  control. 

Paul  J.  Raver. — Dr.  Morehouse  has  given  us  one  of  the  most  interesting 
and  helpful  discussions  of  rate-making  that  I  have  heard  recently.  Indeed, 
he  need  not  have  confined  its  title  to  rate-making  in  the  depression  for  it  is 
snflBlGiently  broad  in  its  scope  to  cover  conditions  and  uncover  problems  which 
irill  require  consideration  for  some  time  to  come. 

Dr.  Morehouse  indicates  that  in  Wisconsin  the  differentials  between  class 
^ates  have  been  narrowed  between  1929  and  1932  when  computed  on  the 
^▼erage  revenue  per  kilowatt  hour  sold.  As  he  points  out,  his  data  probably 
^reflect  a  more  drastic  curtailment  of  consumption  in  the  lower  blocks  ^1 
^xnrer  and  coimoerclal  jjs^n  than  in  th^  low^r  blocks  oi  ^omt^Vie  Q«tAT>ss£^ 
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tion  thus  bringing  into  sharper  relief  the  significance  of  the  fixed  daige 
component  in  the  former  two  classes. 

Some  preliminary  results  of  a  nation-wide  study  of  the  changes  in  cla« 
rate  differentials  from  1980  to  the  middle  of  1988  may  be  of  interest.  These 
data  are  computed  from  the  N.E.L.A.  and  Edison  Electric  Institute  lUU 
Books  for  1980  and  1988.  The  results  are  now  available  for  all  towns  over 
twenty  thousand  population  in  twelve  states.  The  states  with  the  number  of 
towns  in  each  are  as  follows:  South  Dakota,  one;  Tennessee,  five;  Utah,  two; 
Vermont,  one;  Virginia,  seven;  Washington,  four;  West  Virginia,  seven; 
Wisconsin,  fifteen;  Minnesota,  three;  Mississippi,  three;  Missouri,  ei§^; 
and  New  Jersey,  thirty-two. 

By  comparing  the  average  rate  per  kw.  hr.  for  definite  amonnts  of  coasump- 
tion  in  the  residential,  commercial,  and  industrial  classes,  the  unequal  effect 
of  the  depression  on  consumption  in  each  class  is  eliminated  and  the  tStdt 
of  rate  reductions  on  each  class  of  consumer  is  more  accurately  disclosed. 
This  was  done  in  the  above  study  for  three  consumption  groups — ^low,  medium, 
and  high.  The  low  consumption  group  is  25  kw.  hrs.  per  month  for  residential, 
540  kw.  hrs.  per  month  for  commercial,  and  7200  kw.  hrs.  per  month  for  in- 
dustrial. The  medium  consumption  group  is  50  kw.  hrs.  per  month  for  res- 
dential,  1440  kw.  hrs.  per  month  for  commercial,  and  48,600  kw.  hrs.  per 
month  for  industrial.  The  high  consumption  group  is  100  kw.  hrs.  per  monik 
for  residential,  4500  kw.  hrs.  per  month  for  commercial,  and  482,000  kw.  hrs. 
per  month  for  industrial.  These  consumers  were  assumed  to  be  typical  of  a 
certain  range  of  conditions  which  we  do  not  need  to  detail  here. 

The  average  results  for  the  eighty-eight  towns  over  twenty-thousand  popn- 
lation  in  the  above  twelve  states  follow: 

Ratio  of  Average  Commercial  Pmrcr 
Rates  to  \he  Average  Residential  Rate 

19S0  lifSS 

1.  Low  Coiuwnption  Oroup 

Commercial  lighting   1:1^  1:1J8 

Industrial  power   li2M  1£J8 

2.  Medium  Consumption  Group 

Commercial  lighting ItlJl  1:1J9 

Industrial  power 1:840  1A24 

8.  High  Consumption  Oroup 

Commercial  lighting 1:1.41  1:150 

Industrial  power 1 A81  lAO 

On  the  basis  of  these  preliminary  figures  it  would  seem  that  the  smaO 
domestic  user  did  not  fare  so  well  as  the  small  commercial  or  small  pover 
customer  in  the  rate  reductions  from  1980  to  1988  since  he  paid  1.26  times 
the  commercial  average  rate  in  1980  and  1.28  times  that  average  in  IMS. 
Likewise,  he  paid  2.84  times  the  average  power  rate  in  1980  and  2.88  tioei 
that  rate  in  1988.  However,  domestic  consumers  in  the  medium  and  lu^ 
consumption  groups  apparently  received  relatively  more  consideration  is 
rate  reductions  than  commercial  and  power  customers  in  the  medium  aai 
high  consumption  classes.  For  example,  domestic  consumers  using  100  W* 
hrs.  per  month  in  1980  paid  an  average  rate  8.81  times  the  average  rate  for 
power  customers  using  482,000  kw.  hrs.  per  month,  but  in  1988  they  p^ 
only  8,6^  times  as  tkuc^\>«^^^^  ^m^OcA  %«xfiit  vcoaxuits  of  consumptiim. 
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If  we  single  out  the  ^ye  cities  of  more  than  twenty-thousand  population  in 
Tennessee^  which  are  included  in  the  above  eighty-eighty  we  get  results  still 
more  favorable  to  the  domestic  consumers: 

Comparison  of  Rate  Reductions  in  Ten- 
nessee Commercial  and  Power  Rates  to 
the  Average  Residential  Rate 

19S0  19SS 

1.  Lam  CanswrnptUm  Onmp 

Commercial  lighting 1x1.18  1:1.17 

Industrial  power 1 A82  \AM 

S.  Medimn  Oonswmptian  Onmp 

Commercial  lighting  1:1.19  ItlM 

Industrial  power I»k07  li8.84 

&  High  Conswmption  Group 

Commercial  lighting 1:14I6  IxUl 

Industrial  power 1:4J57  1:4.00 

Here  is  a  definite  narrowing  of  the  spread  between  domestic  and  other 
classes  of  consumption  for  small  as  well  as  large  consumers. 

The  question  naturally  arises:  Is  the  potential  competition  of  the  Ten- 
nessee Valley  Authority  a  factor  in  the  more  favorable  consideration  given 
to  domestic  consumers — especially  the  small  domestic  consumers — as  com- 
pared to  commercial  and  power  consumers  in  these  ^vt  cities  in  Tennessee? 
Such  a  conclusion  could  hardly  be  drawn  if  the  figures  cited  here  were  the 
result  of  changes  in  rates  taking  place  prior  to  the  creation  of  the  T.VA. 
However^  four  out  of  the  ^ve  cities  noted  here  had  changes  in  the  residential 
rates  in  the  September,  1988,  Supplement  to  the  1988  Rate  Booh.  In  addi- 
tion, the  fifth  city,  Memphis,  secured  a  rate  reducation  for  residential  cus- 
tomers about  two  weeks  ago.  Reductions  of  some  $860,000  per  year  for  resi- 
dential customers  were  secured  by  informal  negotiation  between  the  company, 
the  city,  and  the  state  commission.  This  reduction  would  tend  to  narrow  the 
spread  in  our  data  for  Tennessee  still  more  than  shown  above.  These  facts 
tjnite  definitely  reflect  the  potential  competition  of  the  T.V.A.  in  narrow- 
ing this  spread. 

Until  this  study  is  completed  for  the  country  as  a  whole  and  can  be  ana- 
lyzed more  critically  in  the  different  geographic  sections,  it  will  be  impossible 
bo  show  conclusively  what  classes  of  customers,  if  any,  are  being  favored 
3ver  others  in  rate  reductions.  The  above  data  are  presented  here,  however, 
as  indicating  a  partial  substantiation  of  the  findings  by  Dr.  Morehouse  in 
B^isconsin  on  an  entirely  different  basis  of  comparison. 

L.  R.  Nash. — ^Most  of  the  widespread  agitation  for  reduction  in  public 
itility  rates,  particularly  those  of  electric  power  companies  with  which  this 
discussion  deals,  originates  in  one  or  more  of  the  following  causes:  an  as- 
ramed  lower  cost  of  service;  reduction  in  other  prices  and  the  cost  of  living; 
propriety  of  sharing  in  the  results  of  depression ;  reduced  value  of  services ; 
uid  unclassified  political  causes. 

As  a  matter  of  fact  there  has  been  no  substantial  decrease  in  the  cost  of 
slectric  service  other  than  for  minor  items  of  supplies  and  labor.  Certain 
important  items,  including  taxes,  are  substantially  higher.  Although  whole- 
lale  all-commodity  prices  have  receded  to  about  pre-wai  \e;Yt^,  ^^iiV:;  c«^ 
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straction  costs  are  still  about  70  per  cent  higher.  At  least  50  per  cent  of  the 
average  cost  of  electric  service  relates  to  charges  on  fixed  capital. 

While  cost  of  living  is  still  about  25  per  cent  higher  than  pre-war,  the 
average  cost  of  domestic  electric  service  is  about  87  per  cent  lower. 

There  is  public  demand  that  utility  rates  vary  with  business  oonditioiu  u 
do  other  prices.  Is  it  socially  desirable  that  such  fluctuations  should  occur? 
Regulatory  policies  developed  during  the  past  twenty-five  years  have  general- 
ly held  that  they  should  not.  This  policy  was  maintained  during  the  1921 
depression  but  less  completely  during  the  present  one.  The  reasons  for  tiiii 
policy  involve  the  important  factor  of  utility  credit  which  must  be  such  that 
funds  can  be  obtained  for  service  extensions  and  expansions  demanded  bj 
customers.  Apparently  the  commissions  have  believed  that  stable  rates  and 
sustained  credit  were  more  to  the  advantage  of  customers  thaun  unstable  rates, 
the  variations  in  which  would  affect  the  cost  of  living  of  the  average  familj 
by  a  minor  fraction  of  1  per  cent.  Obviously  public  utility  rates  cannot  be 
adjusted  to  meet  customers'  ability  to  pay  any  more  than  can  prices  of  ood- 
modities  generally.  Value  of  service  is  a  very  indefinite  factor. 

There  is  no  national  authority  over  utility  rates.  Utility  national  associa- 
tions advise  as  to  rate  forms  but  not  levels  and  there  has  until  recent  yean 
been  a  definite  tendency  toward  standardisation.  This  tendency  has  been 
upset  during  the  present  depression  by  political  rather  than  eeonomie  or 
technical  influences. 

The  conference  method  of  adjusting  utility  rates,  at  least  temporarilT 
during  a  depression,  yields  satisfactory  results  in  the  absence  of  political 
influences.  Perpetual  inventories  would  be  helpful  in  rate  cases,  bat  tbe 
upkeep  cost  might  amount  to  more  than  the  occasional  preparation  required 
for  formal  cases. 

The  assessment  of  regulatory  costs  upon  utilities  results  in  an  assessment 
of  their  customers.  They  would  approve  this  when  rates  are  reduced,  but 
would  be  less  pleased  with  paying  for  the  cost  of  increases  which  may  some 
time  be  in  order. 

Regardless  of  other  reasons  for  rate  readjustments,  the  fact  that  facilities 
installed  with  good  business  judgment  are  temporarily  idle  should  not  be 
given  consideration.  If  such  facilities  were  excluded  from  a  rate  base,  ntili^ 
credit  would  be  seriously  impaired. 

A  stabilizing  reserve  which  would  permit  rate  adjustments  withoirt  inte^ 
fering  with  utility  credit  is  theoretically  practicable  but  such  a  reserve  can- 
not be  drawn  up  until  it  has  been  created  and,  as  a  practical  matter,  rate 
reductions  which  such  a  reserve  permits  are  not  readily  eliminated  when  tfae 
need  therefor  disappears. 


IMPERFECT  COMPETITION 
Joseph  A.  Schumpbtbr,  Chairman 

rHKODORX  O.  Yntema. — ^What  I  have  to  say  is  a  digest  of  a  rather  lengthy^ 
luiical  article  which  I  hope  later  to  publish  in  full. 
I7Iie  conditions  for  equilibrium  in  an  Industry  are  these: 

1 .  The  prospects  of  profits  must  not  be  so  great  as  to  attract  additional 
ais  into  the  industry  or  so  small  as  to  cause  the  exit  of  existing  firms, 
istracting  from  obstacles  to  entry  into  and  exit  from  the  industry  and  from 
Terences  between  firms,  this  becomes:  price  must  equal  average  cost  in- 
idlng  normal  profit  for  each  enterprise. 

2.  For  every  individual  firm,  incremental  revenue  must  equal  incremental 
st  at  all  margins. 

Since  these  criteria  and  their  implications  have  been  developed  by  other 
'iters^  they  need  not  be  elaborated  in  this  abstract. 

A  few  terms  require  definition:  Revenue  and  price  are  always  net  of 
Lzisportation  costs  to  purchasers.  Selling  costs  are  those  which  affect  the 
mand  for  a  firm's  product  but  are  not  directly  dependent  on  volume  of 
tpnt.  Production  costs  are  dependent  on  the  firm's  output  but  do  not  affect 
mand.  Hybrid  production  and  selling  costs  are  directly  dependent  on  out- 
t  but  also  affect  demand;  they  are  usually  due  to  modification  of  product; 
j;.,  by  change  in  grade,  style,  or  service. 

As  a  basis  for  the  analysis,  ^ve  typical,  but  not  in  all  cases  universal, 
aracteristics  of  demand  and  cost  curves  for  the  individual  firm's  product 
e  assumed: 

1.  The  elasticity  of  the  average  cost  of  production  curve  increases  with 
tpnt  until  it  reaches  infinity  at  the  point  of  minimum  cost. 

2.  With  price  fixed,  the  average  cost  of  selling  begins  to  rise  while  the 
erage  cost  of  production  is  still  falling  and  the  combined  curve  therefore 
aches  its  minimum  to  the  left  of  the  low  point  on  the  production  cost  curve. 

3.  The  demand  curve  for  the  product  of  the  individual  firm  has  a  negative 
>pc. 

4.  Marginal  revenue,  the  additional  income  from  the  sale  of  an  additional 
lit,  with  price  variable  but  selling  outlay  constant,  decreases  as  quantity 
Id  increases  or  as  price  decreases. 

5.  At  and  near  equilibrium  the  elasticity  of  demand  may  increase,  remain 
iC  same,  or  decrease  as  quantity  increases,  but  it  cannot  increase  as  rapidly 
I  the  elasticity  of  the  average  cost  curve. 

From  these  assumptions  and  from  the  marginal  equalities  defining  the 
laximum  profit  position  of  the  individual  firm  several  useful  theorems  may 
e  deduced.  They  are  stated  here  without  proof  because  of  limitations  of 
pace. 

Theorem  1.  If  two  cost  curves  are  combined  by  adding  ordinates,  the 
csulting  curve  at  any  quantity  has  an  elasticity  between  the  elasticities  of 
he  two  other  curves. 

Theorem  2,  Similarly,  if  from  a  curve  of  given  elasticity  a  curve  of  lower 
^Asticity  at  corresponding  quantities  is  subtracted  verliCAW^)  V)[i<&  x^sv^Vkim^ 
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curve  has  a  higher  elaaticity  than  the  minaend  curve  at  correspondiiig  quanti- 
ties. 

Theorem  S.  If  Belling  and  production  costs  are  separable^  a  net  demaad 
curve  may  be  obtained  by  subtracting  average  selling  cost  from  price.  At 
each  respective  quantity  the  price  and  average  selling  cost  are  always  Om 
optimum  for  the  firm;  i.e.^  selling  costs  are  carried  to  the  point  at  whidi  te 
marginal  increments  of  price  and  average  selling  cost  are  eqoaL  It  should 
be  observed  that  the  successive  price  points  from  which  average  selling  cost 
is  subtracted  do  not^  except  by  coincidence^  lie  on  the  same  demand  curve, 
since  variations  in  the  optimum  selling  activity  shift  the  demand. 

Theorem  4.  The  slope  of  the  net  demand  curve  at  any  point  can  be  ascer- 
tained by  subtracting  from  the  appropriate  demand  curve  a  carve  of  average 
selling  cost  with  unitary  elasticity;  i.e.^  one  which  is  obtained  by  spreading 
the  fixed  total  selling  cost^  optimum  for  that  quantity^  over  a  variable  qosa- 
tity. 

Theorem  6.  From  the  criteria  for  equilibrium  and  from  assnmptioii  fbir 
(relative  to  the  marginal  revenue  decreasing  with  price)>  it  can  be  shovB 
Ibat  at  any  given  point  the  net  demand  curve  is  more  elastic  than  is  tk 
relevant  demand  curve  at  the  same  height.  The  term  "relevant  demand  corfe* 
designates  that  curve  from  which  the  point  on  the  net  demand  curve  was  de- 
rived. 

Neglecting  external  economies  of  large-scale  industry^  it  can  be  shown  fron 
the  preceding  assumptions  and  theorems  that  the  introduction  of  advertif- 
ing  into  an  industry  under  a  system  of  monopolistic  competition  has  the  fol- 
lowing results. 

Case  i.  If  advertising  does  not  alter  the  individual  firm's  elasticity  d 
demand,  the  output  per  firm  is  larger,  and  if  marginal  production  cost  Is  on- 
changed,  price  is  the  same;  if  marginal  production  cost  rises,  price  is  higber; 
if  marginal  production  cost  decreases,  price  is  lower. 

Case  i9.  If  advertising  increases  the  individual  firm's  elasticity  of  demsii^ 
output  per  firm  is  still  larger,  and  if  marginal  cost  of  production  is  mf 
changed,  price  is  lower;  if  marginal  cost  of  production  rises,  price  may  k 
either  higher  or  lower ;  if  marginal  cost  of  production  decreases,  price  is  lower. 

Case  5.  If  advertising  decreases  the  elasticity  of  demand  the  ou^t  pcf 
firm  may  be  either  larger  or  smaller.  If  size  of  firm  is  decreased,  price  ii 
higher.  If  size  of  firm  is  increased,  and  if  marginal  cost  of  production  is  SB- 
changed,  price  is  higher;  if  marginal  cost  of  production  rises,  price  is  stiD 
higher;  if  marginal  cost  of  production  decreases,  price  may  be  either  hi^ 
or  lower. 

The  factors  making  for  a  reduction  in  price  as  a  result  of  advertising  ixt 
an  increase  in  elasticity  of  demand  for  the  individual  firm  and  falling  maiginl 
production  cost.  Conversely,  the  factors  leading  to  a  rise  in  price  are  i 
decrease  in  elasticity  of  demand  and  rising  marginal  production  cost. 

In  view  of  these  conclusions,  it  would  be  pertinent  to  inquire  into  the  is- 
fluence  of  advertising  on  elasticity  of  demand  for  the  product  of  the  is- 
dividual  enterprise.  Without  pursuing  this  study  in  detail,  it  may  be  obserted 
that  informational  advertising  which  augments  the  knowledge  of  buyers  witk 
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e  to  existence  of  firms^  product  characteristics^  and  prices^  tends  to 
e  demand  more  elastic.  Such  advertisings  especially  if  coupled  with 
onomies  due  to  increase  in  size  of  firm^  is  clearly  desirable.  On  the 
md,  advertising  stressing  differentiation  of  firm  and  product^  e.g., 
J  reputation^  trade-mark^  tends  to  make  the  demand  less  clastic.  Un- 
I  decrease  in  elasticity  is  neutralized  by  falling  marginal  cost,  such 
ing  can  be  defended  only  by  showing  its  desirability  on  other  grounds. 
RD  H.  Chamberlin. — In  monopolistic  competition^  each  producer  is 
i  as  a  monopolist^  the  demand  for  whose  product  is  more  or  less 
lepending  on  the  extent  to  which  he  is  subject  to  the  competition  of 
tes  for  his  product.  The  demand  curve  with  which  he  has  to  reckon 
«n  be  highly  elastic,  but  is  never  perfectly  elastic,  i.e.,  horizontal, 
r  pure  competition.  His  cost  curve  (average  unit  costs)  is  U-shaped, 
ing,  because  of  the  economies  of  large-scale  production,  to  a  mini- 
tint  and  rising  again  thereafter  as  the  optimum  output  is  exceeded. 
lilibrium  price  and  output  are  defined  by  the  requirement  that  each 
r  seeks  to  maximize  his  profit.  The  familiar  way  of  representing 
by  fitting  between  the  two  curves  just  described  a  profit  rectangle 
mum  area.  Another  method  much  used  recently  involves  the  construe- 
wo  new  curves,  one  of  marginal  revenue  and  another  of  marginal  cost. 
rginal  revenue  curve  indicates  at  any  point  the  addition  to  total 
due  to  the  sale  of  the  last  unit  of  product.  It  is  derived  from  the 
curve,  which  may  be  regarded  as  an  average  revenue  curve.  The  mar- 
^enue  curve  lies  at  all  points  below  the  demand  curve  because  each  unit 
rough  forcing  down  the  price  of  the  others,  adds  to  total  revenue  a 
ich  is  smaller  than  its  own  price. 

r  monopolistic  competition  there  may  or  may  not  be  monopoly  profits, 
demand  curve  lies  above  the  cost  curve  over  a  part  of  its  length, 
ly  profits  will  be  earned.  If,  however,  the  competition  of  substitutes 
ent  to  push  it  back  to  the  point  of  tangency  with  the  cost  curve,  there 
Qo  profits  above  the  necessary  minimum  which  is  included  in  the  cost 
n  either  case,  the  scale  of  production  is  smaUer  and  the  price  higher 
would  be  under  conditions  of  pure  competition.  The  individual  firm 
nailer,  it  follows  also  that  the  number  of  firms  is  larger  than  under 
mpetition.  This  condition,  I  hold,  obtains  wherever  the  products  of 
t  producers  are  in  any  degree  or  respect  differentiated  from  each 
nd  this  means  over  almost  the  entire  economic  system. 
)ut  raising  controversial  questions  about  the  productivity  theory  itself, 
)u  to  accept  it,  at  least  for  purposes  of  this  argument,  as  valid  under 
iitions  of  pure  competition  to  which  it  has  always  been  implicitly  or 
y  related.  We  may  distinguish  three  different  meanings  of  the  term 
al  product."  It  may  refer  to  the  physical  product,  to  the  value  of  the 
I  product,  or  to  the  value  product,  which  is  added  to  the  total,  in 
e,  by  the  presence  of  the  marginal  unit  of  the  factor.  The  value  of 
ginal  physical  product  is  simply  the  physical  product  multiplied  by 
ig  price,  and  will  be  hereafter  referred  to  as  the  "marginal  product." 
rginal  value  product,  on  the  other  hand,  refers  to  the  added  value — 
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the  total  value  (price  per  imit  multiplied  by  the  number  of  unita) 
the  laat  uxiit  of  the  factor  is  used,  less  the  total  value  when  it  is  not  oaed. 

In  adjusting  his  factors^  whether  under  pure  competition  or  nnder  monopo- 
listic competition^  the  entrepreneur  is  clearly  interested  only  in  the  margiiiil 
value  product  of  each.  But  under  pure  competition^  since  the  producer  en 
change  his  output  without  appreciable  effect  on  price^  this  will  always  be  iden- 
tical with  the  marginal  product.  In  other  words,  under  pure  competition  tlie 
demand  curve  for  the  product  of  an  individual  producer  being  a  horixontal  line, 
his  marginal  revenue  curve  coincides  with  it.  Marginal  revenue  is  always 
equal  to  selling  price.  Hence  marginal  product  and  marginal  value  prodnd 
to  the  individual  producer  are  always  identical.  It  is  for  this  reason  thsti 
interested  only  in  a  factor's  marginal  value  product,  the  entrepren«ir  sr- 
rives  nevertheless  at  paying  it  its  marginal  product. 

Under  monopolistic  competition  the  marginal  value  product  of  a  factor  to 
any  individual  producer  is  inevitably  smaller  than  its  marginal  product.  Sinee, 
in  adding  more  labor,  the  entrepreneur  is  guided  by  the  former  rather  dm 
by  the  latter,  it  follows  that  he  will  never  find  it  profitable  and  he  wiU  oftea 
find  it  impossible  to  pay  to  any  of  the  factors  their  marginal  products.  It 
will  be  impossible  if  competition  has  pushed  his  demand  curve  to  the  left 
until  all  surplus  profit  is  eliminated.  If  the  demand  curve  lies  further  to  tk 
right,  the  surplus  profit  obtained  may  or  may  not  be  great  enough  to  pennft 
each  factor  to  be  paid  its  marginal  product,  but  if  we  assume  that  entre- 
preneurs seek  to  maximise  their  profits,  none  of  it  will  be  put  to  this  off 
anyway,  and  the  lot  of  the  other  factors  is  in  nowise  changed.  There  is  no 
escaping  the  conclusion  that  even  a  slight  element  of  monopoly  necesssiilj 
reduces  the  remuneration  of  all  factors  below  their  marginal  productivitj. 
The  same  conclusion  is  reached,  of  course,  by  the  use  of  the  marginal  revcme 
curve. 

It  should  be  emphasized  that  the  deviations  of  the  distributive  share  fno 
the  marginal  product  are  always  in  one  direction — ^the  share  is  alwsjs 
smaller.  This  fortifies  conclusions  stressed  elsewhere  in  the  general  AaatJ  c 
of  monopolistic  competition,  that  pure  competition  is  an  extreme,  a  limit)  t 
rather  than  a  norm.  Actual  prices,  distributive  shares,  and  conditions  of  ^ 
production  generally,  do  not  tend  towards  or  oscillate  about  what  tliej  ib 
would  be  under  pure  competition.  Rather,  they  tend  towards  norms  in  tk  d 
definition  of  which  the  monopoly  elements  must  be  given  full  recognitiaS'  ic 
Except  where  the  price  processes  are  actually  those  of  pure  competitioD) 
competitive  theory  is  a  distortion  of  reality  rather  than  an  approximatioB 
of  it. 

It  has  been  taciUy  assumed  up  to  this  point  that  the  product  added  bj 
another  laborer  in  any  firm  is  a  net  addition  to  social  product,  not  offset 
by  a  lessened  product  elsewhere  in  the  system.  This  may  well  be  tmc.  Bsl 
let  us  look  briefly  at  the  case  where  it  is  not.  There  are  a  number  of  ressotf 
why  prices  may  rest  permanently  and  normally  at  some  level  higher  tins 
that  to  which  unrestrained  price  competition  would  carry  them  wherever  sbJ 
particular  seller  is  in  direct  competition  with  only  a  few  others,  a  conditio 
which  obtains  over  «^  \«ii^  section  of  industry.  It  is  a  possible  result  t^ 
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wherever  there  are  restraints  on  price  competition — actual  or  tacit  agree- 
ments, business  or  professional  "ethics"  which  condemn  the  "price-cutter/' 
the  imposition  of  retail  prices  by  the  manufacturer,  or  by  tradition  or  cus- 
tom, price  control  by  the  NRA,  and  in  general,  the  expenditure  of  com- 
petitive energy  in  other  directions  than  that  of  price  competition.  If  prices 
are  held  up  by  these  factors,  there  can  be  a  larger  investment  of  resources 
in  the  field  without  diminishing  the  profits  earned  by  each  firm.  In  so  far  as  it 
is  possible  for  new  firms  to  set  themselves  up  and  secure  a  part  of  the  busi- 
ness, they  will  do  so,  and  a  condition  of  general  excess  capacity  may  develop 
disguised  by  the  fact — if  entry  to  the  field  is  unrestricted — that  profits 
generally  are  not  above  the  competitive  level.  Under  these  circumstances 
what  is  the  marginal  social  product  of  any  factor  of  production  as  more  re- 
sources are  employed?  The  productivity  to  society  of  any  factor  or  of  any 
group  of  factors  composing  an  enterprise  must  be  considered  as  the  total 
product  it  creates  less  that  which  its  presence  prevents  others  from  creat- 
ing. Let  us  suppose  that  three  filling  stations  are  adequately  supplying  the 
wants  of  a  district  at  going  prices  when  a  fourth  company  sets  itself  up 
in  business.  What  product  does  the  new  station  add?  If  the  outcome  is  simply 
the  sharing  of  the  available  business  by  the  four  at  the  old  prices,  as  it  is 
Tery  apt  to  be,  it  is  difficult  to  see  where  there  has  been  any  addition  at  all. 
The  utilities  created  by  the  newcomer  less  those  no  longer  created  by  the 
three  others  is  approximately  zero.  To  be  sure,  there  may  be  some  additional 
convenience  to  those  for  whom  the  new  station  is  more  advantageously  located. 
The  product  then  wiU  not  be  zero,  but  it  will  be  far  less  than  that  indicated 
by  regarding  the  new  firm  alone.  There  is  a  further  complication  since  each 
firm  is  enjoying  a  reduced  volume  of  sales,  average  unit  costs  are  higher, 
and  it  may  be  that  the  prices  of  aU  will  be  adjusted  upwards  in  order  to 
cover  costs.  On  this  score  it  is  conceivable  that  the  total  utilities  of  the  com- 
munity will  be  even  less  than  before  the  newcomer  made  his  appearance, 
higher  prices  leaving  less  of  incomes  to  be  spent  on  other  conmiodities.  All 
of  these  considerations  must  be  taken  into  account,  and  it  would  surely  be 
difficult  to  formulate  accurately  the  net  product  added  by  the  new  firm  or 
by  any  factor  which  it  employs.  Having  formulated  it,  it  would  be  further 
necessary,  in  order  to  apply  the  marginal  productivity  theory,  to  show  an 
identity  between  this  net  social  product  and  the  marginal  value  product 
to  the  new  firm,  which,  as  we  have  already  seen,  governs  the  incomes  of  the 
factors  employed  by  it.  In  this  case  of  general  excess  capacity  it  appears 
that  monopolistic  competition  results  in  a  marginal  product  to  society  which, 
if  not  negative,  is  at  least  far  less  than  the  marginal  product  to  an  individual 
firm.  The  marginal  value  to  an  individual  firm  which  governs  the  return  to  the 
factors  it  employs  probably  lies  somewhere  between  the  two. 

It  would  be  possible  to  escape  the  difficulty  by  interpreting  the  productivity 
theory  generally  in  terms  of  value  product  instead  of  in  terms  of  the  value 
of  the  product.  I  have  found  only  two  writers  who  have  done  this.  Professor 
Knight  argues  for  value  productivity^  incidentally,  without  always  making  it 
dear  whether  he  has  reference  to  the  individual  firm  or  to  an  industry.  He 
says,  "The  variations  in  physical  contribution  and  in  the  value  of  that  con- 
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tributlon  when  an  addition  to  any  kind  of  agency  ia  made^  work  in  the  i 
direction  and  moat  be  added  to  give  the  total  decrease  in  the  value  product 
We  shall  call  the  aggregate  variation  by  the  name  of  dimiTiighlng  Take 
productivity^  or  simply  diminishing  productivity^  which  most  always  be  dia- 
tingnished  from  the  diminishing  physical  returns."^  Again,  in  the  descriptiai 
of  the  distributive  process  working  itself  out,  he  says,  "remunerations  will 
rapidly  be  readjusted  towards  the  values  which  the  individuals  contribote 
to  the  output  of  the  groups  with  which  they  work."*  It  ia  only  when  faced 
with  measuring  a  value  contribution  to  the  social  total  that  Professor  Knigiit 
is  forced  to  retreat  from  his  earlier  definition  and  to  hold  (with  the  usml 
interpretation  of  the  productivity  theory)  that  an  individual  "will  get  tbe 
value  of  the  physical  contribution  which  he  makes,  enough  value  inoome  to 
buy  it."*  The  fact  that  this  contradicts  the  definition  of  marginal  productiritj 
already  given  seems  to  pass  unnoticed,  and  elsewhere  he  is  consistent  witli 
the  first  statement.  More  recently  Mrs.  Robinson  has  defined  marginal  pnh 
ductivity  as  value  productivity — ^in  her  own  words,  "marginal  physical  pro- 
ductivity multiplied  by  the  marginal  revenue  to  the  unit  or  group  under 
consideration."*  To  be  sure,  she  is  well  aware  of  the  importance  of  the  dis- 
tinctions we  have  made,  and  defines  exploitation  (with  Pigou)  as  a  wage 
less  the  marginal  physical  product  of  labor  valued  at  its  selling  price,  even 
discussing  means  whereby  what  seems  to  me  an  inevitable  outcome  of  monopo- 
listic competition  might  be  avoided.  Nevertheless,  there  are  strong  objections 
to  aUowing  the  concept  of  productivity  to  be  metamorphosed  in  this  way. 

The  first  is  that  such  a  definition  leads  logically  to  the  conclusion  thst 
monopoly  is  productive.  This  view  Professor  Knight  with  consistency  defends 
at  some  length,  taking  J.  B.  Clark  and  his  followers  to  task  for  holding  that 
a  monopolist  appropriates  product  created  by  other  agents.'  Yet  if  monopolj 
is  productive^  the  destruction  of  utilities  is  put  on  a  par  with  their  creation, 
and  hi  fact  there  is  no  longer  any  means  of  distinguishing  between  the  two. 
The  monopolist  who  destroys  goods  or  restricts  his  production  in  order  to 
increase  the  total  value  of  the  remainder  is  thereby  productive.  Any  co^ 
relation  whatever  between  increased  production  and  welfare  must  disappear 
at  once.  Under  such  a  theory,  only  that  labor  would  be  productive  which 
was  applied  on  conmiodities  the  demand  for  which  had  an  elasticity  greater 
than  unity.  Surely  this  is  to  reduce  economics  to  absurdity. 

The  second  objection  is  that  a  value  productivity  theory  of  distribution 
must  stop  short  with  the  individual  firm.  Even  under  pure  competition  it  is 
flatly  untrue  except  in  this  restricted  sense.  It  is  universally  true  that  evert 
factor  of  production  is  paid  according  to  the  value  it  adds  to  the  indiridoal 
firm's  totals  but  except  under  pure  competition  there  is  no  relation  whatever 
between  this  and  its  product.  There  is  simply  no  bridging  the  gap  betwees 
the  value  product  to  the  individual  firm  and  what  is  truly  important,  the 
value  of  the  product  to  society. 

*  Risk,  Uncertainty  and  Profit,  p.  lOi. 
*Ibid.,  p.  106. 

*  Ibid.,  p.  107,  note. 

*  Economic*  of  Imperfect  Competition,  p.  287. 
•Op.  cit.,  pp.  186-9. 
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My  conclusioxis  may  be  briefly  summarised.  Whether  under  pure  competi- 
tkm  or  mider  monopolistic  competition^  each  factor  always  receiyes  its  mar- 
ginal value  product  to  the  individual  firm.  Under  pure  competition  this  is 
equal  to  its  marginal  product  to  the  firm  and  likewise  its  marginal  product 
to  society.  Under  monopolistic  competition^  however^  this  is  always  less 
than  its  marginal  product  to  the  firm^  and  bears  a  very  uncertain  relation^ 
if  any,  to  its  marginal  product  to  society.  In  the  case  of  selling  costs,  there 
seems  to  be  no  marginal  product,  either  to  the  firm  or  to  society,  with  which 
a  comparison  might  be  made.  Our  inquiry  would  also  seem  to  indicate  that 
it  is  only  under  pure  competition  that  the  interest  of  the  business  man  co- 
incides exactly  with  that  of  society.  A  slight  admixture  of  monopoly  alloys 
his  interest  in  production  with  a  degree  of  interest  in  restricting  it,  and  a 
hl|^  degree  of  interest  in  producing  wants  instead  of  goods. 

WiLXJAM  Jaww£, — Current  solutions  of  monopoly  or  oligopoly  problems 
yield  results  that  are  descriptive  of  partial  equilibria  or  at  best  of  temporary 
equilibria.  In  order  to  arrive  at  a  definitive  equilibrium  it  is  not  sufficient 
to  atody  "the  action  of  sellers  alone  (or  of  buyers  alone)  ,"^  but  it  is  indispen- 
sable to  study  the  actions  of  both  simultaneously  in  their  mutual  interactions. 
Price  determination  under  conditions  of  imperfect  competition  is  no  less  de- 
pendent on  the  equilibrium  of  the  economic  system  taken  as  a  whole  than 
is  price  determination  under  conditions  of  pure  competition.  As  a  first  ap- 
proximation to  the  solution  of  the  problem  of  oligopoly  price  conceived  as 
a  component  of  the  general  econ<miic  system,  I  have,  therefore,  attempted  to 
adapt  the  Walrasian  equations  to  a  simple  case  of  imperfect  competition  where 
only  one  commodity  is  produced  by  an  oligopoly  while  all  other  commodities 
are  produced  within  the  competitive  scheme  of  things.^ 

Let  us  assume,  first,  that  we  have  before  us  L6on  Walras'  general  system 
of  equilibrium  established  for  the  perfectly  concatenated,  frictionless,  com- 
petitive case.  In  its  most  elementary  form,  this  system  may  be  described  as 
one  in  which  three  fundamental  conditions  are  simultaneously  realized:  each 
individual  in  our  given  universe  maximizes  his  total  satisfaction  as  far  as  his 
limited  resources  will  aUow,  the  effective  supply  of  each  commodity  is  equiil 
to  its  effective  demand,  and  the  price  of  each  commodity  is  exactly  equal  to 
its  cost  of  production.  Consequently  part  of  this  system,  supposing  that  there 
are  m  products,  will  consist  of  m  equations  expressing  equality  between  price 
and  cost  of  production,  thus 

p«(=  1)  =  atpt  +  a^pp  +  UkPk  +••••=  (Ta 

Pb  =  htpt  +  bppp  +  bkPk  -h     •  •  •  =  (Tfc 

(1)  Pc  =   C^i  +  CpPp  -h  CkPk  +   •      • 


(Tc 


Pm  =^«7>l  +''^pPp  +WljbP*  +••••=    Cm 

*  Edward  Chamberlln,  Ths  Theory  of  Eeonotnie  Competition  (1988),  p.  19,  foot- 
note 1. 

*I  am  indebted  to  Miss  Harriet  Postle,  a  graduate  student,  and  to  Professor  H. 
S.  Wall,  of  the  Mathematics  Department  of  Northwestern  University,  for  their  as- 
sistance in  working  ont  this  adaptation. 
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where  the  p's  are  prices^  the  subscripts  a,h,e,....m  designate  the  diffemt 
Idnds  of  commodities  {A),  {B),  {C), ....  {M),  the  subscripts  i,  p,k, . , .. 
designate  the  different  kinds  of  factors  of  production  (2*),  (P),  {K), . . .  , 
and  the  small  a'a,  b's,  e'a,  .  .  .  .^  etc.,  are  the  technical  coefficients;  Le^  liie 
quantities  of  each  factor  of  production  described  by  the  subscripts  that  eater 
into  the  fabrication  of  a  single  unit  of  {A),  {B),  {C),  •  .  •  .,  etc.  We  mijj 
therefore,  replace  our  itemized  account  of  this  sum  by  a  total  9a  for  the  ooit 
of  production  of  a  single  unit  of  (.A),  a^  for  the  cost  of  production  of  a  unit 
of  (B),  etc. 

Now  let  the  production  of  conmiodity  (C)  faU  into  the  hands  of  I  olig(^ 
lists — ^to  that  extent  modifying  the  perfect  competitive  case  with  which  we 
started.  Let  us  suppose,  furthermore,  that  the  I  oligopolists  pursue  a  lire- 
and-let-live  policy  as  defined  by  Coumot.  Then  po  will  no  longer  equal  9c 
but  will  become  something  greater.  How  much  greater  it  will  become  depaub 
upon  the  extent  to  which  each  oligopolist  can  realize  maximum  profits  givcB 
the  elasticity  of  the  total  effective  demand  for  (C),  given  the  cost  or  9c 
functions  for  each  oligopolist,  and  given  the  number  of  oligopolists.  In  snj 
case  we  can  say  that  the  new  pe  will  be  such  that 

(2)  Pc  =  (Tc,!  +  wi'.=  <rc,i  +  wt  =  •  •  •  •  =>•,!  +  «i 

where  the  numerical  subscripts  up  to  Z  designate  each  of  the  I  oligopolisti 
and  where  each  small  (d  represents  the  profits  per  unit  for  each  oligopolist 
indicated  by  the  subscript  of  the  6>.  But  each  9o  is,  as  in  the  competitive  eate^ 
a  function  of  the  output  of  each  producer.  Thus 

<^eil  *=  <^e,l(Sl) 

.gv  ^c,%  =  <rc,i(Si) 

where  the  S'a  represent  the  output  of  each  oligopolist.  Let  it  be  noted  pareo- 
thetically  that  we  are  assuming  for  the  sake  of  simplicity  that  these  function 
are  carry-overs  from  the  perfect  competitive  case,  so  that  they  are  not  netr 
variables.  Now  then,  letting  O^,  O,,  .  .  .  .  0{  represent  the  total  profits  of 
each  oligopolist,  it  follows  that 

,.v  Oi  Qt  Oi 

W  wi  =  —  I     wt  =  —  •  •  .  •  «i  =  —— 

Si  5,  Si 

Substituting  now  in  (2)  the  values  obtained  in  (8)  and  (4),  we  get 

Pc  -  <re,i(Si)  +  — 
oi 

(5)  ^'  "  '"^^^'^  +  J, 
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If  we  put  this  system  (6)  in  the  place  of  the  third  equation  of  system  (1) 
established  for  the  competitive  case^  we  shall  be  introducing  into  our  original 
system  I — 1  new  equations  containing  21  new  variables;  vis.,  I  new  S'a, 
and  I  CI' a.  It  now  remains  for  us  to  find  l+l  new  equations  which  are  neces- 
lary  conditions  of  our  problem.  Dr.  Erich  Schneider  in  his  excellent  Reine 
Theorie  monopolistischer  Wirttchafttformen  gives  I  of  these  required  equa- 
tions which  he  derives  from  Coumot's  solution: 

dSi       dS%  dSi 

Fhese  equations  are  necessary  conditions  of  our  problem,  for  they  are  condi- 
ions  of  the  relative  maximum  profits  obtained  by  each  oligopolist  within  the 
restrictions  of  the  live-and-let-live  policy. 
Finally  we  have  the  equation 

[V  Si  +  St+ +  5,  =  Se 

rhich  is  again  a  necessary  condition  for  it  asserts  that  the  total  supply  of 
[C)  is  limited  to  what  our  I  oligopolists  are  willing  to  offer. 

Now  we  have  as  many  new  equations  as  there  are  new  variables.  Provided 
iiat  the  a  functions  in  our  new  equations  are  continuous  and  differentiable, 
then  equations  (6),  (6),  and  (7)  characterise  the  economic  situation.*  These 
M]uations  offer  a  system  of  solutions.  At  one  extreme  we  have  the  Walrasian 
solution,  if  6>i  =  0  (f  =  1,  2, ....  n)  (n>M>Z)*.  At  the  other  extreme  we 
tiave  the  pure  monopoly  solution  which  gives  us  the  maximum  maximorum 
for  O.  And  in  between  these  two  extremes  relative  maxima  may  be  found  de- 
pending upon  the  conditions  imposed,  the  Cournot  live-and-let-live  condi- 
tions for  example. 

From  another  part  of  the  Walrasian* total  system  we  know  that 

(8)  S.  -  D, 

where  Do  is  the  total  demand  for  (C).  We  know  also  that 

(9)  Dc  =  F.(pi,  Pp,  Pk,  '  '  '  '  Pa,  PbfPc,   '  '  '  '  Pm)(Pa  =   1) 

which  is  arrived  at  by  the  action  of  all  buyers  striving  to  maximize  their  total 
latisfactions  by  the  utilization  of  limited  resources  in  exchange.  It  follows  that 

(10)  Si  -f-  iSt  + h  Si  «  F.(pi,  p^  p*. p«,  Pb,  p«. Pm). 

When  it  is  remembered  that  the  left-hand  side  of  this  equation  is  determined 
by  the  condition  of  relative  maximum  profits  for  each  seller,  and  that  the 
nght-hand  side  is  determined  by  the  maximization  of  buyers  satisfactions 

•Cf.  analogous  situation  in  Chamberlin,  op.  eit,,  pp.  180-81,  where  additional  con- 
ditions on  the  derivatives  are  shown  to  be  absurd  in  view  of  the  fact  that  no 
oligopolist  can  set  the  supply  of  any  other  oligopolist  as  he  pleases.  If  he  could, 
he  would  set  all  his  rivals^  supplies  at  lero. 

•  Smce  Qi^inSi  (t  -  1,  «. n)      (n>M>l\  it  follows  *^*  ||^  -  «*  +  *  |g^- 

But  under  competitive  conditions  ca<  »  0  and  t^  »  0.  Consequently  equations 
(0)  ars  sslisfied  for  the  competitive  cms. 
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within  the  restrictions  set  by  the  other  conditions  of  oor  system,  it  is  Ma 
that  a  definitive  equilibrium  monopoly  or  oligopoly  price  can  only  be  estib- 
lished  by  studying  the  actions  of  both  buyers  and  sellers  aimnltaneoosly. 

L.  A.  Morrison. — My  own  work  along  the  general  line  of  the  papen 
presented  at  this  conference  does  not  lead  me  to  believe  that  important  le* 
suits  are  to  be  obtained  by  the  use  of  the  traditional  method  of  economic 
theory  in  the  formulation  of  an  elaborate  theory  of  imperfect  competitkm. 
The  method  to  which  I  refer,  and  which  has  been  adopted  by  the  exponeoti 
of  the  theory  of  monopolistic  or  imperfect  competition,  consists  of  tracing 
out  the  mechanics  of  individual  self-interest  in  relation  to  economic  processes. 

The  more  familiar  theories  have  held  the  interest  of  economists  not  bectiue 
of  the  light  they  throw  on  the  actual  adjustment  and  variation  of  the  produc- 
tion, prices,  and  use  of  goods.  By  virtue  of  the  method  of  economic  tbeoir, 
the  tastes  of  people,  their  knowledge  of  the  forces  and  resoorces  of  nature, 
institutional  arrangement,  and  other  variable  conditions  are  excluded  fron 
its  field  of  analysis.  Even  if  these  theories  were  perfectly  correct  ezplanatioiis 
of  the  mechanics  of  self-interest,  they  would  provide  a  minimnm  of  informa- 
tion on  the  progress  of  events.  The  familiar  theories  are  important  because 
they  provide  the  rationalization,  the  casuistry,  of  a  system  of  free  enterprise. 
They  are  supposed  to  demonstrate  that  under  such  a  system  the  interests  of 
people  are,  in  general,  harmonious,  and  that  such  maladjustments  as  appear 
are  generally  and  normally  self-corrective.  These  theories  have  created  a 
presumption  against  social  interference  in  the  great  bulk  of  business  and 
industrial  activities,  and  it  has  been  on  account  of  the  bearing  of  these  theories 
on  matters  of  social  policy  that  so  much  attention  has  been  devoted  to  their 
refinement  and  elaboration. 

The  approach,  conceptions,  and  general  conclusions  of  the  orthodox  eco- 
nomics are  based  upon  the  assumption  that  competitive  price  theory  provides 
an  appropriate  basis  for  a  general  interpretation  of  business  and  industritl 
processes.  And  the  point  of  departure  of  the  theory  of  imperfect  competitioB 
is  the  denial  of  that  assumption.  According  to  the  later  view,  conditions, 
formerly  regarded  merely  as  imperfections  or  "frictions,"  really  invalidate 
competitive  price  theory  as  an  explanation  of  general  tendencies  and  "no^ 
mal"  market  behavior.  There  can  be  no  doubt  of  the  damaging  impact  of  the 
new  theoretical  development  on  the  generally  accepted  conclusions  of  eco- 
nomic theory.  The  idea,  however,  that  prices  and  commercial  activities  are 
adjusted  in  accordance  with  the  elaborate  principles  recently  set  forth  as 
theories  of  monopolistic  or  imperfect  competition,  is  based  upon  the  assiunp- 
tion  that  business  enterprises  have  exact  knowledge  of  the  effects  of  their 
policies  on  the  actions  of  others.  Such  knowledge,  business  enterprises  do  not 
possess,  and  economic  theory  cannot  provide. 

A.  J.  NicHOL. — One  fundamental  aspect  of  Professor  Chamberlin's  analj- 
sis  of  monopolistic  competition  is  the  assumption  of  a  perfectly  continnoas 
demand  curve  for  the  product  of  each  competitor.  The  same  assumption  has 
also  been  made  by  Mrs.  Robinson  and  other  writers  on  the  subject.  It  scdss 
to  me  very  doubtful  whether  this  assumption  represents  a  realistic  conditioD 
of  i^neral  si^&cance.  \3ii^«i  ^Q^^^  f^om^tLUon  any  competitor  who  raises 
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his  price  for  any  length  of  time  ever  so  slightly  above  the  general  price  level 
of  his  rivals  may  be  expected  to  lose  all  of  his  business.  In  extreme  cases 
of  product  differentiation  it  may  be  that  only  a  very  small  part  of  any  par- 
ticular competitor's  business  is  lost  to  him  when  he  raises  his  price  slightly 
above  the  general  level.  In  such  cases  Professor  Chamberlin's  continuous  de- 
mand curve  is  valid.  Usually,  however,  there  is  at  least  a  considerable 
minority  of  buyers  who  are  not  induced  by  advertising,  salesmanship,  serv- 
ice, or  other  considerations  to  form  a  distinct  preference  for  any  one  of  a 
munber  of  competing  products.  As  long  as  the  prices  of  all  these  products 
are  the  same,  any  choice  between  them  is  a  matter  of  indifference  to  some 
buyers.  When  the  price  of  any  one  of  the  competing  products  is  raised 
slightly  above  the  price  of  the  others,  neutral  buyers  may  be  expected  to 
cease  purchasing  the  dearer  product  even  though  others  with  a  distinct  prefer- 
ence continue  buying  it.  Thus  a  slight  price  difference  may  be  expected  to 
bring  about  neither  the  cessation  of  all  the  higher  priced  product's  sales 
nor  merely  a  very  small  fractional  change  in  sales,  but  some  intermediate 
fractional  change  much  larger  than  the  relative  change  in  price. 
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Graphically,  then,  the  demand  for  any  one  of  a  number  of  competing  prod- 
ucts is  represented  not  by  a  continuous  curve  but  by  a  curve  broken  at  the 
general  price  level.  PA  is  assumed  to  be  the  price  at  which  all  except  one 
of  several  competing  products  equally  in  demand  are  selling.  The  ^tlcfi.  ^1 
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one  and  only  one  of  the  products  is  assumed  to  cliange.  If  this  one  pTodud 
(like  its  rivals)  sells  at  price  PA,  a  quantity  OA  may  be  disposed  of;  but 
if  its  price  is  lifted  slightly  above  PA,  the  loss  of  the  trade  of  neutral  bujen 
may  decrease  its  total  sales  to  OB.  If  its  price  is  slightly  lowered,  its  sales 
may  be  augmented  by  the  purchases  of  neutral  buyers  to  a  total  of  OC.  Thus 
the  demand  curve  is  discontinuous  at  the  level  of  PA.  At  other  levels  above 
and  below  it  may  be  continuous.  We  have  then  a  demand  curve  with  two 
distinct  branches,  DE  and  FD.  Such  a  curve,  it  is  submitted,  confoims 
roughly  at  least  with  actuality  in  most  cases  of  so-called  monopolistic  com- 
petition. Assumption  of  such  curves  will  bring  about  a  marked  alteration  in 
some  of  Professor  Chamberlin's  conclusions. 
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SESSION  ON  THE  TRANSPORTATION  PROBLEM 

FUNDAMENTALS  OF  A  NATIONAL 
TRANSPORTATION  POLICY 

By  Haeold  G.  Moulton 
The  Brookings  Institution 

lat  are  the  fundamental  requirements  if  the  various  types  of  trans- 
ition agencies  in  the  United  States  are  to  be  welded  into  a  national 
portation  system  which  will  be  able  to  conduct  the  business  of 
portation  in  the  most  efficient  and  economical  manner  possible?  In 
zing  this  basic  problem,  I  shall  develop  my  discussion  under  the 
ring  headings :  (1)  The  principles  underlying  early  American  trans- 
ition development;  (2)  the  causes  of  haphazard  and  imco-ordi- 

development  between  1840  and  1988 ;  (8)  the  policies  that  must 
3e  adopted  by  the  government  to  secure  a  unified  transportation 
01 ;  (4)  the  relation  of  transportation  companies  to  the  process 
-ordination;  and  (5)  the  principles  which  should  be  followed  in 
ating  the  level  of  transportation  charges.  In  the  nature  of  the 

the  discussion  under  each  heading  will  have  to  be  of  a  summary 
icter. 

Peinciples  Undeelying  Eaely  Ameeican  Teakspoetation 
Development 

was  just  one  hundred  years  ago  this  decade  that  various  state 
-nments  in  this  country  embarked  upon  extensive  programs  of  pub- 
orks  in  the  form  of  canals,  railways,  and  turnpike  highways.  Fol- 
g  closely  upon  the  opening  of  the  Erie  Canal  and  the  invention  of 
ailway,  in  nearly  a  score  of  states  great  systems  of  co-ordinated 
jportation  agencies  were  projected.  The  costs  involved  were  not  to 
)me  by  the  taxpayers,  but  were  to  be  met  by  the  tolls  and  other 
^es  levied  against  the  users  of  these  transportation  agencies.  In- 

rather  than  being  a  burden  upon  the  taxpayers  it  was  assumed 
great  financial  profits  would  be  realized  by  the  state.  For  example, 
innsylvania  "it  was  predicted  that  the  tolls  would  support  the  gov- 
ent  and  educate  every  child  in  the  commonwealth."  In  Michigan 
)eople  were  assured  that  not  only  would  the  returns  from  trans- 
ition investments  prove  sufficient  to  pay  oflf  the  state  debt  speedily, 
hat  there  would  actually  be  "a  plethora  of  funds  in  the  treasury 
1  would  forever  free  the  inhabitants  of  Michigan  from  the  burdens 
xation."  These  hopes  of  financial  gain  were,  however,  rudely  shat- 

by  the  financial  crisis  of  1887  and  the  ensuing  depression. 
7o  significant  principles  stood  out  clearly  in  these  eatl^  ttws«^^T- 
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tation  programs.  First,  it  was  assumed  as  a  matter  of  course  that  traot- 
portation  service  should  be  paid  for  by  those  who  receiyed  the  direct 
benefits;  namdy,  shippers  and  travelers.  Second,  the  thinking  of  that 
day  was  in  terms  of  transportation  rather  than  merely  of  particalar 
types  of  transportation  agency.  Some  of  the  early  charters  conferred 
broad  titles  such  as  *^he  New  Jersey  Railroad  and  Transportatioii 
Company." 

Causes  of  UNCO-oaniNATSD  Dsvblopmxnt  Bxtwxxn 
1840  AND  1988 

As  a  result  of  the  disastrous  effects  of  the  crisis  of  1887  upon  the 
financial  condition  of  state  governments,  public  sentiment  turned  violentij 
against  government  participation  in  transportati<m,  and  revised  state 
constitutions  in  many  cases  explicitly  forbade  such  participati<m  in  the 
future.  It  appeared  likdy  in  the  early  thirties  that  our  transportation 
system  would  be  predominantly  constructed  and  operated  by  the  states; 
but  the  ensuing  financial  collapse  forced  transportation  development  to 
proceed  henceforth  largely  under  private  initiative. 

In  the  following  decades  state  highway  systems  largely  succumbed 
to  the  competition  of  the  railways ;  and  public  road  construction  became 
almost  exclusively  a  function  of  township  and  county  govemment.  Pri- 
vate enterprise  in  the  main  fought  shy  of  the  towpath  and  the  canal 
boat,  and  turned  to  the  steel  rail  and  the  iron  horse.  There  followed  as 
era  of  tremendous  railway  development  under  private  initiative,  an  out- 
standing characteristic  of  which  was  a  complete  lack  of  co-ordination 
— either  between  railway  systems  or  of  railways  with  other  forms  of 
transportation. 

The  decline  of  river  and  canal  traffic  in  the  sixties  and  seventies,  under 
the  pressure  of  railway  competition,  led  to  an  organized  movement  for 
the  preservation  of  water  transportation.  The  first  step  taken  was  the 
abolition  of  tolls — ^in  1888  by  the  state  of  New  York  on  its  state  canal 
system,  and  in  1884  by  Congress  on  all  federal  rivers  and  canals,  with 
the  exception  of  the  Panama.  But  even  when  the  overhead  costs  of  water 
transportation — capital  charges  and  maintenance — ^were  thus  trani- 
ferred  from  shippers  to  the  general  taxpayer,  the  water  routes  were  still 
unable  to  maintain  any  considerable  voliune  of  traffic. 

It  was  then  concluded,  erroneously,  that  the  explanation  of  the  failure 
of  water  transportation  to  survive  was  the  inadequate  depth  of  existing 
canals  and  river  channels.^  Hence,  about  the  turn  of  the  century  a  great 

'  The  truth  is  that  our  inland  waterways  were  typically  already  deep  eDOOgh  to 
accommodate  barges  of  the  most  efficient  type.  Most  of  Germany's  eztenstve  w•te^ 
borne  commerce  is  carried  in  barges  drawing  less  than  seven  feet  of  water. 


FundameniaU  of  a  National  Transpariatum  Polieg  85 

movement  was  inaugurated  for  the  rehabilitation  and  the  deepening  of 
our  inland  waterways.  Between  1890  and  1980,  expenditures  upon  inter- 
nal waterway  development  in  the  United  States,  exclusive  of  those  on  the 
Great  Lakes  and  seacoast  harbors,  have  amounted  to  $1,177,000,000. 
In  all  cases  both  the  initial  capital  charges  and  the  cost  of  maintenance 
are  borne  by  the  general  taxpayers,' 

The  development  of  our  waterways  during  the  past  thirty  years, 
which  has  been  carried  out  mainly  under  the  auspices  of  the  federal 
government,  has  in  no  sense  been  co-ordinated  with  other  aspects  of  our 
transportation  policy.  These  waterways  have  not  been  constructed  for 
the  purpose  of  supplementing  otherwise  inadequate  transportation  fa- 
cilities, nor  have  waterway  routes  been  in  any  way  articulated  with  other 
transportation  agencies. 

The  last  three  decades  have  also  seen  the  extensive  development  of  a 
third  great  agency  of  transportation;  namely,  state  and  national  high- 
ways. The  construction  of  hard-surfaced  long  distance  highways  was 
undertaken  primarily  for  the  purpose  of  accommodating  passenger  au- 
tomobiles, mainly  pleasure  bent,  but  as  soon  as  these  highways  became 
available  long  distance  truck  traffic  of  course  became  possible;  hence  a 
new  and  very  significant  competing  transportation  agency  arrived. 

These  new  super-highways  were  laid  out  without  the  slightest  refer- 
ence to  the  existence  of  rail  or  waterway  transportation  facilities.  They 
have  been  conceived  as  a  wholly  independent  form  of  transportation ;  and 
it  is  safe  to  say  that  neither  state  governments  nor  the  federal  govern- 
ment until  the  last  few  years  have  ever  given  the  slightest  thought  to 
the  rdation  of  highway  transportation  to  national  transportation  policy 
as  a  whole. 

During  the  last  thirty  years,  also,  we  have  witnessed  the  development  of 
an  extensive  pipe  line  milage  and  the  substantial  beginnings  of  air  trans- 
port. The  construction  of  oil  pipe  lines  began  as  early  as  1860  but  the 
rapid  growth  of  this  specialized  form  of  transportation  dates  from  about 
1900.  At  that  time  there  were  from  10,000  to  15,000  miles  of  pipe  lines 
in  the  country,  mainly  east  of  the  Mississippi  River.  At  the  end  of  1981 
there  was  a  total  oil  pipe  line  mileage  of  111,000  miles,  equal  to  about 
45  per  cent  of  the  total  railway  mileage  of  the  country.  Gasoline  pipe 
line  mileage  aggregated  8,210  miles. 

In  the  light  of  this  summary  history,  it  is  readily  apparent  why  we 
do  not  possess  in  this  country  a  unified  national  transportation  system 
or  anything  resembling  a  national  transportation  policy.  The  net  result 
of  our  haphazard  transportation  development  has  been  to  give  us  a 
great  excess  of  transportation  capacity,  even  in  normal  times,  unreason- 

'  On  the  Panama  Canal,  on  the  other  hand,  tolls  are  charged. 
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ably  high  transportation  charges,  and  a  heavy  and  quite  unnecessary 
burden  upon  the  American  taxpayer. 

PouciES  Rbquiked  fob  Sound  TaANSPo&TATiON  Unification 

We  turn  now  from  contemplation  of  the  existing  state  of  affairs  to 
the  problem  of  co-ordinating  our  transportation  agencies  in  the  light 
of  sound  national  policies.  I  shall  confine  myself  to  a  statement  of  the 
basic  principles  involved.  Discussion  of  the  need  of  co-ordination  or  oni- 
fication  of  transportation  agencies  usually  proceeds  upon  the  basis  of 
well-sounding  but  hazy  generalizations  to  the  effect  that  each  form  of 
transportation  has  its  logical  place  in  the  transportation  system  as  i 
whole,  and  that  each  should  therefore  be  retained  and  assigned  its  proper 
place.  But  such  a  statement  is  based  on  no  clearly  defined  principle. 
It  suggests  no  test  for  determining  the  proper  place  of  each  type  of 
transportation  agency.  The  preliminary  necessity  is  to  set  up  a  stand- 
ard for  judging  what  forms  of  transportation  are  best  adapted  to  oor 
needs. 

The  primary  transportation  requirement  may  be  stated  very  simply: 
We,  the  people,  require  of  our  transportation  agencies  one  primarj 
thing;  namely,  the  movement  of  commodities  and  people  in  the  cheapest 
and  most  efficient  manner  possible.  In  pursuit  of  this  objective  there 
should  be  no  predisposition  to  favor  any  particular  type  of  transports- 
tion  agency.  It  is  immaterial  whether  all  traffic  moves  by  one  form  of 
transportation  or  another;  whether  certain  types  of  trafilc  are  carried 
exclusively  by  some  particular  agency ;  or  whether  all  forms  of  tram- 
portation  are  used  as  parts  of  a  co-ordinated  system.  The  primary  r^ 
quirement  is  that  freight  and  passenger  traffic  shall  actually  move  by 
the  particular  transportation  agency,  or  combination  of  agencies,  whidi 
can  carry  it,  all  elements  of  cost  considered,  in  the  most  economical  and 
serviceable  way. 

What  changes  of  policy  are  required  in  order  to  make  sure  that  the 
test  of  economic  efficiency  will  be  applied  in  connection  with  the  further 
development  of  transportation  in  the  United  States?  The  answer  in  gen- 
eral terms  is  that  all  forms  of  transportation  must  be  placed  on  a  basis  of 
economic  parity  or  equality.  In  specific  terms,  this  means  that  all  traIl^ 
portation  agencies  must  be  treated  exactly  alike:  (1)  in  the  matter  of 
government  financial  aid;  (2)  with  reference  to  taxation;  and  (8)  as 
to  regulation.  When  this  is  done,  traffic  will  automatically  move  over 
that  agency  which  can  render  service  at  lowest  cost.  But  so  long  as  any 
particular  type  of  transportation  agency  is  given  special  advantagefl, 
in  the  form  of  subsidies  from  the  government  treasury,  exemption  from 
taxation,  or  freedom  from  the  regulation  of  rates,  standards  of  service, 


Fundamentali  of  a  National  Tramportation  Polioy  87 

wages,  etc.,  traffic  may  be  artificially  diverted  to  the  less  economical 
type  of  carrier. 

Existing  national  policies  result  in  a  complete  lack  of  economic  parity 
or  equality  as  between  our  various  transportation  agencies.  The  facts 
in  brief  with  reference  to  subsidies,  taxation,  and  regulation  respectively 
are  as  follows : 

1.  Government  subsidies  to  transportation.  Oil  and  gasoline  pipe 
lines  obtain  no  subsidies  or  free  service  of  any  kind  from  the  government. 
The  railroads,  taken  as  a  whole,  have  received  in  the  form  of  early  land 
grants  and  other  financial  aids  a  subsidy  equivalent  to  approximately  4 
per  cent  of  the  book  value  of  their  properties* — though  many  indi- 
vidual roads  have  received  no  grants  of  any  kind.  In  return  for  land 
grants,  railroads  are  bound  by  agreement  to  carry  mail  and  military 
supplies  and  troops  at  low  rates.  Air  transport  receives  large  financial 
aid  through  mail  subsidies  and  the  contribution  of  mimicipal  airports. 
Federal  aid  to  air  transport  during  the  fiscal  year  1982,  for  example, 
amounted  to  $26,774,027,  as  compared  to  contributions  from  passengers 
and  postal  patrons  of  approximately  $15,000,000. 

The  highways  are  constructed  chiefly  by  local  and  state  governments, 
with  some  aid  from  the  national  government.  Immediately  speaking, 
a  new  highway,  or  highway  system,  imposes  large,  direct  burdens  upon 
the  taxpayers  for  capital  and  maintenance  charges.  The  policy  has 
gradually  devdoped,  however,  of  recouping  costs  borne  by  the  govern- 
ment through  the  levying  of  registration  fees  and  gasoline  taxes.  By 
1980  it  appears  that  for  the  country  as  a  whole,  with  the  situation  vary- 
ing widdy  in  different  states,  the  income  from  special  motor  vehicle  taxes 
levied  against  the  users  of  state  highways  covered  approximatdy  80 
per  cent  of  the  costs  assignable  to  state  highways.^  In  the  case  of  local 
road  systems,  however,  highway  users'  taxes  covered  only  about  20  per 
cent  of  the  costs  involved. 

In  the  case  of  inland  canals  and  canalized  rivers  all  the  capital  costs 
and  maintenance  charges,  as  indicated  above,  are  borne  by  the  govern- 
ment, and  in  some  cases  the  government  itself  operates  barges  on  a 
basis  which  is  not  self-sustaining.  The  extent  of  government  subsidies 
to  water  transportation,  expressed  in  terms  of  ton-mile  rates  for  pur- 
poses of  comparison  with  rail  and  water  charges  to  shippers,  may  be 
indicated  by  a  few  concrete  examples. 

On  the  New  York  State  canal  system  the  cost  to  taxpayers,  for 
overhead  and  maintenance  charges,  amoimted  in  1981  to  7.84  mills  per 
ton-mile.  The  actual  freight  rates  paid  by  shippers  on  the  New  York 

*  For  details  see  Moulton  and  Associates,  Ths  Amsriean  Trampartatian  ProbUm, 
pp.  A96-98. 

*  Exclusive  of  dty  streets  which  form  integral  parts  of  state  highway  systems. 
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canals  averaged  about  4.5  mills.  The  inclusive  cost  of  water  transpor- 
tation on  the  Erie  is  thus  12.84  mills  per  ton-mile — ^which  is  equivalent 
to  14.81  mills  in  terms  of  the  shorter  railroad  mileage  between  Buffalo 
and  Albany.  The  average  freight  rate  per  ton-mile  on  the  New  York 
Central  Railroad  in  the  same  year  was  9.87  mills;  on  the  Erie  Railroad, 
9.72  mills;  and  in  the  central  eastern  region  as  a  whole,  10.82  mills. 
These  rates  represent  the  average  on  all  classes  of  freight,  while  the 
water  traffic  consists  largely  of  bulky  commodities.  Mention  may  also  be 
made  of  the  fact  that  out  of  the  rate  paid  by  railroads  provision  had 
to  be  made  for  taxes,  equivalent  to  approximately  .8  mills  per  ton-mile. 

On  the  Ohio  River  the  government  subsidy  to  shippers  amounted  in 
the  fiscal  year  1981-82  to  7.46  mills,  while  the  rates  to  shippers  aver- 
aged approximately  6  mills.  Since  the  distance  between  river  points  is 
typically  from  40  to  60  per  cent  greater  by  river  than  by  rail,  the  in- 
clusive water  rate,  in  terms  of  rail  mileage,  is  18.84  mills.  This  may  be 
compared  with  average  rates  on  the  Chesapeake  and  Ohio  Railroad  of 
5.97  mills  per  ton-mile.  The  foregoing  figure  for  the  government  subsidy 
is  computed  on  the  basis  of  total  traffic,  including  the  non-revenue  ton- 
nage arising  from  the  government's  dredging  and  construction  opera- 
tions. For  the  commercial  traffic,  of  which  about  86  per  cent  is  coal  and 
coke,  the  subsidy  amounts  to  something  like  22  mills  per  ton-mile. 

It  is  of  interest  to  note  how  and  when  non-revenue  tonnage  came  to 
be  included  as  water  traffic.  Prior  to  1924  sand  and  gravel  dredged  from 
river  channels  and  other  tonnage  growing  out  of  construction  work,  like 
railway  non-revenue  traffic,  were  not  included  in  the  traffic  figures.  But 
in  that  year  Mr.  A.  H.  Ritter,  statistician  for  the  United  States  Corps 
of  Army  Engineers,  thoughtfully  broadened  the  method  of  compilin|r 
waterway  traffic  data  to  include  everything.  During  the  last  decade  of 
large  waterway  expenditures  the  non-commercial  traffic  has  naturally  in- 
creased with  great  rapidity,  and  has  served  as  very  useful  •^evidence" 
before  Congress  as  to  the  successful  results  of  our  waterway  poKcT. 
With  this  non-commercial  traffic  excluded,  the  total  traffic  on  the  Ohio 
River  in  1980  appears  not  appreciably  greater  than  in  1905. 

On  the  Missouri  River  between  Kansas  City  and  St.  Louis  the  got- 
ernment's  subsidy  amounts  to  something  like  $8,000  a  ton  for  the  com- 
mercial traffic  moved.  In  1929,  the  last  year  for  which  the  non-revcnne 
and  commercial  traffic  are  shown  separately,  the  traffic  in  government 
materials  amounted  to  1,157,558  tons,  and  the  commercial  traffic  to 
779  tons.  This  779  tons  consisted  of  750  tons  of  logs,  10  tons  of  horses 
and  mules,  6  tons  of  cattle  and  hogs,  6  tons  of  com,  4  tons  of  machmerr, 
and  8  tons  of  "all  other."  To  move  this  traffic  at  a  saving  to  shippers  of  a 
few  thousand  doUars  the  unwitting  taxpayers  contributed  $6,090,294. 
I  say  unwitting  taxpa'sw%  "Vj^cwsa^,  wxAet  %.  v^%t.em  where  the  overhesH 
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costs  of  transportation  are  borne  by  the  government,  the  facts  as  to  the 
costs  inTolved  on  any  particular  project  lie  buried  in  the  general  ac- 
counting figures  of  the  Treasury,  and  become  known  only  when  someone 
gO^B  to  the  trouble  of  extracting  the  expenses  in  connection  with  spe- 
cific projects  and  allocates  these  charges  to  the  traffic  moving  over  the 
routes  in  question. 

2.  Taxation,  The  practice  with  reference  to  the  taxation  of  the  sev- 
eral types  of  transportation  agency  vary  widely.  Oil  and  gasoline  pipe 
lines  pay  their  proportionate  share  of  property  and  income  taxation ; 
that  is  to  say,  taxes  are  levied  against  the  physical  properties  and  in- 
come in  exactly  the  same  way  that  they  are  levied  against  the  property 
and  income  of  other  business  enterprises.  Railroad  taxes  are  also  levied 
in  accordance  with  general  taxation  principles.  The  property  taxes  ap- 
ply both  to  land  and  fixed  capital  investment  and  rolling  stock.  Airplane 
companies  are  subject  to  taxation  both  on  the  property  invested  in  air^ 
planes  and  on  income;  but  they  of  course  pay  no  taxes  on  municipal 
airports.  Boat  companies  are  obliged  to  pay  taxes  on  the  property  in- 
vested in  boats  and  on  income ;  but  the  water  highway,  whether  river  or 
canal,  is  untaxed.  Nor  do  the  boat  companies  pay  taxes  on  municipally 
contributed  piers  and  shipping  facilities. 

The  tax  issue  with  reference  to  the  highways  is  a  confused  one  and 
requires  careful  analysis.  So  far  as  personal  property  and  income  taxes 
are  concerned,  the  situation  is  clear.  Personal  property  taxes  on  motor 
vehicles  and  income  taxes  on  motor  vehicle  companies  are  in  general 
levied  in  accordance  with  the  same  principles  that  govern  the  taxation 
of  other  types  of  property  and  business  income.  There  is,  however,  a 
great  deal  of  variation  in  the  practice  among  the  several  states  with 
reference  to  the  levying  of  such  taxes. 

The  confusion  and  the  issue  arise  chiefly  in  connection  with  registra- 
tion fees  and  gasoline  taxes,  which  are  usually  designated  as  '^special 
motor  vehicle  taxes.'*  These  so-called  "taxes'*  are  not,  strictly  speaking, 
taxes  at  all,  as  is  readily  revealed  by  comparison  with  railroad  taxation. 
The  railroad  company  covers  the  cost  of  its  right-of-way  and  the  main- 
tenance thereof  from  revenues  derived  from  freight  and  passenger  rates. 
That  portion  of  the  revenues  which  is  assigned  to  cover  capital  charges 
is  called  interest  or  dividends,  and  that  which  goes  for  maintenance  is 
a  part  of  the  cost  of  operation.  If  the  contributions  of  highway  users 
in  the  form  of  gasoline  taxes  and  license  fees  are  sufficient  merely  to 
cover  capital  costs  and  maintenance  charges  incurred  by  the  state,  they 
represent  only  the  equivalent  of  interest  and  maintenance  charges  among 
the  items  of  railroad  expense.  After  meeting  interest  and  maintenance 
charges,  the  railroads  must,  however,  pay  taxes  on  their  physical  prop- 
erties for  the  general  support  of  government.  Not  \m\SL  \3afe  y^^^^^  ^^ 
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gasoline  taxes  and  license  fees  exceed  the  capital  and  maintenance  charges 
on  the  highways  borne  by  the  state  will  they  be  contributing  anythmg 
to  the  general  support  of  government ;  and  not  until  they  do  contribate 
something  for  the  general  support  of  government  can  such  levies  be 
properly  regarded  as  taxes. 

Two  issues  are  involved  in  the  question  as  to  whether  these  spedsl 
motor  vehicle  levies  should  be  made  to  exceed  the  costs  incurred  by  the 
state.  The  first  is  a  question  of  equity  in  taxation.  If  the  Talue  of  land 
in  public  highways  is  not  taxed — as  is  the  case  if  gasoline  and  license 
taxes  cover  only  capital  and  maintenance  charges — the  tax  bnrdois 
on  other  properties  must  be  proportionally  heavier.  Why  should  a  piece 
of  land  carved  out  of  farms  to  permit  the  passage  of  a  railroad  be 
taxed,  and  a  similar  piece  carved  out  for  the  purpose  of  a  highway  not 
be  taxed?  The  second  issue  relates  to  the  problem  of  economic  parity  in 
the  matter  of  transportation.  If  highway  real  estate  property  is  un- 
taxed while  the  railroads  and  pipe  lines  are  taxed,  the  latter  are  to 
that  extent  clearly  placed  at  a  competitive  disadvantage.  This  may 
mean  that  traffic  is  diverted  from  one  agency  to  another,  not  because 
of  greater  transportation  efficiency  but  simply  because  of  unequal  tax 
burdens. 

8.  Regulation.  Similar  variations  exist  with  respect  to  transportation 
regulation.  Our  various  agencies  of  regulation  are  wholly  unco-ordinated 
and  the  policies  that  have  been  developed  are  often  conflicting  in  pur- 
pose. Oil  and  gasoline  pipe  lines  are  under  the  general  supervision  of 
the  Interstate  Commerce  Commission,  but  there  has  been  little  attempt 
to  control  rates  or  other  elements  of  the  business.  Air  transport  regula- 
tion falls  under  both  the  Department  of  Commerce  and  the  Post  Office 
Department,  and  regulation  is  confined  to  problems  of  safety. 

The  regulation  of  motor  vehicles  is  subject  to  state  laws  governing 
the  use  of  the  public  highways.  The  regulations  are  concerned  mainly 
with  questions  of  public  safety,  including  liability  for  damage  or  in- 
jury; the  tj^es,  equipment,  dimensions,  and  load  limits  of  vehicles;  the 
qualifications  and  working  hours  of  operators;  and  the  conditions  of 
operation,  including  speed,  signals,  interference  with  the  normal  flow  of 
traffic,  etc.  In  the  absence  of  federal  regulation  the  states  also  exercise 
a  measure  of  police  control  over  interstate  motor  carriers,  requiring 
them  to  conform  to  certain  general  rules  and  regulations.  The  highways, 
so  far  as  the  federal  government  is  concerned,  are  under  the  jurisdiction 
of  the  Bureau  of  Public  Roads  of  the  Department  of  Agriculture.  TTiere 
has  been  little  regulation  of  wages  and  working  conditions  and  virtually 
no  regulation  of  rates. 

The  following  federal  agencies  are  concerned,  in  one  way  or  another, 
with  waterways  and  shipping:  the  Interstate  Commerce  Commission; 


Fundamentah  of  a  National  Transportation  Policy  41 

the  Corps  of  Engineers  of  the  War  Department;  the  Bureau  of  light- 
houses of  the  Department  of  Commerce;  the  Bureau  of  Navigation  and 
Steamboat  Inspection  of  the  Department  of  Commerce;  the  Coast  Guard 
of  the  Treasury  Department;  the  United  States  Shipping  Board;  and 
the  Inland  Waterways  Corporation  of  the  War  Department.  Regula- 
tions are  confined  largely  to  safety  considerations.  The  rates  which  in- 
land water  carriers  may  charge  are  not  regulated,  nor  are  the  wages 
and  working  conditions  controlled.  Interstate  coastal  rates  are  under 
the  control  of  the  Shipping  Board,  but  until  very  recently,  at  least,  there 
has  been  no  semblance  of  control. 

The  regulation  of  railroads  extends  to  nearly  every  phase  of  the  busi- 
ness, and  is  carried  on  by  both  federal  and  state  governments.  It  covers 
such  diverse  problems  as  safety  requirements  and  labor  conditions; 
capital  issues,  reorganizations,  and  consolidations;  the  construction  of 
new  lines  or  extensions,  and  the  abandonment  of  existing  routes;  and 
the  establishment  of  just  and  reasonable  rates — ^both  specific  rates  and 
the  general  level  of  charges. 

The  scattering  of  our  regulatory  agencies  over  many  departments 
of  government  inevitably  results  in  varied  and  confiicting  policies.  The 
very  system,  moreover,  militates  against  thinking  in  terms  of  transpor- 
tation as  distinguished  from  each  particular  form  of  transportation. 
We  cannot  make  even  a  beginning  toward  the  establishment  of  an  eco- 
nomically sound  national  transportation  system  until  our  system  of 
regulation  is  unified.  Efficient  co-operation  in  the  movement  of  traffic 
by  the  cheapest  possible  agency,  or  combination  of  agencies,  cannot  pos- 
sibly be  realized  under  an  unco-ordinated  regulatory  system  such  as 
we  now  possess.  Unified  federal  control  is  essential  for  the  establishment 
and  carrying  out  of  such  a  principle. 

Economic  parity  and  the  movement  of  traffic  at  lowest  actual  cost, 
it  should  be  repeated,  can  be  accomplished  only  when  all  forms  of  trans- 
portation are  treated  exactly  alike  in  the  matter  of  government  subsidy, 
taxation,  and  restrictive  or  other  regulations.  This  means — assuming  the 
government  is  not  also  to  subsidize  railroads — that  tolls  on  waterways 
must  be  levied  for  the  purpose  of  covering  capital  and  maintenance 
charges  now  borne  by  the  taxpayers.  It  means  that  aids  to  air  transport 
companies,  in  the  form  of  mail  subsidies  or  otherwise,  should  be  rapidly 
reduced  as  this  transportation  industry  emerges  from  the  stage  of  in- 
fancy. It  means — assuming  that  the  present  taxation  system  with  refer- 
ence to  railroads  and  pipe  lines  is  retained,  as  I  think  it  should  be — ^that 
the  special  automobile  taxation,  in  the  form  of  registration  fees  and 
gasoline  taxes,  must  be  increased  until  the  users  of  the  highways  contrib- 
ute, over  and  above  the  capital  and  maintenance  charges  borne  by  the 
state,  a  sum  equivalent  to  the  taxes  now  levied  on  railroads,  pipe  liaea^ 
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etc.  It  means  that  similar  regulatory  principles  must  be  estaUished  for 
the  several  forms  of  transportation. 

TEANSPOaTATION  COMPANIES  AND  Co-OaDINATION 

There  appears  to  be  little  possibility  for  effective  co-ordination  of 
our  transportation  agencies  in  the  common  business  of  transporting 
goods  so  long  as  they  remain  as  separatdy  organized  competing  com- 
panies. What  we  need  is  a  system  which  will  make  it  possible  to  more 
goods  from  point  of  origin  to  point  of  final  destination  with  the  nmii- 
mum  cost — ^which  may  mean  in  one  case  that  they  would  move  all  the  waj 
by  water,  by  rail,  or  by  truck,  whereas  in  other  cases  it  might  mesn  a 
utilization  of  several  types  of  transportation  agency.  So  long  as  the 
various  agencies  of  transportion  are  independent  each  one  always  desires 
to  move  the  traffic  all  the  way,  or  as  far  as  possible,  over  its  facilities. 
There  is  thus  always  an  attempt  to  make  rates  so  as  to  accomplish  this 
purpose. 

TTie  fundamental  difficulty  cannot  be  solved  by  having  the  govern- 
ment arbitrarily  adjust  rates  so  as  to  make  traffic  moTe  part  way  bj 
one  agency  and  part  by  another — for  the  question  of  the  cheapest  route, 
all  factors  considered,  varies  with  different  consigmnents  and  their  vary- 
ing requirements.  Such  a  problem  can  be  handled  effectively  only  by  a 
single  transportation  company  having  freedom  to  use  the  various  forms 
of  transportation  in  whatever  combination  experience  may  prove  to  be 
the  most  economical  in  moving  goods  or  persons  from  any  place  to 
anywhere.  The  public  is  interested  only  in  having  commodities  moved 
from  point  A  to  point  B  as  cheaply  and  as  efficiently  as  possible,  and 
has  no  concern  with  whether  it  moves  by  a  single  agency  or  by  a  com- 
bination of  several  agencies. 

The  fear  which  some  express  that  if  railroad  companies,  for  exampley 
were  permitted  to  engage  in  other  forms  of  transportation  they  would 
proceed  at  once  to  throttle  competition,  regardless  of  transpbrtation 
economies,  seems  groundless.  A  railroad  company,  converted  to  a  trans- 
portation company,  would  still  be  interested  in  maximum  profits;  and 
if  it  proved  cheaper  to  send  certain  commodities,  or  for  that  matter  all 
traffic,  by  truck,  or  bus,  or  airplane,  or  boat  as  the  case  might  be,  sach 
companies  would  be  shortsighted  indeed  if  they  failed  to  use  these  aIte^ 
native  agencies.  The  moment  a  railroad  company  becomes  a  transporta- 
tion company  the  point  of  view  of  the  management  with  reference  Ui 
using  trucks,  or  busses,  or  airplanes  automatically  changes. 

It  is  recognized,  of  course,  that  the  establishment  of  transportation 
companies  would  mean  the  abandonment  of  competition  between  the  va- 
rious types  of  transportation  agency  as  a  means  of  r^^atlng  rates. 
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The  transportation  business  would  become  more  completely  a  monoplj 
than  ever  before. 

The  attempt  to  control  railroad  rates  by  means  of  competition  has, 
in  my  judgment,  never  been  a  sound  method  of  regulation.  It  has  led 
to  extensive  duplication  of  transportation  facilities  and  imposed  enor- 
mous burdens  alike  upon  the  taxpayers  and  the  shipping  public.  Con- 
aider,  for  example,  the  expenditures  now  being  made  on  the  upper  Mis- 
sissippi River.  The  shippers  in  the  upper  Mississippi  territory  do  not 
expect  to  ship  any  great  quantity  of  goods  over  the  improved  Missis- 
sippi; but  once  they  get  potential  water  competition  they  will  be  in  a 
position  to  demand  a  reduction  of  railroad  rates.  Thus  we  expend  hun- 
dreds of  millions  of  dollars,  not  because  additional  transportation  fa- 
cilities are  needed  or  because  the  costs  of  transportation  would  thereby 
be  reduced  but  merdy  as  an  indirect  means  of  forcing  a  reduction  of 
railway  freight  rates,  which  the  Interstate  Commerce  Commission  al- 
ready has  power  to  reduce  if  considerations  of  public  policy  demand  it. 

If  all  our  forms  of  transportation  were  placed  upon  a  basis  of  eco- 
nomic parity,  with  the  full  costs  of  transportation  imposed  where  they 
belong — ^upon  the  shippers — and  if  then  the  business  of  transportation 
were  allowed  to  be  conducted  by  transportation  companies,  the  entire 
problem  of  transportation  regulation  would  be  enormously  simplified. 

Railroad  consolidation  in  one  degree  or  another  is  currently  being 
regarded  as  an  essential  step  in  the  process  of  reducing  the  burden  of 
overhead  railway  charges  and  of  effecting  economies  in  operation.  I  am 
inclined  to  believe  that  the  economies  which  are  possible  can  be  achieved 
in  fullest  measure  through  a  completely  unified  system — though  perhaps 
a  number  of  great  systems  would  possess  compensating  advantages. 
In  any  case,  the  ultimate  possibilities  for  economy  in  transportation 
can  be  realized  only  when  the  railroad  system  is  thoroughly  co-ordinated 
with  other  forms  of  transportation.  What  we  require  is  a  completely  in- 
tegrated national  transportation  system  conducted  by  transportation 
companies — ^with  the  public  interest  protected  by  means  of  appropriate 
federal  regulation. 

Reoulatino  the  Level  of  Teanspoetation  Rates 

Transportation  is  a  public  utility,  and,  whether  it  is  conducted  by 
specialized  types  of  agencies  or  by  integrated  transportation  companies, 
the  interest  of  the  public  in  good  service  and  in  just,  reasonable,  and 
non-discriminatory  rates  must  be  protected  by  the  Commission  and  the 
courts.  The  regulation  of  rates  involves  always  a  two-fold  problem:  (1) 
to  ensure  that  particular  rates  shall  be  fair  and  equitable;  and  (2)  to 
protect  the  public  from  possible  excessive  rates  for  railway  services  as 
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a  whole.  The  discussion  which  follows  pertains  only  to  the  latter  prob- 
lem. 

The  history  of  discussions  of  the  principles  of  rate  regulation  and  of 
our  experience  in  attempting  to  regulate  railway  rates  is  illuminatiiig 
in  more  ways  than  one.  First,  it  reveals  that  professional  economists, 
lawyers,  commission  officials,  and  jurists  alike  have,  in  many  cases,  al- 
lowed their  reasoning  to  be  profoundly  influenced  by  their  particular  in- 
terests and  desires.  Second,  it  shows  that  under  a  system  of  independent 
or  competing  transportation  companies,  regulation  of  the  general  le?d 
of  rates  with  a  view  to  ensuring  fair  profits  for  the  roads  as  a  whole 
is  impracticable.  Third,  it  indicates  that  instead  of  a  single  theory  of 
rate  regulation,  applicable  at  all  times  and  under  all  circumstances,  the 
conditions  of  a  dynamic  society  require  a  pragmatic  theory  of  rate- 
making.  Each  of  these  statements  necessitates  at  least  a  brief  explana- 
tion or  justification. 

1.  Changing  interests  and  shifting  views.  The  record  shows  dearlj 
that  views  as  to  the  relative  merits  of  the  cost  of  production  and  the 
cost  of  reproduction  principles  of  rate  regulation  have  shifted  with 
changing  conditions.  In  the  nineties,  when  the  cost  of  reproduction  was 
below  original  cost,  the  railroads  insisted  that  the  proper  basis  for  ad- 
justing rates  was  the  actual  amount  of  investment  that  had  been  made. 
On  the  other  side,  the  defendant  of  the  public's  interest,  William  J. 
Bryan,  argued  vigorously  in  Smyth  v.  Ames  (1898)  for  the  reproduc- 
tion cost  theory  on  the  ground  that  the  public  was  entitled  to  the  bene- 
fits of  progress.  With  the  subsequent  rise  in  prices,  particularly  daring 
the  World  War  period,  the  carriers  became  stanch  advocates  of  repro- 
duction costs,  whereas  the  representatives  of  the  public  contended  that 
such  a  principle  was  indefensible.  For  example : 

Where  the  financing  has  been  proper,  the  cost  to  the  utility  of  the  capital  required  to 
construct,  equip,  and  operate  its  plant  should  measure  the  rate  of  retuni  wlddi 

the  Constitution  guarantees  opportunity  to  earn The  rate  base  would  be  asee^ 

tained  as  a  fact,  not  determined  as  a  matter  of  opinion It  would,  when  once  mide 

in  respect  to  any  utility,  be  fixed  for  all  time  [italics  mine],  subject  only  to  incresMS 
to  represent  additions  to  plant,  after  aUowance  for  the  depreciation  included  in  fte 
annual  operating  charges.* 

So  long  as  the  cost  of  reproduction  remained  higher  than  origmal 
cost,  the  railroads  continued  to  favor  the  former,  and  defenders  of  the 
public  interest  continued  to  favor  the  latter.  But  since  the  great  de- 
cline in  prices  that  has  occurred  during  the  last  four  yean  and  the  £»- 
covery  that  something  like  26  per  cent  of  our  total  railroad  milea^ 
should  be  scrapped  in  the  interest  of  the  public  welfare,  views  are  again 
rapidly  shifting.  Railroads  and  investors  would  be  happy  indeed  if  ftej 
could  be  guaranteed  a  return  on  the  basis  of  original  cost;  but,  on  the 

•Mr.  Justice  Btandeis,  in  8outhwe$tem  Bett  TeUphone  Co,  ▼.  PmbUe  Serviee  Cm- 
miifion  of  Mwsouri,  ^G^  \3 .  S.  *n^^W^4y\  A<»». 
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other  handy  guardians  of  the  common  weal  find  it  difficult  to  believe  that 
the  public  should  be  expected  to  pay  rates  which  would  cover  the  costs  of 
obsolete  properties  and  permit  the  payment  of  interest  upon  the  high- 
cost  investments  of  pre-depression  days — ^however  prudent  they  may 
have  appeared  at  that  time.  It  is  insisted  that  the  capital  structure  on 
which  charges  are  to  be  met  should  be  reduced  far  below  the  physical 
Taluation  figures  compiled  by  the  Commission. 

2.  ImpraciicabiUiy  of  adjusting  the  rate  level.  Our  experience  in  the 
decade  following  the  passage  of  the  Transportation  Act  in  1920  has 
conclusively  shown  the  impossibility  of  regulating  the  general  level  of 
rates  of  a  large  number  of  railroad  corporations  so  as  to  give  the  roads 
as  a  whole  a  fair  return  on  the  investment.  Two  primary  difficulties  have 
been  disclosed. 

The  first  is  the  impracticability  of  the  engaging  but  ill-conceived  "re- 
capture" principle,  under  which  the  excess  earnings  of  certain  roads 
would  be  turned  into  a  common  pool.  All  parties  in  interest,  including  the 
Conunission,  are  in  agreement  that  this  scheme  will  not  work,  and  the 
"recapture  clause'*  has  fortunately  been  repealed. 

The  second  difficulty  arises  from  the  differing  conditions  that  exist 
in  different  parts  of  the  country  and  the  variety  of  considerations  that 
have  to  be  taken  into  account  in  fixing  rates.  Between  1920  and  1980 
the  Commission  made  little,  if  any,  use  of  its  physical  valuation  data  in 
the  adjustment  of  the  level  of  rates.  The  horizontal  increase  of  freight 
and  passenger  fares  in  1920  was,  in  fact,  justified  partly  on  the  ground 
that  a  larger  aggregate  return  was  desirable;  but  the  expected  results 
were  nullified  by  the  industrial  depression  which  shortly  followed.  The 
general  reductions  in  rates  granted  in  1922  were  not  made  with  a  view 
to  decreasing  excessive  railroad  earnings  but  in  the  hope  that  lower 
rates  might  increase  traffic  and  revenue.  Trunk  line  class  rate  advances 
in  1980  were  based  on  the  two-fold  consideration  of  financial  need  and 
capacity  of  the  traffic  to  bear  some  increase.  The  increases  of  1931  were 
granted  not  in  the  thought  that  they  would  ensure  a  fair  return  on  rail- 
road properties  as  a  whole  but  only  as  a  means  of  forestalling  bank- 
ruptcies, if  possible. 

Experience  has  also  demonstrated  that  it  is  impossible  to  adjust  rates 
from  year  to  year  so  that  all  of  the  railroad  systems  of  the  country  will 
enjoy  stable  earnings,  with  none  obtaining  excessive  returns.  The  Com- 
mission recognizes  "the  great  practical  difficulties  in  attempting  to  main- 
tain, even  approximately,  a  constant  level  of  railroad  net  earnings,  re- 
gardless of  changes  of  one  sort  or  another  in  economic  conditions.'** 
There  would  be  difficulties  involved  even  if  we  had  a  single  transporta- 

*72  Cong.  1  Sess.,  Railroad  Legislation,  Hearings  on  H.  R.  7116  and  7117  before 
tbe  Committee  on  Interstate  and  Foreign  Commerce,  1982,  p.  14. 
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tion  company  for  the  United  States  as  a  whole.  When  we  have  a  large 
number  of  independent  companies  operating  under  widely  varying  con- 
ditions the  difficulty  becomes  an  impossibility. 

8.  Need  of  a  flexible  rate  theory.  No  single  theory  of  ratennaking 
can  prove  satisfactory  when  prices  and  economic  conditions  are  fluctoat- 
ing;  and  if  prices  and  conditions  do  not  fluctuate  then  it  makes  not 
the  slightest  difference  whether  the  original  cost  or  reproduction  cost 
principle  is  utilized.  In  a  period  of  rising  prices  the  original  cost  theorj 
protects  the  public  from  higher  rates  than  are  necesaary  to  ensaxt 
adequate  railway  service ;  while  in  a  period  of  falling  prices  the  utilisa- 
tion of  this  principle  prevents  the  public  from  procuring  as  low  rates  as 
might  be  obtained  without  handicapping  transportation  devdojHnent 

Under  no  single  principle  of  valuation  can  we  escape  the  effects  of 
the  problem  produced  by  general  price  fluctuations  and  by  technological 
changes.  The  acceptance  of  either  the  investment  or  the  reproductioD 
cost  principle  as  the  sole  basis  of  rate  regulation  would  mean,  for  example, 
that  owners  of  obsolete  lines  should  now  somehow  be  permitted  a  re- 
turn upon  the  investment — computed  on  one  cost  basis  or  another. 

We  live  in  a  world  of  constant  change,  and  we  must  accordin^y  halt 
a  flexible  theory  of  rate-making.  What  we  want  is  a  transportation 
system  that  will  adequately  perform  the  transportation  service  required 
at  a  given  time,  expand  or  contract  to  meet  the  varying  needs  of  com- 
merce, and  also  provide,  in  so  far  as  possible,  the  stability  which  is 
required  in  the  interests  alike  of  shippers,  investors,  laborers,  and  the 
taxpaying  public. 

The  rule  of  rate  regulation  recently  suggested  by  the  Interstate 
Commerce  Commission  merits  endorsement.  It  reads : 

In  regulating  the  general  level  of  rates,  fares  and  charges,  the  Commission  siialli 
among  other  things,  be  guided  by  the  need  for  producing,  so  far  as  possible,  revenues 
which  will  be  sufficient  for  the  maintenance  of  an  adequate  national  raflway  truif- 
portation  system;  and  also  shall  recognise  the  principle  that  the  railroads  mty 
justly  earn  a  surplus  in  times  of  prosperity  as  a  safeguard  against  defkjcndes  in 
times  of  depression. 

If  the  word  "railway"  be  dropped,  this  statement  would  apply  to  the 
type  of  transportation  system  which  we  have  discussed  in  the  preceding 
section. 

This  suggested  rule  of  rate-making  allows  for  flexibility  in  administra- 
tion, emphasizes  the  duty  of  the  carriers  to  provide  the  most  efficient 
possible  transportation  service,  and  recognizes  the  necessity  of  earning 
revenues  sufficient  to  permit  the  roads  to  obtain  the  capital  that  ii 
necessary  for  the  efficient  conduct  of  transportation.  At  the  same  tiof^ 
it  does  not  imply  the  indefinite  maintenance  of  obsolete  railroad  proper 
ties  or  a  level  of  rates  out  of  line  with  the  changing  level  of  other  ooftf 
and  prices. 
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In  the  title  of  this  paper  the  word  ^^correlation"  is  chosen  instead 
of  the  more  commonlj  used  word  ^^co-ordination"  because  the  latter 
word,  in  its  principal  meaning,  connotes  equality  of  rank  or  importance. 
The  word  ^correlation"  avoids  the  connotation  of  equality  but  otherwise 
the  two  words  carry  the  same  idea ;  namely,  that  of  putting  two  or  more 
things  in  mutual  or  reciprocal  relationship.  The  two  things  in  this  case 
are  railroads  and  commercial  motor  vehicles. 

The  railroads  are  now  in  their  second  century.  The  motor  truck 
as  an  effective  agency  in  the  transportation  of  commodities  is  less  than 
twenty  years  old.  The  period  of  effective  use  of  the  motor  bus  as  a 
passenger  carrier  is  even  shorter,  but  since  1920  both  the  truck  and 
the  bus  have  had  rapid  and  spectacular  development.  The  railroads 
were  slow  in  recognizing  the  potentialities  in  commercial  highway  trans- 
portation when  the  competitive  threat  first  appeared,  but  they  are  now 
thoroughly  conscious  of  its  importance  and  further  possibilities.  The 
golden  opportunity  to  use  the  new  agency  as  a  correlated  supplement  to 
the  rails  was  allowed  to  pass.  The  policy  of  indifference  left  the  field  of 
motor  vehicle  development  to  others  and  the  later  efforts  of  the  rail- 
roads to  stifie  the  growth  in  highway  transportation  were  as  ineffective 
as  they  were  shortsighted.  Since  1928,  a  substantial  part  of  the  traffic, 
both  passenger  and  freight,  formerly  monopolized  in  large  part  by  rail- 
roads, has  gone  to  busses  and  trucks,  and  the  public  reaction  has  been 
to  extend  a  hdpful  hand  in  granting  comparative  freedom  from  regula- 
tion and  generous  terms  for  highway  use,  while  at  the  same  time  con- 
tinuing the  full  measure  of  regulation  of  railroads. 

Passenger  traffic  by  rail  has  been  decreasing  steadily.  The  rail  pas- 
senger miles  of  1982  were  but  86  per  cent  of  those  of  1920.  By  far  the 
greater  part  of  these  losses  are  the  result  of  greater  use  of  the  private 
automobile  but  in  absolute  totals  the  passenger  miles  produced  by  busses, 
especially  during  the  past  five  or  six  years,  are  impressive.  The  Inter- 
state Commerce  Commission  in  1982  expressed  the  opinion  that,^  general- 
ly speaking,  from  20  per  cent  to  80  per  cent  of  the  railroad  passenger- 
mile  losses  have  been  to  organized  highway  operations.  The  Commission 
estimated  further  that  the  ton-miles  produced  by  intercity  trucks  in 
1928  were  equivalent  to  4.7  per  cent  of  the  ton-miles  produced  by  rail- 
roads. Since  then  the  truck-borne  tonnage,  in  proportion  to  rail-borne 
tonnage,  has  been  steadily  increasing,  and  is  now  equivalent  to  more 
>  ''Ca-ordliiatlon  of  Motor  Transport,"  182  I.C.C.  400. 


48  American  Economic  Aaociatian 

than  10  per  cent.  The  seriousness  of  the  situation  from  the  railroid 
viewpoint  is  even  greater  when  considered  in  terms  of  revenue.  TIk 
greater  part  of  the  lost  tonnage  is  in  merchandise  and  other  high  gra^ 
freight  which  take  the  higher  dass  rates. 

The  main  purpose  of  this  paper  is  to  suggest  that  while  the  early  op- 
portunity of  bringing  about  effective  and  desiraUe  correlation  of  the 
two  agencies  was  missed  by  the  railroads  when  its  effectuation  would 
have  been  surrounded  by  the  minimum  of  difficulty,  the  desirability  <rf 
such  correlation  is  greater  now  than  it  was  in  earlier  years.  Even  thou^ 
the  opposition  to  such  correlation  may  now  be  more  formidable  thsn 
it  would  have  been  twelve  years  ago,  before  the  truck  and  bus  organiza- 
tions had  demonstrated  their  effectiveness,  nevertheless,  it  is  still  poi- 
sible  to  bring  about  correlation  on  a  comprehensive  scale.  Such  action 
would  be  beneficial  to  highway  transportation  as  well  as  to  rails,  and 
would  be  in  public  interest. 

The  secondary  purpose  of  this  paper  is  to  draw  attention  to  the  wide 
range  of  diversity  in  the  policies  of  the  several  states  in  the  nature  and 
extent  of  public  regulation  of  commercial  highway  transportation,  the 
lack  of  agreement  on  principles  fundamental  to  the  determination  of 
fair  taxation  or  other  charges  for  highway  use,  and  the  failure  of  the 
federal  government  to  exercise  in  the  field  of  interstate  hi^way  traoj- 
portation  the  regulative  principles  enforced  continuously  and  in  grow- 
ing degree  upon  railroads  since  1887.  A  reasonable  degree  of  uniformitj 
in  state  regulation,  agreement  on  a  rational  basis  for  the  division  of 
highway  costs,  and  the  extension  of  federal  control  over  interstate 
traffic  by  highway  as  well  as  by  rail,  are  all  desirable  ends  in  themselves. 
Preferably  they  should  precede  rather  than  follow  the  correlation  of 
the  two  transportation  agencies  on  a  comprehensive  scale. 

The  acid  test  to  which  all  such  proposals  should  be  subjected  is  that 
of  public  interest.  The  public  is  interested  in  having  at  its  disposal 
transportation  that  is  economic,  adequate,  dependable,  expeditious,  and 
fiexible.  Public  interest,  moreover,  requires  that  each  agency  of  trans- 
portation shall  have  a  true  economic  basis  and  that  public  policy  toward 
each  agency  shall  be  equally  fair.  One  agency  should  not  be  burdened  bj 
regulation  and  taxation  relativdy  heavier  than  that  imposed  upon  an- 
other. Public  interest  requires  also  that  the  agencies  of  transportation 
shall  be  progressive  in  the  adoption  of  new  improvements,  so  that  the 
public  may,  in  lower  costs  or  better  service  or  both,  enjoy  the  advantages 
inherent  in  advancement  in  art  and  science.  Public  interest  may,  there- 
fore, be  served  by  a  policy  under  which  a  new  agency,  with  promising 
possibilities  in  certain  services  economically  superior  to  the  old,  is  en- 
couraged during  the  early  period  of  development.  But,  once  beyond  the 
experimental  period^  the  new  agency  as  well  as  the  old  should  be  re- 
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quired  to  justify  continuation  by  competition  on  even  economic  terms. 
If,  under  reasonable  equality,  the  newer  form  demonstrates  its  economic 
superiority  it  would  be  unsound  public  policy  to  attempt,  for  the  pro- 
tection of  the  older  form,  to  stay  the  relentless  forces  of  obsolesence 
and  supersession.  The  forward-looking  policy  is  not  one  of  offensive 
struggle  on  the  part  of  motor  vehicles  to  cut  deeper  and  deeper  into  rail- 
road traffic,  nor  a  defensive  struggle  on  the  part  of  railroads  to  hold 
down  losses  by  wasteful  competition  and  hampering  the  progress  of  the 
new  competitor.  The  sound  policy  is  one  of  correlation  of  the  two  forms 
and  one  of  greater  use  of  the  new  form  within  the  organization  of  the 
old. 

Correlation  of  rail  and  highway  transportation  as  here  contemplated 
means  that  railroads  would  be  permitted,  under  appropriate  legislation 
and  adequate  governmental  supervision,  to  use  trucks  and  busses  as  sup- 
plementary agencies  on  the  public  highways  where  such  vehicles  are 
more  economical  and  provide  a  more  flexible  and  otherwise  better  type 
of  service  than  can  be  given  by  rails  alone.  It  means  that  there  would 
be  universal  adoption  of  the  principle  of  collection  and  delivery  of 
freight  and  possibly,  if  public  demand  therefor  exists,  door  to  door 
service  for  passengers.  It  means  that  many  terminal  operations  now 
involving  the  movement  of  freight  cars  through  metropolitan  areas  would 
be  supplanted  by  truck  service,  thereby  relieving  railroad  facilities,  im- 
proving service  in  congested  areas,  and  reducing  costs  and  improving 
service  on  light-traffic  branch  lines.  It  would  widen  the  zone  of  railroads 
by  extending  their  highway  service  to  sections,  both  urban  and  rural, 
not  now  directly  served  by  rail.  It  would  mean  that  through  passenger 
trains  would  be  relieved  by  supplementary  highway  service  of  some  of 
their  local  stops  and  thereby  enabled  to  make  the  through  run  in  shorter 
time  and  with  a  more  even  load ;  and  that  in  freight  service  the  concen- 
tration of  small  shipments  at  transfer  points,  and  the  dropping  and 
picking  up  of  tonnage  at  local  stations,  would  be  done  better  by  trucks 
than  by  the  slower  and  more  expensive  way-freight  trains.  It  does  not 
mean,  however,  that  the  railroads  alone  would  control  commercial  high- 
way transportation.  The  highways  would  still  be  open  to  independent 
operators  who  would,  on  even  terms  of  regulation  and  taxation,  act  as 
a  competitive  check  on  railroad  service. 

While  this  paper  deals  only  with  the  correlation  of  rail  and  highway 
transportation,  such  correlation  ideally  should  go  further.  It  should 
embrace  air  and  water  transportation  as  weU,  assuming  here,  as  in 
highway  transportation,  that  there  would  be  adequate  regulation  by 
governmental  authority.  The  desirable  devdopment  is  to  get  away  from 
uneconomic  waste  in  the  unnecessary  duplication  of  facilities  and  service, 
and  to  create  unified  transportation  companies  instead  of  separate  rail- 
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road  companies,  truck  companies,  bus  companies,  air  line  companies  and 
water  line  companies,  each  competing  not  only  with  rival  agencies  but 
also  with  each  other.  Public  interest  would  be  protected  by  competitioD 
between  each  of  the  small  number  of  co-ordinated  transportation  systems 
in  each  region,  as  contemplated  in  the  Interstate  Commerce  Commission's 
plan  for  consolidating  railroads.  Under  such  corrdation  of  the  se?enl 
agencies  within  the  one  transportation  company,  and  the  stimulus  of 
competition  between  the  companies  in  each  of  their  several  departments, 
there  should  be  no  retardation  of  further  development  in  any  sing^ 
agency,  such  as  motor  vehicles,  when  the  economic  or  social  desirabiUtj 
is  clear.  On  the  other  hand,  the  present  uneconomic  struggle  of  the  rsQ- 
roads  to  hold  to  the  rails  local  traffic  which  the  motor  vdiide  can  handk 
better  and  at  lower  cost,  and  the  uneconomic  efforts  of  the  motor  vdude 
operators  to  capture  a  larger  and  larger  part  of  long-distance  traflk 
which  the  railroads  can  move  as  quickly  and  at  lower  cost,  would  be 
avoided.  In  the  long  run  the  genersd  public  must  pay  the  cost  of  uneco- 
nomic transport  even  though  a  few  shippers  may  directly  benefit  for  a 
time  when  the  competitive  struggle  of  the  two  types  of  transportation 
leads  one  or  both  into  cutting  rates  below  the  cost  of  service. 

Here  and  there  throughout  the  country  we  find  examples  of  corrda- 
tion of  the  kind  here  advocated.  Collection  and  delivery  of  freight,  long  a 
successful  practice  in  England  and  Canada  but  held  back  here  became 
of  inertia  and  false  fears  of  complications,  is  now  well  established.  Here 
and  there  also  we  find  examples  of  economic  use  of  trucks  and  busies 
as  substitutes  for  local  trains  in  metropolitan  areas  and  for  all  trains 
on  unimportant  branch  lines.  But  by  and  large  the  possibilities  hsfe 
been  realized  in  but  small  degree.  On  the  one  hand,  we  find  progressive 
managements  with  forward-looking  ideas  on  correlation  and,  on  the  othtf 
hand,  we  find  an  even  greater  number  of  railroad  executives  who  vigor- 
ously oppose  "entangling  alliances"  of  any  kind  with  highway  trans- 
portation. 

For  those  who  hold  this  negative  viewpoint  there  is  this  to  be  swi 
Believing,  as  they  do,  that  highway  transportation  under  present  con- 
ditions is  not  only  relatively  free  from  regulation  of  the  kind  imposed 
on  railroads  but  is  also  enjoying  subsidies  in  the  use  of  public  higb- 
ways  at  less  than  full  cost,  they  assert  that  the  competitive  rdation- 
ships  are  unfair  and  that  it  is  unwise  to  talk  of  correlation  until  the 
competitive  inequities  have  been  corrected.  In  the  meantime  their  oiergies 
are  concentrated  upon  the  struggle  to  induce  the  state  legislatures  and 
the  federal  government  to  enact  drastic  regulation  to  curb  the  effective- 
ness of  highway  competition.  They  believe  that  under  an  equal  degree  of 
regulation,  and  a  requirement  that  commercial  vehicles  shall  pay  tbeJr 
full  share  ot  l\v^  V\^^«.^  cci%U^  the  railroads  should  be  able  to  tab 
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care  of  themselves  competitively  without  engaging  in  highway  transpor- 
tation. 

These  and  related  statements  merit  examination.  The  public  is  con- 
fused by  propaganda  from  both  sides.  Much  of  it  is  a  mixture  of  truth 
and  half-truth,  and  of  argument  sound,  partially  sound,  and  unsound. 
Unfortunately  the  scarcity  of  incontrovertible  fact,  and  the  ease  with 
which  the  meager  factual  data  may  be  bent  to  serve  partisan  arguments, 
bring  about  a  situation  in  which  the  **man  on  the  street"  is  bewildered 
'and  the  qualified  student  of  economics  has  difficulty  in  ascertaining  the 
truth. 

The  confusion  in  the  situation  is  the  result  of  a  combination  of  lack 
of  a  national  policy  in  highway  construction  and  of  adequate  informa- 
tion in  such  items  as  true  highway  costs  and  the  effect  of  commercial 
traffic  on  construction  standards  and  maintenance  expense. 

As  to  the  lack  of  a  national  policy,  it  may  be  noted  that  we  have 
not  as  yet  decided  whether  we  should  build  the  highways  for  the  vehicles 
or  whether  we  should  design  the  vehicles  for  the  highway.  The  diversity 
of  state  regulations  in  such  matters  as  maximum  dimensions  and  weights 
of  large  vehicles,  and  the  constant  changes  in  these  maxima,  leave  the 
highway  authorities  without  adequate  information  upon  which  to  de- 
termine highway  construction  standards,  and  likewise  force  tiie  motor 
vehicle  manufacturer  to  take  chances  on  the  design,  weight,  and  capacity 
of  vehicles  for  tomorrow's  use.  The  maximum  allowable  length  of  truck- 
trailer  combination  ranges  from  thirty-five  feet  to  eighty-five  feet  and 
the  maximum  gross  weight  from  ten  tons  to  approximately  sixty  tons. 
A  similar  diversity  appears  in  the  bases  for  registration  fees,  gas  taxes, 
and  other  taxes  and  charges.  On  a  common  carrier  three-ton  truck  of 
assumed  characteristics,  the  range  in  total  annual  fees  and  gas  taxes 
in  1981  was  from  $166  in  New  York  to  $1,272  in  North  Carolina.  The 
arithmetical  average  of  the  seven  lowest  states  was  $224.  For  the  seven 
highest  states  it  was  $942.*  This  wide  range  in  fees  and  taxes  is  in- 
fluenced, of  course,  by  differences  between  states  in  the  needs  for  funds 
for  highway  construction  and  by  the  density  of  traffic,  but  it  is  the 
result  also  of  variations  in  policy.  These  are  not  surprising  in  view 
of  the  fact  that  there  is  as  yet  no  agreement  on  fundamental  principles. 
We  may  here  mention  a  few  which  are  highly  controversial. 

First  to  be  mentioned  is  the  lack  of  definition  of  true  highway  cost. 
There  is  difference  in  opinion  as  to  whether  construction  expenditures 
diould  be  taken  as  the  actual  cash  outlay  in  a  given  year  or  whether  such 
cash  outlays  should  be  amortized  over  the  estimated  period  of  service 
life.  There  is  no  agreement  as  to  what  should  be  taken  as  the  service 

'  TaxaUon  of  Motor  Vehicle  Transportation,  National  Industrial  Conference  Board, 
1903. 
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life  of  pavement,  subgrade  and  other  elements,  nor  as  to  irtiether  ei- 
penditures  for  administration  and  policing  should  be  included.  Here 
and  there  we  find  those  who  suggest  that  interest  charges  should  indade 
not  only  the  actual  payments  on  bonds  and  notes  but  as  wdl  a  charge 
for  the  use  of  the  capital  investment  in  highways  as  they  stood  when 
their  use  by  motor  vehicles  began. 

Next,  there  is  the  moot  point  of  weight  to  be  given  to  ^communitj 
use."  Before  the  advent  of  motor  vehicles  there  was  no  suggestion, 
except  in  the  case  of  toll  roads  and  toll  bridges,  that  horse-drawn  vdidei 
should  be  subjected  to  special  taxation.  The  entire  cost  of  hi^wsy 
construction  and  maintenance  was  a  charge  against  the  community  and 
was  paid  out  of  funds  derived  by  general  taxation.  As  these  costs  be- 
came greater,  because  of  the  higher  highway  standards  required  by  auto- 
mobiles, the  principle  of  special  taxation,  in  the  form  of  registratios 
fees,  was  employed.  Then  came  the  imposition  of  the  gas  tax  and  greater 
refinement  in  registration  fees,  differentiation  betwe^i  private  vehida 
and  those  operated  for  hire,  and  special  taxes  graded  according  to 
vehicle-miles,  ton-miles,  and  gross  or  net  earnings.  The  process  of  re- 
finement or  elaboration  was  greater  in  some  states  than  in  other  states, 
each  attempting  to  find  its  individual  solution.  The  result  is  f ortynuoe 
fairly  distinct  varieties  of  motor  vehicle  special  taxation. 

It  would  not  be  unreasonable  to  expect  that  in  the  formulation  of  at 
least  one  of  these  forty-nine  codes  the  regulatory  authorities  would  have 
found  a  reasonably  adequate  and  scientific  solution  to  the  problem  of 
division  of  costs.  Such,  however,  is  not  the  case.  No  regulatory  body 
in  this  country  has  yet  decided  in  principle  what  part  of  highway  costs 
should  be  assumed  by  motor  vehicles  and  what  part  should  be  assumed 
by  the  general  public  for  community  use — ^national  defense,  police  and 
fire  protection,  transportation  of  mail,  and  thoroughfares  for  pedes* 
trians,  horse-drawn  vehicles,  and  livestock.* 

The  next  problem  is  that  of  dividing  the  motor  vdiide  part  of  sadi 
cost  among  the  several  classes  of  vehicles  and  among  the  types  and 
sizes  in  each  class.  From  the  physical  viewpoint  there  are  three  definite 
classes,  the  passenger  automobile,  the  bus,  and  the  truck.  Eax^  of 
these  three  classes  may,  from  the  economic  and  social  viewpoints,  be 
subdivided  into  two  general  classes — ^those  used  for  social  or  other 
private  purposes  and  those  used  "for  hire."  The  "for  hire'*  vehicles  may 

'That  subject  is  discussed  at  some  length  in  the  report  of  the  Rojal  Commbibo 
on  Transport  in  Great  Britain  presented  to  Parliament  in  December,  1980.  In  the  aptk- 
ion  of  the  Commission  one-third  of  the  cost  of  the  highways  should  fall  on  the  genertl 
taxpayer  and  two-thirds  should  be  borne  by  the  motorist  In  the  report  of  the  Rofil 
Commission  on  Railways  and  Transportation  in  Canada,  September,  lOtt,  the  opIuoB 
is  expressed  that  a  fair  proportion  chargeable  to  motor  vehicles  would  be  twoAUidi 
of  the  total  cost  of  highways  in  urban  areas  *S7hile  in  the  more  undeveloped  di^tiielt 
the  proportion  toigYit  d^  \iict^»a«^ 
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further  be  subdivided  into  common  carriers  (those  who  offer  to  serve 
all  who  may  applj)  and  contract  carriers  (those  who  serve  a  few 
customers  under  contract).  The  line  of  demarcation  between  common 
and  contract  carriers  is  not  clearly  defined,  nor,  indeed,  is  that  be- 
tween the  private  and  the  *^for  hire"  vehicle.  A  substantial  number  of 
private  automobiles  are  used  to  transport  ^'paying  guests."  The  farmer- 
owned  truck  is  essentially  a  private  vehicle.  One  owned  and  used  by  a 
manufacturing  company  to  distribute  its  own  products  comes  also  within 
that  classification  but  it  may  perform  exactly  the  same  service  as  a 
^^for  hire"  truck  engaged  by  that  company  to  meet  a  part  of  its  high- 
way transportation  needs.  A  substantial  proportion  of  so-called  com- 
mon carriers  by  highway  are  quasi-contract  carriers.  Their  capacity, 
unlike  that  of  the  railroad,  is  not  suBBcient  to  serve  all  who  may  apply 
and  in  effect  such  operators  in  some  degree  choose  their  customers  and 
commodities.  Similarly,  a  substantial  proportion  of  self-classified  con- 
tract carriers  are  reidly  common  carriers,  inasmuch  as  they  serve  more 
than  a  few  contract  customers,  soliciting  tonnage  whenever  the  op- 
portunity offers,  and  carrying  the  load  under  whatever  rate  the  trucker 
can  get.  Many  of  the  so-called  private  carriers  supplement  their  private 
service  by  performing  for  others  on  a  "for  hire"  basis.  Then  there  is 
the  highly  disturbing  factor  of  the  itinerant  merchant-trucker  who  pur- 
chases coal  or  fruit  and  other  produce  at  the  mines  or  the  farms  and, 
as  a  private  operator,  transports  it  to  market  for  sale.* 

These  difficulties  in  classification  complicate  the  problem  of  division 
of  cost  between  vehicles.  One  theory  for  such  a  division  is  that  the 
private  vehicle,  not  used  "for  hire,"  should  pay  less  for  highway  use 
than  a  similar  vehicle  operated  to  make  a  profit  from  transportation. 
The  latter,  to  an  extent,  is  using  the  public  highways  as  a  place  of 
business  and  should  pay  for  that  special  privilege  as  well  as  an  amount 
additional  to  that  assessed  against  the  operator  of  the  vehicle  used  pri- 
vately. Such  a  theory  is  recognized  in  about  one-half  of  the  states.* 
Where  a  differential  exists  against  the  commercial  truck  it  is  em- 
pirically set  and  each  state  has  a  different  conception  as  to  what  the 
differential  should  be. 

A  similar  lack  of  uniformity  exists  in  distributing  the  burden  of  taxa- 
tion between  vehicles  of  different  weights  or  capacities  in  the  same 
classification.  A  study  of  registration  fees  for  trucks  of  various  capaci- 
ties reveals  no  common  formula.  In  this  respect,  as  in  nearly  all  other 
dements  in  motor  vehicle  taxation,  the  underlying  idea  of  each  state 
seems  to  be  to  charge  not  what  the  vehicle  cost  the  state  in  highway 

*  The  study  of  the  National  Industrial  Conference  Board  shows  that  for  a  three-ton 
tmck,  under  assumed  uniform  conditions  of  operation  in  thirty-seven  states,  in  1981, 
the  average  registration  fees  and  gas  taxes  were  $882  when  used  privately,  ^^90  when 
used  as  a  contract  carrier,  and  $521  when  in  common  carrieT  seTNVc^ 
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expenditures  but  someone's  conception  of  what  the  owner  of  the  ydiide 
will  pay  without  open  revolt. 

One  of  the  greatest  difficulties  in  the  whole  situation  is  that  of  agiw- 
ing  upon  the  standard  for  a  highway  suitable  for  the  private  automofaik 
and  the  standards  and  additional  costs  of  highways  suitable  for  Tdiida 
of  greater  weigjit.  These  are  engineering  questions.  It  is  reasonabk  to 
assume  that  a  body  of  competent  and  impartial  engineers  could  work 
out  a  formula  that  would  be  rational  and  scientifically  sound  but  the 
substantial  differences  between  states  in  climatic  conditionSy  character 
of  subsoil,  and  traffic  volume  are  such  as  to  furnish  those  who  object 
to  standardization  with  arguments  against  such  action.  Then,  too,  there 
is  the  important  fact  that  under  present  conditions  the  improved  higb- 
ways  are  a  surprisin^y  small  percentage  of  the  total  highways.  Of 
the  total  miles  of  rural  highway,  less  than  12  per  cent  are  indaded 
in  the  state  highway  system.  The  remaining  88  per  cent  are  in  the  county 
and  township  systems.  Of  the  total  rural  highways,  less  than  6  per  cent 
are  equipped  with  high-type  surfacing  and  less  than  20  per  cent  equipped 
with  low-type  surfacing.  The  problems  of  increments  of  cost  for  addi- 
tional thickness  of  pavement  apply,  therefore,  to  not  more  than  one- 
quarter  of  the  total  rural  highway  system. 

Last  to  be  mentioned  in  this  summary  of  diversity  and  confusion  in 
state  policies  is  regulation  of  the  issuance  of  licenses  to  operate  and  of 
rates  to  be  charged  by  "for  hire'*  operators.  On  one  point  there  ii 
uniformity.  The  operator  of  a  private  vehicle  may  operate  at  will,  pro- 
vided he  pays  the  registration  fees,  keeps  within  the  dimensional  and 
weight  maxima,  and  observes  all  measures  affecting  safety.  Ordinarily 
the  "for  hire"  operator  must  comply  with  other  requironents  ranging 
from  a  permit,  easily  obtained  as  a  matter  of  right,  to  a  certificate  of 
public  convenience  and  necessity,  issued,  after  hearing,  in  the  discretion 
of  the  regulatory  authority.  There  are  wide  variations  in  the  degree 
of  such  regulation  in  the  several  states. 

All  of  the  foregoing  discussion  pertains  to  state  regulation.  As  yet 
the  federal  government  has  not  invoked  its  powers  over  interstate  hi|^ 
way  transportation,  although  efforts  to  clothe  the  Interstate  Com- 
merce Commission  with  that  authority  were  almost  successful  in  the 
last  two  sessions  of  Congress.  The  Commission  itself  advocates  fedorsl 
regulation  of  busses  but  is  reluctant,  until  it  has  had  experience  in  hn 
regulation,  to  assume  similar  jurisdiction  over  interstate  common  car- 
rier trucks.  Under  present  conditions  the  states  are  circumscribed  in 
their  control  of  interstate  vehicles  and  we  have  an  anomalous  sitnatioB 
in  which  two  vehicles,  one  intrastate  and  one  interstate,  alike  in  si 
respects  as  to  physical  factors  and  nature  of  service,  but  subject  to 
different  degrees  ol  t^^^Ivotl. 


Correlation  of  Rail  and  Highway  Trantportaiion  55 

The  foregoing  recital  of  the  many  controversial  elements  and  lack 
of  uniformity  in  regulation  and  taxation  of  motor  vehicles  may  seem 
to  be  out  of  place  in  a  discussion  of  correlation  of  rail  and  highway 
transportation.  Nevertheless,  these  things  have  a  definite  relation  to 
correlation  because  the  desirable  degree  of  correlation  may  be  much  more 
readily  achieved  and  will  be  more  clearly  in  public  interest  when  there 
m  in  governmental  policies  toward  motor  vehicles  a  closer  approach  to 
uniformity  and  consistency  in  regulating  those  things  which,  with  re- 
spect to  railroads,  are  now  effectively  regulated,  and  in  a  basis  for 
special  taxation  which  will  achieve  the  desired  end  of  requiring  com- 
mercial motor  vehicles  to  pay  their  fair  share,  but  no  more  than  their 
fair  share,  of  highway  costs.  Correlation  cannot  be  effectively  achieved 
if  one  form  of  transportation  is  regulated  in  substantially  greater  degree 
than  the  other  agency,  nor  if  one  agency  has  to  assume  the  entire 
costs  of  its  service  on  its  own  right  of  way  and  the  other  agency  is 
granted  the  use  of  public  property  on  unduly  favorable  terms.  A  reason- 
able degree  of  equality  in  both  items  is  a  highly  desirable  condition 
precedent  to  comprehensive  correlation  in  public  interest. 

Correlation  between  rail  and  highway  transportation  would  be  of 
benefit  because  it  would  enable  the  railroads,  as  transportation  compa- 
nies rather  than  as  railroads,  to  offer  complete  transportation  service 
and  thus  to  correct  the  present  unsatisfactory  situation  in  which  the 
shipper  in  most  cases  must  deal  with  two  agencies.  Because  of  the 
dimination  of  uneconomic  duplication  and  overlapping  of  the  two  agen- 
cies, the  public  would  be  given  a  superior  service  at  lower  cost.  Further- 
more, correlation,  especially  if  preceded  or  accompanied  by  an  exten- 
sion of  highway  regulation  and  a  proper  revision  of  taxation,  would 
place  the  legitimate  operator  in  a  stronger  position  to  meet  the  unfair 
cixnpetition  of  the  irresponsible  itinerant  merchant-trucker  who  is  now 
demoralizing  the  trucking  industry  as  well  as  dealers  in  many  com- 
modities. 

It  is  hardly  necessary  to  say,  in  conclusion,  that  these  benefits  to  the 
transportation  agencies  would  not  justify  correlation  unless  it  would 
be  of  benefit  also  to  the  public.  That  it  is  in  broad  public  interest  is 
clear  when  the  advantages  and  disadvantages  are  compared.  There  would 
undoubtedly  be  opposition  growing  out  of  the  belief  of  a  part  of  the 
public  that  the  continuation  of  independent  status  for  highway  trans- 
portation organizations  would  serve  as  an  effective  competitive  curb 
apon  railroads,  and  that  comprehensive  correlation  might  partially  re- 
store the  railroads'  former  monopolistic  position.  Such  opposition  is 
likely  to  be  strongest  from  the  industrial  traffic  managers  whose  selfish 
citerests  are  served  better  by  the  present  conditions  of  unstabilized  rate 
tructures  and  cutthroat  competition,  especially  between  the  truckers 
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themselves.  It  would  be  natural  to  encounter  opposition  from  the  smaller 
organizations  of  both  busses  and  trucks  who  would  prefer  independence 
and  would  object  to  becoming  a  very  smaU  part  of  the  larger  organiza- 
tion. It  is  obvious,  of  course,  that  if  duplication  and  overlapping  are 
to  be  reduced,  the  net  effect  would  be  to  employ  fewer  motor  vehicks 
and  a  smaller  number  of  men. 

Against  these  objections  may  be  placed  the  larger  public  benefit  in 
a  higher  quality  of  integrated  transportation  service  at  lower  economic 
cost  in  a  stabilized  rate  structure,  and  the  greater  assurance  that,  look- 
iAg'forward  to  better  times,  the  nation  would  have  an  adequate,  depend- 
able, and  efficient  national  transportation  system.  Public  interest  in 
the  maintenance  of  a  reasonable  and  economic  degree  of  competition 
would  be  safeguarded  by  the  continued  use  of  the  highways  by  indepen- 
dent motor  vehicle  operators  and  by  adequate  governmental  r^^ulation. 
Under  the  plan  of  the  Interstate  Commerce  Commission,  or  any  other 
similar  plan  for  railroad  consolidation,  there  would  be  a  reasonabk 
competition  between  the  large  systems  in  each  region.  Such  competition 
between  the  correlated  transportation  companies  should  result  in  de- 
veloping, as  a  part  of  each  system,  each  of  the  two  instrumentalities  of 
transportation — rail  and  highway — ^within  its  zone  of  economic  effectiTC- 
ness  and  responsiveness  to  public  preference,  and  should  do  much  to  bring 
about  the  elimination  of  economic  waste  resulting  under  present  con- 
ditions from  the  duplication  and  overlapping  of  facilities  and  serviee. 
To  quote  from  the  findings  of  the  Interstate  Commerce  Commission  in 
its  1982  report  on  Co-ordination  of  Motor  Transportation:  "Unre 
strained  competition  is  an  impossible  solution  of  the  present  transport!- 
tion  problem  and  is  incompatible  with  the  aim  of  co-K)rdination  under 
regulation.'* 


DISCUSSION 

J.  M.  Barrioer^  III. — Professor  Cunningham's  excellent  paper  succinctly 
rtates  the  case  for  correlation  of  rail  and  highway  transportation  and^  in  so 
ioing^  develops  important  aspects  of  the  question  of  regulating  motor  trans- 
portation* In  considering  the  complex  and  dissentious  subject^  I  have  believed 
iiat  it  is  important  to  emphasize  that  the  fundamental  necessity  for  regn- 
iating  all  forms  of  inland  transportation  arises  from  the  joint  cost  nature  of 
;he  enterprise. 

The  major  expenses  of  transportation  are  incurred  regardless  of  whether 
I  maximum  or  mmim^m  quantity  of  the  service  is  utilised  and  when  any 
ninimom  unit  of  service  is  performed  an  additional  potential^  but  unused^ 
lervce  is  also  produced.  If  the  latter  can  be  sold  for  anything  at  all^  be  it  only 
me  cent^  it  represents  a  gain  of  that  much.  Such  fundamental  conditions^  if 
mchecked  through  proper  regulation^  quickly  lead  to  cutthroat  competition^ 
irliich  is  equally  destructive  to  the  transportation  industry  itself  and  de- 
noraligjng  to  all  users  to  whom  reasonable  stability  and  uniformity  of  tariffs 
is  essential  to  orderly  conduct  of  their  business. 

This  fundamental  ''joint  cost/'  characteristic  of  inland  transportation^ 
nakes  unregulated  competition  inevitably  destructive.  The  ruinous  effects 
ire  quite  as  serious  to  general  business  as  to  the  carriers  themselves.  Trans- 
portation is  a  principal  cost  factor  in  all  industrial  activities^  and^  under 
state  of  unregulated  rates^  the  tariff  discrimination  obtained  by  the  limited 
umber  of  shippers  situated  in  a  position  to  benefit  from  the  cutthroat  com- 
etition  becomes  economically  demoralizing  to  all  industry. 

It  was  to  bring  order  out  of  such  a  chaotic  situation  that  Congress  first 
reated  the  Interstate  Commerce  Commission  and  gradually  strengthened 
'ja  x>owers.  A  uniform^  published^  non-discriminatory  rate^  approved  by  the 
egnlatory  commission  as  fair  to  all  parties^  is  the  basis  of  any  system  of 
xland  transportation  which  can  foster  the  general  economic  welfare  of  the 
•vblic^  its  patrons^  and  itself. 

Rates  must  be  made  from  a  broad^  national  viewpoint.  All  carriers  must 
«  uniformly  subject  to  the  tariffs  prescribed^  because  rates  are  a  matter 
^  vital  importance  to  the  economic  welfare  of  communities^  industries^  and 
sidividuals.  There  is  ceaseless  controversy  over  rates  by  those  striving  to 
SQprove  their  relative  situation^  and  while  the  existing  tariffs  probably  are 
ot  regarded  as  ideal  by  either  the  Interstate  Commerce  Commission^  the 
^ers  of  the  railways^  or  the  railroads  themselves^  there  can  be  no  doubt 
^at  the  basic  necessity  of  the  uniform^  non-discriminatory^  published  rate 
^ust  be  protected  against  all  attacks  of  unregulated  competition. 

With  what  has  been  said  of  the  "joint  cost"  nature  of  railroad  service,  what 
"^^mld  be  the  result  to  the  Southern  Pacific  if  it  should  be  required  to  obtain 
Interstate  Commerce  Commission  approval  of  its  rates,  publish  and  adhere 
^  them,  while  its  rival,  the  Santa  Fe,  did  not  have  to  publish  rates  or  obtain 
c^terstate  Commerce  Commission  approval  of  charges  and,  instead,  could 
any  rate  which  it  desired  and  vary  all  tariffs  at  will,  bargaining  with 

'  ch  shipper  for  whatever  rate  would  obtain  competitive  loima^t  TYvt^oaA^vt 
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handicap  to  the  Southern  Pacific^  and  the  demoralization  of  the  entiit  nte 
structure  which  would  follow^  are  too  obvious  to  require  comment.  | 

Unregulated  motor  transport  is  an  exact  paralleL  I 

To  develop  a  great  continental  nation  such  as  the  United  States,  it  1m   | 
been  essential  to  overcome  the  obstacles  of  distance  to  the  fullest  poiiibk  I 
extent.  That  is,  of  course,  the  very  purpose  for  which  the  railway  netwoik 
has  been  developed.  However,  merely  providing  transportation  facilitki  ii 
only  the  beginning — a  rate  structure  had  to  be  developed  to  foster  the  biflc 
purpose. 

Rates  had  to  be  made  to  permit  the  nearby  and  the  distant  producer  tt 
compete  in  the  same  market.  To  do  this,  the  "postage  stamp"  principle  of 
rate-making  has  been  followed,  as  far  as  practicable,  whereby  rates,  ai 
nearly  uniform  as  possible,  are  made  on  commodities  to  all  markets  inm 
every  competitive  source  which  has  economic  justification  to  reach  it  Bid 
this  not  been  done,  a  great  continent  could  not  have  been  developed,  wd 
industrial  and  agricultural  activity  would  be  concentrated  into  very  limited 
areas  instead  of  being  widely  diffused. 

Such  a  principle  of  rate-making  has  been  of  paramount  importance  to  our 
national  economic  growth.  It  has  resulted  in  extremely  low  lon^hanl  ai 
average  rates  per  ton-mile,  but  has  necessarily  resulted  in  high  short-lisil 
rates  per  ton-mile.  Short-haul  rates  are  high,  in  order  to  conform  to  a 
essential  economic  principle  without  which  distant  centers  of  produetiaa 
cannot  be  developed,  and  not  because  the  railroads  cannot  carry  short-hiol 
traffic  at  lower  rates  per  ton-mile. 

The  economic  progress  oi  the  United  States  proves  that  this  rate-raikiag 
practice  is  eminently  sound,  practical,  and  effective,  but  high  short-haul  riftes 
enable  the  motor  trucks,  inherently  high  cost  producers  of  transportatiai 
(except  in  limited  fields)  to  capture  all  of  the  short-haul  and  much  of  tiie 
intermediate  distance  freight,  not  because  of  fundamental  economy,  but  fe- 
cause  of  its  privilege  to  name  any  rate  that  will  get  the  business,  while  tk 
railroad  must  adhere  to  the  published  tariff — a  case  exactly  parallel  to  tk 
suggested  instance  of  the  Southern  Pacific  being  bound  by  present  fite 
regulation  with  the  Santa  Fe  free  to  do  as  it  may  choose.  Trucks  are  joiii 
cost  producers,  just  as  railways;  hence  this  analogy  is  correct. 

It  costs  trucks  around  five  cents  per  ton-mile  to  produce  freight  transporta- 
tion service.  Railroads  sell  their  service  at  an  average  of  one  cent  per  too* 
mile.  However,  due  largely  to  the  rate-making  principles  previously  stated 
short-  and  intermediate-haul  rail  rates  average  above  £.Ye  cents  per  too* 
mile,  and  the  steam  lines,  being  held  rigidly  to  their  published  fares,  sK 
unable  to  meet  the  truck  competition  which  can  charge  whatever  price  wffl 
obtain  the  business.  The  railroads  cannot  materially  reduce  short-^iaal  late^ 
because  this  would  remake  the  economic  map  of  the  United  States  and  wi^ 
out  many  present  centers  of  production. 

Potatoes  come  to  the  Atlantic  Seaboard  cities  from  upper  New  Toik  Stai^ 
New  Jersey,  Maryland,  Virginia,  Delaware,  North  Carolina,  Maine,  Mi* 
gan,  Wisconsin,  Minnesota,  the  Dakotas,  and  Idaho.  Potatoes  are  a  ^ 
bulky  att\c\e  aiid\v«»\^  «.\o^  N«\M<t^t  >sB\tof  weight;  hence,  freight  chaqp 
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are  a  major  factor  in  deterxniiiing  markets.  If  potatoes  from  the  nearest 
areas  of  production  have  any  undue  advantage  in  the  matter  of  freight  rates^ 
no  other  states  can  market  potatoes  in  the  £ast^  and  the  Western  potato- 
growing  areas  serving  Eastern  markets  will  be  economically  paralyzed.  Rail 
rates  have  been  established  to  give  access  to  New  York  for  potatoes  from 
many  states^  and  it  is  inevitable  that  the  short-haul  rates  are  fairly  high  on 
a  per-ton-mile  basis.  Trucks  take  advantage  of  this  condition  to  undercut  the 
rate  a  little  and  take  the  business.  The  railroads  could  name  potato  rates 
remunerative  to  themselves  so  far  below  the  trucking  costs  that  the  lost  busi- 
ness would  be  regained^  but  these  reduced  rates^  which  could  not  be  made 
effective  for  long-haul  traffic^  would  embargo  distant  producing  centers  and 
thereby  undevelop  the  country. 

It  should  be  noted  in  passing  that  the  potato  growing  states  of  Michigan^ 
Idaho,  the  Dakotas,  and  Minnesota  are  represented  in  the  Congress  by  highly 
Tocal  Senators  who  would  have  much  to  say  regarding  change  in  rates,  barring 
their  constituents  from  markets  to  whidi  the  latter's  products  now  move 
freely. 

The  trucking  interests  know  that  the  railroads  will  not  and  would  not  be 
allowed  to  readjust  the  relative  rates  to  the  disadvantage  of  long-haul  traffic, 
no  the  former  desire,  by  one  excuse  or  another,  to  insure  the  continuance 
of  present  unfair  advantage  by  attempting  to  convince  the  public  that  trucks 
could  not,  or  should  not,  be  subjected  to  regulation.  This  condition,  in  a  "joint 
cost"  operation,  gives  an  overwhelming  and  economically  destructive  ad- 
Tantage  against  a  competitor  respecting  a  published  rate,  and  permits  the 
trucks  to  secure  much  traffic  where  they  are  the  high  cost  producer  of  the 
service,  and  at  the  same  time  requires  increased  public  expenditures  (over 
and  above  the  motor  trucks'  contribution)  to  build  and  maintain  highways. 

Dr.  Moulton  has  presented  a  remarkably  complete  and  concise  summary 
of  varying  basic  economic  forces  which  have  shaped  the  development  of  the 
carriers  throughout  the  several  distinctive  epochs  of  their  history.  As  a  di- 
rector of  research  of  the  National  Transportation  Committee,  Dr.  Moulton 
!>repared  a  memorable  volume,  The  American  Transportation  Problem,  which 
I  a  veritable  encyclopedia  of  complete  and  authoritative  information  on  nearly 
Tery  controversial  phase  of  transportation.  Based  upon  the  exhaustive  rec- 
rd  and  investigation  of  Dr.  Moulton,  the  National  Transportation  Committee 
mve  expression  to  conclusion  No.  1,  as  follows: 

(1)  Parallel  lines  and  systems  are  wasteful  and  unnecessary.  Regional  consoUda- 
008  should  be  hastened  and,  where  necessary,  enforced,  looking  eventually  to  a  single 
[ational  system  with  regional  divisions  and  the  elimination  of  all  excess  and  obsolete 
oca  and  equipment.  Neither  holding  companies  nor  any  other  device  should  be  per- 
lilted  to  hinder  consolidation  or  evade  the  letter  or  the  spirit  of  regulatory  law. 

>r.  Moulton  has  reaffirmed  that  conclusion  today,  and  in  so  doing  I  believe 
aa  act  forth  the  sine  qua  non  of  an  enduring  solution  of  the  railway  problem. 
Xbe  railroad  problem  is  entirely  a  matter  of  improving  service  and  lower- 
ng^  rates  in  relation  to  the  general  price  level,  while  fulfilling  the  responsi- 
olity  to  pay  employees  an  adequate  wage  and  capital  a  fair  return.  The 
ohition  is  obtainable  through  efficient  railway  operation,  which  is  b^  TLO\&&»S!k& 
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an  easy  task  even  in  times  of  satisfactory  business  conditions.  In  the  pitiait 
period  of  extreme  traffic  curtailment^  it  is  a  task  of  tremendons  difficulty. 

The  most  economical  conduct  of  transportation  is  a  problem  in  applied 
physics.  The  physical  characteristics  of  a  railroad^  that  is,  distance,  gn^ei 
and  curves,  establish  the  amount  of  work  which  most  be  performed  to  move 
each  ton  of  train  weight  between  initial  and  final  termini.  The  economy  with 
which  this  pre-established  amount  of  work  can  be  performed  is  dependent 
upon  the  character  of  the  transportation  facilities  provided.  There  are  maridi 
differences  in  these  two  basic  determinants  of  cost  and  service  between  tk 
several  divisions  of  any  system  and  between  individual  railroads.  It  has  beet 
proved  that  great  economy  and  improved  service  are  obtainable  through  cod- 
centrating  the  tonnage  on  lines  selected  because  of  superiority  of  phjsicil 
characteristics  and  general  standard  of  development. 

The  changing  purposes  which  railroads  serve,  and  the  requirements  exacted 
of  them,  necessitate  constantly  improving  plant  and  facilities  and  tedmi^ 
of  operation.  Technical  development  and  service  improvements  on  our  railwaji 
are  widely  heralded,  but  such  advances  always  require  concurrent  evohitioi 
of  the  corporate  structure  of  the  properties  in  order  not  to  retard  operatiiif 
progress.  It  is  quite  apparent  that  had  railroads  not  amalgamated  into  greit 
systems,  but  had  remained  as  myriad,  separate,  and  independently  operated 
lines,  their  development  would  have  been  stunted  and  much  of  a  centmr's 
marvellous  history  of  railroad  development  would  have  been  lost.  It  is  self- 
evident  that  railroad  amalgamation  has  been  of  great  national  service. 

We  are  on  the  threshold  of  another  great  era  of  rail  transportation  de- 
velopment. Once  again  the  corporate  structures  and  scope  of  operations  wiD 
have  to  be  enlarged  to  permit  it,  and  for  the  same  basic  reasons  that  necei- 
sitated  such  transitions  in  the  past;  i.e.,  the  physical  development  of  the  prop- 
erties and  the  change  in  operating  technique  to  be  made  possible  and  effec- 
tive must  have  such  broad  territorial  scope  as  to  entail  intercorporate  effect 
This  necessitates  consolidation^  in  order  to  insure  unified  control  and  eqBtl 
justice  to  the  security  holders  of  constituent  lines,  which  is  a  condition  preced- 
ent to  successful  expansion. 

While  railways  have  long  been  conducted  on  a  basis  that  might  be  tensed 
a  "large-scale  operation,"  "mass  production"  of  transportation,  which  is  tbe 
basis  of  present  and  prospective  economies,  is  a  product  of  comparatiirelj 
recent  technical  development  and  improved  administration. 

The  improvement  in  operating  technique  supposed  to  result  from  the  com- 
petitive effort  of  many  separate  lines  striving  with  each  otlier  for  preference 
and  greater  efficiency,  is  more  than  outweighed  by  the  resources  of  the  larger 
systems  for  developing  their  transportation  machine.  The  size  of  the  smaller 
companies,  in  the  very  nature  of  things,  limits  their  possibilities.  Moreo^CT? 
the  smaller  companies  are  not  financially  able  to  carry  on  research  and  ex- 
perimentation to  the  degree  possible  for  the  principal  systems,  and  arc  less 
able  to  scrap  and  write  off  large  items  of  property  which  become  obsolete, 
and  thus  represent  the  cost  of  progress. 

Prior  to  the  World  War,  the  character  of  the  then  standard  equipment 
and  {acilltics  petmWVe^  «^  Vvxv«:  ^\  \itf^^t«.te  density  to  operate  at  approB* 
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mately  the  same  unit  cost  as  ones  of  heavier  traffic.  However^  the  recent 
development  of  super-power  locomotives^  car  retarders^  central  traffic  control^ 
improved  shop  machinery^  and  a  host  of  related  devices,  results  in  increas- 
ingly wide  divergence  between  the  unit  cost  of  conducting  transportation 
on  a  large  and  on  a  small  scale. 

The  solution  of  the  railroad  problem  demands  a  recasting  of  routing  of 
traffic  in  such  a  manner  as  to  concentrate  movement  on  a  minimum  of  main 
line  mileage,  selected  because  of  its  superior  facilities  and  physical  charac- 
teristics, and  subsequently  the  development  of  such  lines  to  the  maximum 
peak  of  perfection  within  the  limits  of  proper  balance  of  new  capital  in- 
Testment  to  traffic  density.  This  requires  the  complete  integration  of  the  op- 
erations now  conducted,  necessarily  without  co-ordination  because  carried  on 
by  independent  companies.  The  interests  of  security  holders  can  best  be 
protected  through  a  corporate  merger,  in  order  that  the  future  return  to 
the  investor  will  be  secured  by  the  financial  results  of  the  system  as  a  whole, 
and  not  by  the  actual  usage  made  of  any  individual  constituent  property. 

If  our  present  depression  was  a  result  of  overproduction,  I  would  heartily 
agree  that  anything,  such  as  consolidation  of  railroads,  that  tended  to 
diminish  employment  per  unit  of  service  produced  was  detrimental,  but 
overproduction  has  never  existed  and  can  never  exist  until  goods  and  serv- 
ices are  without  value  or  utility  to  anyone,  even  if  given  away.  The  fact  that 
goods  exist  which  cannot  be  sold  does  not  mean  that  there  is  overproduction, 
but  that  the  distribution  mechanism  is  faulty.  To  cut  down  on  production, 
either  in  total  or  per  individual,  will  merely  further  disorganize  the  dis- 
tributive mechanism  and  make  the  problem  worse,  rather  than  help  solve  it. 

Transportation  is  a  distribution  cost.  The  one  way  we  could  banish  the 
depression  quickest  for  everyone  concerned,  and  immediately  give  all  people 
jobs,  is  to  reduce  distribution  costs  to  zero.  Production  costs  can  always  be 
absorbed  in  willing  markets.  The  breakdown  comes  in  distribution  costs, 
which  restrict  markets.  Ask  the  farmer  about  this!  Sometimes  it  helps  to 
get  a  better  perspective  if  we  carry  our  argument  to  the  reductio  ad  ahsurdem. 
Let  us  do  it  in  the  case  of  railway  transportation.  It  takes  approximately 
one  million  men  to  run  the  American  railways,  with  present  traffic.  Do  we 
want  to  take  two  million  or  ten  million  or  one  hundred  million  men  to  do  this 
work?  If  so,  would  the  ideal  not  be  reached  by  tearing  up  all  the  rail- 
way tracks  and  moving  the  freight  by  wheelbarrows?  On  the  other  hand, 
would  it  not  be  advantageous  to  have  the  American  railways  run  automati- 
cally, without  any  labor  and  without  any  expense,  if  the  latter  were  possible  ? 
Passing  on  the  economies  of  such  a  transformation  to  the  public  would  in- 
stantly create  markets  for  all  the  goods  that  this  country  could  possibly 
produce,  and  the  million  or  two  million  men  employed  on  American  railways 
could  be  re-engaged  for  the  expanding  production  of  industry  at  wages  repre- 
senting a  standard  of  living  far  higher  than  American  railways  can  pay. 

I  say,  unreservedly,  that  when  we  work,  and  when  we  tend  to  run  Ameri- 
can railways  at  lower  and  lower  cost,  we  are  not  putting  men  out  of  work, 
but  we  are  helping  to  establish  an  economic  balance  in  distribution,  which 
is  vital  to  the  welfare  of  the  country.  If  we  desired  to  double  the  number  of 
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men  that  work  on  American  railways,  and  hence  double  their  cost  of  open* 
tion,  I  think  you  could  completely  prostrate  the  business  and  finance  of  tUi 
country.  On  the  other  hand,  I  believe  if  we  could  cot  the  cost  of  nnmiig 
American  railways  40  per  cent,  there  is  nothing  that  is  within  the  power  oi 
the  nation  to  do  that  can  have  such  an  instantaneous  vitalising  effect  oi 
American  business. 

Julius  H.  Parmblbb. — These  papers,  by  Dr.  Monlton  and  Profenoi 
Cunningham,  have  interested  me  greatly,  because  by  different  appioadici 
to  the  problem  of  a  national  transportation  policy,  they  arrive  at  a  commoi 
conclusion.  The  conclusion  is,  in  effect,  that  the  same  economic  prindpki 
should  be  applied  to  all  agencies  of  transport  Both  papers  emphasise  die 
need  of  a  broad  transportation  policy,  rather  than  one  dealing  only  wiA  nil- 
ways,  or  highways,  or  waterways. 

Dr.  Moulton  says:  "All  forms  of  transportation  most  be  placed  on  i 
basis  of  economic  parity  or  equality."  He  then  proceeds  to  define  his  hasie 
principle  in  terms  of  financial  aid  from  the  government,  of  taxation,  aod 
of  uniform  regulation. 

Professor  Cunningham  says:  "Public  interest  requires  that  eadi  Mgeaej 
of  transportation  shall  have  a  true  economic  basis  and  that  public  policy 
toward  each  agency  shall  be  equally  fair.  One  agency  should  not  be  burdeaed 
by  regulation  and  taxation  relatively  heavier  than  that  imposed  upon  as- 
other." 

With  these  principles,  whether  stated  in  one  form  or  another,  there  wil 
be  no  disagreement.  Differences  arise  only  when  we  interpret  what  each  of 
us  may  mean  by  the  words  "economic  parity,"  or  "true  economic  basis." 

My  discussion  of  the  development  of  this  fundamental  concept  by  tbe 
two  speakers  must  of  necessity  be  very  brief. 

Dr.  Moulton  points  to  the  great  excess  of  transportation  capacity  tint 
exists  today  in  the  United  States,  and  lays  down  the  economic  principle  thit 
traffic  should  move  by  that  agency  which  can  handle  it  at  the  lowest  actoil 
cost,  all  elements  o{  cost  considered.  Professor  Cunningham  adds  the  e]^ 
ments  of  adequacy,  dependability,  speed,  and  flexibility. 

Dr.  Moulton  applies  this  general  principle  to  the  several  agencies,  and 
reaches  the  conclusion  that  water  traffic  is  largely  subsidised  by  public 
funds,  and  that  traffic  over  the  highways  is  subsidised  in  part. 

If  I  comment  somewhat  critically  on  certain  features  of  Dr.  Monlton'i 
analysis  of  the  highway  problem,  it  is  not  because  I  disagree  with  his  fandt- 
mental  doctrines.  On  the  contrary,  he  has  performed  a  real  service  in  isoUt- 
ing  and  scrutinizing  the  elements  of  that  complex  problem.  He  calls  for 
regulation  of  highway  traffic,  and  for  an  economic  basis  for  taxation  of  tiie 
commercial  motor  vehicle.  His  conclusion  as  to  motor  vehicle  taxation  bean 
repetition  here:  "Not  until  the  proceeds  of  gasoline  taxes  and  license  fees 
exceed  the  capital  and  maintenance  charges  on  the  highways  borne  by  die 
state  will  they  be  contributing  anything  to  the  general  support  of  govern- 
ment." In  other  words,  special  motor  vehicle  taxes,  so-called,  are  not  taxes 
at  all,  but  are  a  form  of  fee  or  toll  for  the  use  of  the  public  streets  aod 
highways. 
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Whether  these  fees  or  tolls  are  sufficient^  especially  as  regards  the  com- 
mercial motor  vehicle^  to  meet  their  proper  contribution  to  street  and  high- 
way costs^  is  one  of  the  highway  problems  to  which  I  cannot  devote  time  here. 
But  I  do  take  issue  with  Dr.  Moulton's  assertion  that  in  1980  the  income 
from  special  motor  vehicle  fees  and  taxes  levied  against  the  users  of  state 
highways  covered  approximately  80  per  cent  of  the  costs  assignable  to  state 
highways.  What  he  means^  in  my  opinion^  is  that  of  the  special  levies  paid 
by  all  motor  vehicle  operators,  a  considerable  proportion  was  arbitrarily 
allocated  to  the  state  highways,  and  that  that  proportion  supplied  a  major 
part — although  probably  not  so  much  as  80  per  cent — of  the  eost  of  state 
highway  systems.  Now,  the  terms,  "all  motor  vehicle  operators,"  as  I  have 
used  it,  and  "users  of  state  highways,"  as  Moulton  uses  it,  are  two  very  dif- 
ferent things.  These  fees  and  taxes  are  paid  by  all  street  and  highway  users, 
not  by  users  of  the  state  highways  only,  and  it  has  been  estimated  that  one- 
half  of  the  total  motor  vehicle  miles  are  operated  within  city  limits,  and 
one-third  of  the  remaining  one-half  on  local  and  eounty  roads.  What  we 
have,  then,  is  a  levy  against  millions  of  operators  on  city  streets  and  local 
roads,  the  proceeds  of  which  are  diverted  to  the  improvement  and  mainte- 
nance of  state  highway  systems. 

While  Dr.  Moulton  points  out  that  only  20  per  cent  of  the  cost  of  local 
roads  is  met  by  the  highway  user,  he  makes  no  mention  of  city  streets,  which 
derive  little  benefit  from  motor  vehicle  taxation,  and  which  are  improved 
and  maintained  almost  wholly  by  general  property  taxation,  but  over  which, 
at  the  same  time,  one-half  of  the  motor  vehicle  mileage  is  operated. 

In  his  analysis  of  the  taxation  of  the  several  transport  agencies.  Dr.  Moul- 
ton states  that  property  and  income  taxes  on  motor  vehicle  companies  are 
levied  in  accordance  with  the  same  principles  that  govern  the  taxation  of 
other  types  of  property  and  business  income.  He  seems  to  have  overlooked 
the  fact  that  in  some  states  motor  vehicles  are  not  required  to  pay  a  personal 
property  tax. 

Turning  now  to  a  brief  analysis  of  Cunningham's  discussion  of  correlation 
of  rail  and  highway  transport,  we  find  him  emphasizing  the  present  confu- 
sion of  thought  and  diversity  of  practice  in  dealing  with  motor  vehicles  and 
with  highway  costs  in  our  forty-nine  state  jurisdictions,  and  the  great  need 
for  uniformity  of  treatment,  both  state  and  federal.  No  one  who  has  tried 
to  digest  existing  statutes  on  motor  carrier  regulation  and  taxation  will  dis- 
agree with  him.  In  a  survey  of  motor  vehicle  transportation  recently  issued 
by  the  Bureau  of  Railway  Economics^  effort  was  made  to  summarize  the 
diverse  practices  of  the  several  states,  but  the  effort  proved  almost  hope- 
less. We  need  clear  and  logical  consideration  of  the  whole  problem,  and 
we  need  a  reasonable  uniformity  of  approach  and  treatment. 

With  only  one  finding  of  Professor  Cunningham  would  I  disagree.  He 
rather  insistently  criticizes  the  railways  for  failing  to  foresee  the  poten- 
tialities of  highway  transport  and  failing  to  apply  measures  of  correlation. 
The  answer,  as  I  see  it,  is  that  until  highway  transport  is  brought  under 

'  An  Eeonomie  Survey  of  Motor  V$hieU  Transportation  <n  th§  United  Btat$i,  Bureau 
of  Railway  Economics,  Bulletin  60,  November,  1988,  p.  219. 
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regulation  essentially  equivalent  in  its  way  to  that  of  railways,  tbeie  can 
be  no  real  correlation.  Oil  and  water  cannot  be  made  to  mix.  Profeswr 
Cunningham  himself  recognizes  this  fact  when  he  says:  "Correlation  cmut 
be  effectively  achieved  if  only  one  form  of  transi>ortation  is  regulated  is 

substantially  greater  degree  than  the  other  agency A  reasonable  degree 

of  equality  is  a  highly  desirable  condition  precedent  to  comprehensive  tot- 
relation  in  public  interest." 

In  closing,  let  me  repeat  my  belief  that  these  two  papers  have  laid  dows 
for  us  a  sound  basis  for  our  transportation  policy,  and  that  what  we  now 
need  is  to  translate  theory  into  practice,  principles  into  action. 

D.  Philip  Locklin. — Professor  Cunningham  has  given  as  a  picture  of 
co-ordination — or  correlation — of  rail  and  motor  transportation  through  the 
use  of  motor  vehicles  by  railroads.  He  visualises  the  existence  of  large  trans- 
portation companies,  as  distinguished  from  railroad  companies,  utilising 
whatever  form  of  transportation  is  cheapest  or  best  in  a  particular  situation. 
Thus  Professor  Cunningham's  concept  of  correlation  is  largely  one  of  joint 
rail  and  motor  service  performed  by  a  single  organisation.  But  co-ordinatiol 
—or  correlation,  if  you  prefer  that  term — must  mean  more  than  this.  In  iti 
broadest  sense,  co-ordination  implies  that  each  form  of  transportation  wiB 
occupy  its  proper  place  in  the  transportation  system.  This  place  will  be  de- 
termined by  comparative  costs  and  the  relation  of  the  service  offered  to 
the  needs  and  desires  of  the  public.  Professor  Cunningham  apparenUy  recog- 
nizes this  when  he  says  that  each  agency  of  transportation  should  have  "i 
true  economic  basis,"  and  that  the  older  form  of  transportation  should  not 
be  protected  where  the  newer  demonstrates  its  economic  superiority. 

If  we  look  at  co-ordination  in  the  broader  sense,  the  question  arises  whether 
Professor  Cunningham's  proposal  would  facilitate  the  process  of  fitting  the 
two  forms  of  transportation  into  their  legitimate  places.  In  large  measore, 
Professor  Cunningham's  proposal  does  contribute  to  the  desired  end.  The 
substitution  of  motor-vehicle  service  for  more  costly  rail  service  is  in  farthe^ 
ance  of  the  objective  sought.  So  likewise  is  the  use  of  motor  vehicles  in  termi- 
nal operations,  for  store-delivery,  and  in  the  extension  of  service  to  off-line 
points. 

Two  queries  may  be  raised,  however,  regarding  the  adequacy  of  Professor 
Cunningham's  proposal  to  bring  about  true  co-ordination  in  the  sense  of 
fitting  each  transportation  agency  into  its  proper  place.  First,  there  are  manj 
situations  in  which  it  would  not  be  in  the  interest  of  a  railroad  to  develop 
motor  transportation  service,  even  if  that  service  resulted  in  cheaper  or 
better  transportation  to  the  public.  Where  railroad  facilities  are  already  in 
existence  and  are  operated  with  some  degree  of  profit  it  may  be  in  the  hh 
terest  of  the  railroad  to  protect  rail  traffic  by  refusing  to  develop  motor  trans- 
portation which  will  divert  traffic  from  the  rails.  Or  the  railroad  may  main- 
tain motor  vehicle  rates  and  fares  on  the  basis  of  rail  rates  or  higher  rsther 
than  on  the  basis  of  motor-vehicle  costs.  Here  the  interest  of  the  railrosd 
is  in  the  suppression  or  incomplete  development  of  the  newer  form  of  trans- 
portation regardless  of  its  economic  justification.  In  such  situations,  the 
railroads  have^  in  the  past,  opposed  the  granting  of  certificates  of  convenience 
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and  necessity  to  bus  or  truck  operators.  In  other  cases  they  have  succeeded 
in  getting  bus  or  truck  rates  placed  on  the  basis  of  rail  rates  or  higher^  re- 
gardless of  costs  of  motor-vehicle  transportation.  Opposition  to  the  complete 
development  of  motor-carrier  service  is  not  removed^  in  such  situations^  by 
permitting  the  railroad  to  give  truck  or  bus  service  if  it  wishes  to  do  so.  It 
may  prefer  not  to  give  such  service;  or  it  may  give  enough  service  to  lend 
plausibility  to  the  claim  that  certificates  of  convenience  and  necessity  should 
not  be  granted  to  independent  bus  or  truck  operators ;  and  even  if  it  gives  ade- 
quate service^  it  may  prefer  a  policy  of  keeping  rates  as  high  as  possible.  In 
making  this  statement  we  are  not  unmindful  of  the  fact  that  under  some 
conditions  it  may  be  a  justifiable  practice  to  protect  the  railroad  from  motor- 
vehicle  competition.  This  is  often  true  when  there  is  insufficient  traffic  to 
support  two  systems  of  transportation  and  the  railroad  can  provide  a  service 
that  the  motor  carrier  cannot.  But  what  we  are  objecting  to  is  action  which 
may  put  the  railroad  in  a  position  to  hamper  the  development  of  motor  trans- 
portation regardless  of  whether  the  restriction  of  the  service  in  the  particular 
case  is  justifiable  from  the  public  viewpoint. 

The  second  query  about  Professor  Cunningham's  proposal  relates  to  the 
matter  of  competition.  He  suggests  that  general  participation  by  railroads 
ui  motor-vehicle  operations  would  "bring  about  the  elimination  of  economic 
waste  resulting  under  present  conditions  from  the  duplication  and  over- 
lapping of  facilities  and  services."  Undoubtedly  this  is  correct  in  so  far  as 
the  railroads  used  motor  vehicles  as  a  substitute  for  more  expensive  rail 
services.  But  Professor  Cunningham  also  takes  the  position  that  the  rail- 
roads are  not  to  have  a  monopoly  of  transport  for  hire  over  the  highways^ 
but  that  competition  of  independent  motor  vehicle  operators  would  con- 
tinue to  exist.  This  means  not  only  that  there  would  be  competition  between 
railroad-owned  motor  vehicles  and  independently  owned  motor  vehicles^  but 
that  there  would  also  be  competition  between  motor  vehicles  and  railroads. 
This  may  still  result  in  a  great  deal  of  economic  waste  and  duplication  of 
facilities.  Neither  is  such  competition  always  consistent  with  a  co-ordinated 
system  of  transportation  in  which  each  agency  occupies  the  field  for  which 
it  is  best  adapted.  Of  course  there  are  many  people  who  believe  that  the  rail- 
roads and  the  motor  vehicles  will  find  their  proper  places  in  the  transportation 
system  if  free  competition  is  permitted.  They  believe  that  if  the  element  of 
subsidy  to  motor  transportation  is  removed^  and  if  conditions  of  competition 
are  equalized  by  removing  some  of  the  restrictions  imposed  upon  railroads 
which  hamper  them  in  their  efforts  to  meet  motor  competition^  the  two  forms 
of  transportation  can  be  left  to  fight  it  out^  and  that  each  will  eventually 
-withdraw  to  the  fields  of  operation  in  which  it  is  superior.  There  is  little 
mrarrant  for  such  a  belief.  Unrestricted  competition^  in  addition  to  the  eco- 
nomic waste  and  duplication  of  facilities  which  it  would  cause^  would  deplete 
the  revenues  of  both  agencies  of  transportation.  The  railroads,  by  putting 
competitive  rates  on  an  out-of-pocket-cost  basis  would  invade  the  field  better 
occupied  by  motor  vehicles;  and,  to  a  lesser  degree,  motor  carriers  would 
endeavor  by  similar  tactics,  to  invade  the  field  of  operations  in  which  rail- 
roads are  naturally  superior.  It  seems  possible  that  this  aotV.  oi  ^otcl^^W^^tv 
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might  still  exist  under  Professor  Cunningham's  plan.  Attempts  to  bring  abovt 
a  truly  co-ordinated  system  of  transportation  must  face  this  problem. 

In  conclusion^  Professor  Cunningham's  proposal  would  result  in  grestlj 
improving  railroad  service^  and  in  increasing  railroad  traffic  and  reyenues.  It 
would  eliminate  waste  in  so  far  as  the  railroads  snbstitated  more  efficient 
methods  of  operation  for  present  methods.  But  before  a  truly  oo-ordioated 
system  of  transportation  is  attained^  two  other  matters  must  be  dealt  wi&; 
namely^  a  tendency^  in  some  situations^  for  railroads  to  hamper  or  restriek 
the  proper  development  of  motor  transportation,  and  the  tendency  for  the 
two  forms  of  transportation  to  engage  in  competition  that  approaches  die 
cutthroat  type. 

G.  Lloyd  Wilson. — Professor  William  J.  Cunningham,  in  his  well-ooii- 
sidered  paper,  "Correlation  of  Rail  and  Highway  Transportation/'  ditmirpf 
several  questions  of  paramount  importance  which  must  be  settled  judidooslj 
if  the  evil  and  inevitable  consequences  of  undue  and  uneconomic  competitioB 
between  railroads  and  the  carriers  by  highway  are  to  be  averted.  Many  of 
these  unfavorable  effects  have  already  been  felt  by  the  carriers  and  by  tiie 
public,  but  the  worst  is  yet  to  come  if  the  situation  is  not  clearly  faced  sad 
courageously  met. 

The  first  point  which  should  be  noted  is  the  use  of  the  word  "correlatimi'' 
in  discussing  the  ideal  in  railroad-highway  relationship,  instead  of  the  word 
"co-ordination"  which  has  been  extensively  used  in  the  past  decade  in  discutt- 
ing  ways  and  means  of  bringing  about  order  out  of  the  uneconomic  chaos.  Pro- 
fessor Cunningham  avoids  the  use  of  the  term  "co-ordination"  for  the  same 
reason  that  the  present  writer  prefers  to  use  it — because  of  the  connotatioi 
of  equality  in  rank  and  importance.  It  is  freely  conceded  that  the  railiosdi 
far  exceed  the  common  and  contract  motor  freight  carriers,  judged  by  tbe 
number  of  tons  of  freight  transported  and  by  the  number  of  ton-miles  trant- 
ported  in  line-haul  service.  In  the  field  of  passenger  transportation  the  rail- 
road has  a  less  definite  but  still  undeniable  claim  to  leadership  in  the  number 
of  passengers  carried  and  in  the  number  of  passenger-miles  of  transporta- 
tion service  performed  in  intercity  operations.  If,  however,  the  volume  of 
freight  traffic  transported  in  the  terminal  between  depots  and  the  plaoes  of 
business  of  shippers  and  consignees  is  considered,  as  it  should  be,  the  itft* 
portance  of  the  motor  carrier  in  our  transportation  system  becomes  increas- 
ingly manifest.  If  the  number  of  passengers  transported  and  the  number  of 
passenger-miles  of  service  performed  by  motor  busses  in  cities  and  towns 
is  considered  the  importance  of  the  passenger  motor  vehicle  is  even  more 
clearly  appreciated. 

It  is  not  only  the  volume  of  business  transported  but  the  importance  of 
the  services  that  should  be  considered  in  approaching  the  problem  of  sd- 
justing  railroad  and  highway  carrier  relationships.  Each  service  tends  to 
supplement  the  other,  if  economically  used.  The  motor  carrier  and  the  rail- 
road in  an  ideal  working  relationship  should  be  used  to  perform  serficei 
which  the  other  cannot  do  at  all  or  cannot  do  efficiently.  Each  type  of  eanier 
should  be  considered  of  co-ordinate  importance  and  their  services  should  be 
brought  into  the  Tee\pToc«\  x^\A.Uonslup  that  is  dictated  by  economic  eos- 
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sideratioiis  of  relative  efficiency  and  by  the  sporting  considerations  of  fair 
play. 

There  is  nothing  to  be  gained  by  vainly  regretting  that  the  railroads  were 
•low  to  appreciate  the  growing  importance  of  the  motor  truck  and  bus  as 
means  of  improving  transportation  services.  That  is  history.  The  problem 
before  us  now  is  to  achieve  the  goal  of  better  relationship  between  rail  and 
highway  transportation  under  existing  conditions. 

The  success  of  the  motor  truck  and  the  motor  bus  in  attracting  traffic  away 
from  the  traditional  railroad  channels  is  often  underestimated.  No  definite 
figures  are  possible  at  this  time  because  there  are  no  data  available  upon 
the  number  of  freight  or  passenger  services  which  can  be  considered  directly 
competitive.  It  is  believed^  however^  upon  the  basis  of  fragmentary  evi- 
dences^ that  the  volume  of  line-haul  freight  traffic  transported  by  motor  trucks 
in  carrier  services  is  much  higher  than  the  figure  of  4.7  per  cent  stated  as 
an  estimate  for  1928  by  the  Interstate  Commerce  Commission  in  its  report 
in  "Co-ordination  of  Motor  Transportation"  (182  I.C.C.  MO),  and,  in  the 
opinion  of  the  present  writer^  even  higher  than  the  10  per  cent  estimate  of 
Professor  Cunningham. 

Although  there  is  little  doubt  that  the  integration  of  railroad  and  motor 
trans]>ortation  facilities  would  have  been  somewhat  less  difficult  to  arrange 
a  decade  ago^  there  are  reasons  to  believe  that  the  task  will  not  be  a  super- 
homan  one  at  this  time.  In  the  first  place  there  has  been  a  considerable  amount 
of  progress  made  in  developing  larger  and  often  sounder  motor  truck  and 
bus  companies^  which^  in  some  cases  at  least  have  indicated  their  appreciation 
of  the  advantages  of  co-ordinating  rail  and  highway  transportation  under 
conditions  of  mutual  fairness  and  advantage  to  railroad  and  motor  trans- 
portation companies.  Secondly^  there  is  an  increasing  recognition  of  the  im- 
portance and  the  necessity  of  fair  and  constructive  state  and  federal  regula- 
tion of  rail  and  highway  transportation  among  railroad  and  motor  transport 
executives^  as  well  as  upon  the  part  of  the  public  and  their  representatives 
in  state  legislatures^  in  Congress^  and  in  the  state  and  federal  administra- 
tions. Finally^  considerable  progress  has  been  made  in  dispelling  one  of  the 
erroneous  but  persistent  implications  read  into  the  word  "co-ordination"  or 
similar  descriptive  words  that  the  notion  implied  the  domination  of  other 
foTvaa  of  transportation  by  the  railroads.  Such  an  implication  is  not  properly 
drawn  from  the  true  meaning  of  the  term  "co-ordination"  because  the  prefix 
*'c€y-'*  implies  equality  of  relationship  and  the  integration  of  the  transportation 
facilities  upon  a  basis  of  equality. 

The  co-ordination  of  transportation  facilities  sought  to  be  achieved  can 
be  brought  about  in  a  number  of  ways :  firsts  by  the  ownership  and  operation 
of  motor  trucks  and  busses  by  railroad  companies ;  second^  by  the  ownership 
and  operation  of  motor  vehicles  by  subsidiary  companies  organized  by  the 
railroads;  thirds  by  the  employment  by  railroads  of  the  services  of  motor 
track  and  bus  companies  as  agents  to  perform  certain  services  which  can  be 
performed  more  efficiently  by  motor  than  by  rail ;  fourth^  by  the  establishment 
of  joint  through  rates  and  routes  via  rail  and  highway  carriers  as  connecting 
carriers;  and  fifths  by  the  creation  of  transportation  companies  which  ^Ul 
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provide  railroad  and  highway^  and  perhaps  waterway  and  air,  transportation 
services  as  parts  of  a  general  transportation. 

Any  policy  of  co-ordination  or  correlation  of  rail  and  highway  transporta- 
tion^ if  it  is  to  be  successful  in  the  fullest  sense,  must  be  based  upon  fairness 
to  all  types  of  carriers,  the  economic  utilisation  of  each  type  of  carrier  in  the 
field  where  it  is  relatively  efficient  as  determined  by  the  results  of  compre 
hensive  and  fair  experimentation,  and  the  fair  and  constructive  state  and 
federal  regulation. 

The  present  writer  is  in  complete  accord  with  Professor  Cunningham's 
position  that  correlation  on  a  comprehensive  scale  and  of  constructive  cllara^ 
ter  would  be  beneficial  to  highway  and  rail  transportation  as  well  as  in  the 
public  interest.  For  a  short  time  certain  "bargain-hunting"  shippers  and  trav- 
elers may  obtain  low  rates  and  fares,  but  there  is  unmistakable  evidence  liiat 
the  demoralization  of  rate  and  fare  structures  as  a  result  of  excessive  com- 
petition is  never  to  the  best  interests  of  the  carriers  or  the  public.  If  \ht 
present  conditions  of  destructive  competition  and  the  duplication  of  serrices 
and  facilities  in  the  field  of  transportation  are  permitted  to  continue  the 
splendid  transportation  system  of  the  United  States  will  tend  to  rend  itself 
apart  like  a  machine  without  a  governor.  Our  choice  is  between  co-ordin4- 
tion  or  chaos,  between  correlation  or  destruction. 

It  is  impossible  for  the  present  writer,  as  it  is  for  Professor  Cunnin^ian, 
to  conceive  of  co-ordination  or  correlation  without  a  sound  policy  of  regolt- 
tion  and  taxation  of  all  forms  of  transportation.  The  present  wide  differences 
in  the  regulatory  policies  of  the  states  of  the  United  States  are  absurd  as  well 
as  harmful  to  the  interests  of  carriers  and  the  public.  The  lack  of  federal 
regulation  of  motor  transportation  is  deplorable  from  the  points  of  view  of 
the  best  interests  of  the  motor  carriers,  the  railroads,  and  the  public.  Public 
motor  carriers  are  struggling  to  maintain  service  and  compensatory  rates  is 
face  of  overwhelming  and  often  desperate  competition  of  a  swarm  of  motor 
truck  and  bus  companies  in  intrastate  and  interstate  commerce. 

The  public  is  bombarded  with  veritable  barrages  of  propaganda  and  coun- 
ter-propaganda from  the  rival  artillery,  while  the  infantry  of  the  riril 
armies  advance  or  retreat  under  cover  of  the  bombardment  and  occasionaDy 
are  caught  between  or  in  their  own  barrages.  It  is  no  wonder  that  the  public 
stands  bewildered  and  endangered  in  the  midst  of  this  remarkable  displiT 
of  pyrotechnics.  It  is  becoming  increasingly  aware  that  in  the  long  ran  it 
will  pay  the  bill  for  the  wastefully  expended  ammunition. 

Shall  our  policies,  state  and  federal,  tend  toward  the  relaxation  of  rail- 
road regulation,  as  many  insist  eloquently  but  not  always  logically,  or  shonl^l 
it  tend  toward  the  more  comprehensive  and  uniform  regulations  of  all  types 
of  transportation. 

It  is  respectfully  submitted  that  our  federal  and  state  regulatory  polides 
should  be  developed  along  the  line  of  regulating  all  types  of  transportatioo 
carriers  for  hire  upon  a  fair  and  constructive  basis  so  as  to  achieve  the  fol- 
lowing results :  the  assurance  of  adequate  transportation  services  of  the  kinds 
required  by  the  public  in  particular  cases ;  the  protection  of  the  public  against 
unjust  and  unreasonoXAe  ^\%eV\\xiVii«X.\«ti  and  against  unreasonable  rates  and 
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charges ;  the  protection  of  the  carriers  against  destructive  competition  of  the 
same  or  different  kinds  of  carriers ;  the  conservation^  as  far  as  possible^  of 
the  investments  made  in  good  faith  in  each  type  of  carrier;  the  protection  of 
the  interests  of  the  workers  in  each  field;  the  maintenance  of  reasonably  com- 
pensatory rates  and  fares  to  all  types  of  carriers ;  and  the  fair  and  adequate 
apportionment  of  the  burden  of  taxes. 

It  is  not  the  purpose  of  Professor  Cunningham's  paper  nor  of  this  dis- 
cussion to  formulate  a  full  program  but  to  urge  that  a  program  be  worked 
out  and  to  suggest  the  fundamental  consideration  that  should  shape  the 
policy. 

The  problem  is  a  challenge  to  the  research  ability  of  economists^  engineers^ 
and  political  scientists^  to  the  lawyer^  financier^  and  legislator^  and  to  the 
spirit  of  fair  play  of  all  types  of  carriers  and  the  pubHc. 

The  problem  is  not  a  single  problem  but  a  series  of  interrelated  prob- 
lems. 

Firsts  the  types  of  transportation  services  required  to  serve  shippers  and 
travelers  under  modem  industrial  conditions  and  sodal  and  economic  life 
must  be  determined.  Second^  the  carriers  and  combinations  of  carriers  best 
suited  to  perform  the  necessary  services  under  conditions  of  greatest  effi- 
ciency must  be  determined  by  the  observation  of  the  actual  results  of  opera- 
tion under  varying  conditions.  Thirds  the  services  of  various  types  of  carriers 
must  be  brought  into  harmonious  and  mutually  satisfactory  working  arrange- 
ments to  afford  complete  and  adequate  transportation  services  to  serve  the 
public  and  to  conserve  the  carriers'  best  interests.  Fourth^  the  type  of  federal 
and  state  regulation  best  suited  to  regulate  all  types  of  transportation  carriers 
must  be  found  and  applied  without  fear  or  favor  to  all  carriers  serving  the 
public.  We  must  regulate  transportation  and  not  the  several  kinds  of  trans- 
portation carriers  in  different  ways^  or  not  at  all.  Fifths  the  state  and  federal 
regulatory  policies  must  be  correlated  so  as  to  avoid  duplications  or  omis- 
sions in  regulatory  jurisdiction.  Sixths  sound  and  fair  means  of  assessing  and 
collecting  taxes  from  the  various  transportation  carriers  must  be  devised  and 
put  into  effect. 

Perhaps  nowhere  in  all  the  troubled  arena  of  conflict  is  there  greater  con- 
fusion and  disagreement  than  in  the  subject  of  motor  vehicle  taxation.  The 
railroads  complain  that  they  are  taxed  too  heavily^  and  that  too  large  a 
share  of  their  tax  payments  go  to  highway  construction;  and  that  the  motor 
carriers  pay  too  little  taxes.  Motor  truck  and  bus  operators^  on  the  other 
hand,  are  not  infrequently  heard  to  complain  that  they  already  pay  too  much 
in  taxes. 

The  most  constructive  work  thus  far  done  in  attempting  to  blaze  a  path 
through  the  wilderness  of  disagreement  has  been  done  by  the  Joint  Commit- 
tee of  Railroads  and  Highway  Users  of  which  Professor  Cunningham  was 
executive  secretary.  As  a  neutral  it  is  difficult  to  find  anything  to  criticize  in 
Findings  61,  62,  68,  and  64,  to  which  Professor  Cunningham  has  referred. 

The  present  writer  agrees  heartily  with  Professor  Cunningham  that  such 
a  formula  as  proposed  in  Findings  64  would  be  a  long  step  toward  a  fair  and 
logical  system  of  highway  transportation.  This  plan  provides  for  the  payment 
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by  all  vehicles  using  the  highways  of  their  proportionate  share  of  the  btne 
cost  of  constructing^  improving^  and  maintaining  a  highway  system  designed 
primarily  for  private  passenger  automobiles^  and  for  the  payment  of  the  ad£- 
tional  costs  of  constructing^  improving^  and  maintaining  roads  suitable  for 
heavier  types  of  vehicles  including  those  used  in  private^  contract^  and  com- 
mon carrier  services. 

The  basic  highway  system  should  not  be  lightly  surfaced  roads  such  u 
proposed  by  certain  railroad  spokesmen^  but  highways  adequate  for  modern 
private  passenger  automobile  transportation.  The  basic  roads  should  be  of 
various  types  of  construction  in  different  parts  of  the  country  and  in  different 
parts  of  the  several  states^  depending  upon  the  density  of  automobile  travel 
and  topography  of  the  district.  The  extra  costs  of  construction^  improvementi 
and  maintenance  should  be  added  to  these  varying  bases  and  the  basic  and 
extra  costs  fairly  distributed  among  the  various  classes  of  highway  users. 
It  is  freely  conceded  that  the  task  is  not  an  easy  one^  but  neither  is  it  im- 
possible. It  is  a  project  for  a  group  of  disinterested  research  men,  and  not 
one  to  be  solved  by  claim  and  counterclaim^  argument  and  eoanteraigument, 
by  a  bipartisan  board  representing  the  railroads  and  the  highway  transporta- 
tion interests. 

It  is  suggested  that  each  state  appoint  a  highway  research  board  consist- 
ing of  a  competent  highway  engineer,  an  expert  in  highway  constmctioBy 
an  accountant,  a  tax  expert,  and  a  transportation  economist  familiar  witii 
highway  transportation  problems  to  work  out  a  basic  highway  formula,  and 
a  system  of  differential  construction  costs  for  the  highways  needed  for  varioos 
types  of  highway  vehicles.  The  state  plans  might  well  be  harmonised  bj  a 
similar  national  body  working  in  harmony  with  the  Federal  Bureau  of  Fob- 
lie  Roads  of  the  Department  of  Agriculture. 

We  must  have  a  planned  highway  system,  and  a  fair  plan  for  Sn%n^ 
highways  not  only  for  the  present  but  for  the  future. 
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MABKETING  UNDEB  BECOVEBY  LEGISLATION 

BoLAND  S.  Vailb^  Chairman 

The  marketing  problems  under  recovery  legislation  are  many  and  com- 
plex. In  introducing  this  round  table  I  desire  to  suggest  some  of  these  prob- 
lems under  four  main  headings. 

Firsts  the  problem  of  re-establishing  certain  parity  of  values  so  that  ex- 
change of  goods  and  services  may  be  resumed.  Much  of  the  discussion  of 
this  problem  runs  in  terms  of  parity  of  prices  with  special  emphasis  on  the 
parity  of  agricultural  prices.  It  should  be  pointed  out  that  the  thing  really 
desired  is  parity  of  income  and  that  the  parity  of  prices^  even  if  realized^  may 
or  may  not  result  in  parity  of  income.  It  may  also  be  pointed  out  that  the 
emphasis  on  agriculture  is^  in  one  sense^  misplaced^  for  the  total  income  of 
the  other  raw  material  industries  has  been  much  more  seriously  affected  than 
has  that  of  agriculture.  Moreover^  in  the  attempt  to  establish  parity  of  values 
in  some  lines^  other  lines  have  definitely  been  thrown  out  of  step.  Specifically^ 
in  the  Lumber^  Textile^  and  Bituminous  Coal  Codes^  the  minimum  wages 
established  have  adversely  affected  certain  areas  in  their  competition  with 
other  areas.  Or  again^  the  income  accruing  to  manufacturers  of  branded  com- 
modities has  been  differently  affected  from  that  of  the  income  of  manufac- 
turers of  non-branded  commodities^  and  the  income  to  lenders  has  been  re- 
duced while  the  income  to  laborers  has  been  increased.  In  other  words^  while 
parity  may  have  been  secured  or  approached  for  some  groups^  the  attempt 
has  definitely  resulted  in  lack  of  parity  of  income  for  some  other  groups. 
One  wonders  whether  it  is  either  possible  or  desirable  to  avoid  shifts  in 
relative  income  of  the  sort  suggested. 

Second^  the  problem  of  raising  the  total  national  income  to  its  1926-28 
level.  This  problem  requires^  among  other  things^  a  re-establishment  of  con- 
fidence and  the  development  of  an  adequate  purchasing  power.  The  correc- 
tion of  unfair  trade  practices  and  the  provision  for  more  accurate  market  in- 
formation that  follows  the  adoption  of  industrial  codes  should  add  to  the 
business  confidence  of  enterprisers.  On  the  other  hand^  both  of  these  activities 
reduce  the  possibility  of  unusual  profits  to  the  clever  individual  proprietor. 
Moreover^  the  fixing  of  prices  provided  in  some  codes  may  give  a  rigidity  to 
certain  parts  of  our  entire  price  structure  that  will  reduce  rather  than  in- 
spire confidence. 

As  already  suggested^  much  of  the  publicity  regarding  recovery  activities 
suggests  that  purchasing  power  is  weakest  in  agriculture.  This  seems  quite 
contrary  to  fact  because  the  two-thirds  of  our  total  population  living  in 
cities  seem  to  have  suffered  a  much  more  severe  reduction  of  purchasing 
power  and  standard  of  living  than  has  the  one-third  living  on  farms.  Na- 
tional income  cannot  recover  unless  or  until  certain  city  industries  are  direct- 
ly stimulated. 

Thirds  the  distribution  of  national  income.  An  important  aim  of  recovery 
legislation  appears  to  be  the  increase  of  total  national  pay  rolls.  Historicallyj 
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retowtrj  has  eone  following  a  shortage  of  inTcntories  and  a  rise  in  prioei 
as  a  resuh  of  this  scaratr.  This  sitoatioii  has  suggested  the  opportanity  for 
increasing  profits  to  enterprisers.  The  present  program,  in  contrast,  sngg^ 
the  raising  of  wages  and  par  rolls  hefore  there  is  a  scarcity  of  goods.  This 
will  tend  to  raise  costs  as  rapidly  as  output  is  increased  and  thereby  pre- 
Tent  any  considerable  increase  in  profits.  Whether  there  are  motives,  patriotic 
or  otherwise,  that  are  strong  enoogh  to  reverse  the  business  cycle  seqaenct 
and  bring  about  a  revival  of  industry  without  the  lure  of  profits  is  a  qnei- 
tion  that  the  experiment  must  test. 

Another  qoestion  with  respect  to  the  distribution  of  national  income  is: 
Where  do  the  increased  wages  come  from?  They  must  be  paid  in  antidpstioii 
of  increased  sales.  In  part,  and  possibly  in  major  part,  they  come  from  in- 
creased government  borrowing  and  lending.  The  activities  of  the  CWA,  PWA, 
RFC,  FHC,  and  FLB  are  all  in  the  direction  of  forcing  loans  on  to  tlte 
public.  The  intention  is  that  these  loans  shall  immediately  become  purchasing 
power  and  that  they  wiU  represent  increased  demand  for  consumer  goods. 

Immediately  the  question  arises:  Where  are  these  funds  used?  Data  ire 
not  available  to  answer  this  qoestion  entirely  but  it  is  evident  that  a  eoor 
siderable  part  is  used  to  pay  the  most  insistent  existing  creditors.  These 
creditors,  in  turn,  use  their  collections  to  liquidate  their  own  debts  and  the 
result  of  the  process  in  some  instances  is,  doubtless,  merely  to  reduce  bask 
deposits  through  the  payment  of  bank  loans.  A  second  considerable  portion 
is  used  to  replace  payments  now  being  made  through  public  and  private  relief 
organisations.  What  the  total  extent  is  of  this  transfer  cannot,  at  present,  be 
estimated,  but  it  is  one  of  the  questions  that  must  be  studied  in  finally  cFaln- 
ating  the  various  attempts  to  increase  purchasing  power  through  govenunent 
loans.  The  net  accomplishment  of  these  forms  of  increasing  purchasing  powa 
cannot  now  be  estimated  but  certainly  it  is  materially  less  than  the  face 
value  of  the  loans  and  expenditures. 

Fourth,  direct  improvement  in  marketing  institutions.  In  some  of  the  codes 
adopted  under  recovery  legislation,  direct  effort  is  made  to  improve  market- 
ing organizations.  Integraticm  is  permitted  and  even  provided  in  the  attempt 
to  reduce  the  cost  of  market  risks  and  also  to  reduce  the  total  net  profits.  In 
other  cases,  divisions  of  market  areas  are  suggested  to  avoid  the  expense  of 
cross-hauls  of  merchandise.  In  some  instances  standardization  of  commodities 
in  the  interest  of  the  consumer  are  suggested  that  should  result  in  lower 
prices  and  in  lower  cost  of  handling.  As  yet,  little  effort  has  been  made  to 
eliminate  inefficient  operators  already  present  in  any  particular  field.  Some 
effort  is  indicated  towards  the  prevention  of  new  inefficient  operators  enter- 
ing the  various  fields.  If  this  latter  end  can  be  accomplished^  general  efi- 
ciency  will  increase  as  the  present  inefficient  firms  slowly  expire.  On  the 
other  hand^  some  of  the  codes  so  definitely  reduce  the  ruthlessness  of  com- 
petition that  improvements  in  operating  methods  may  be  materially  delayed. 

Doubtless,  after  the  first  rush  of  establishing  codes  and  marketing  agree- 
ments, and  what-not,  the  authorities  representing  both  the  trade  assodatioiis 
and  the  government  will  go  back  over  the  enactments  with  greater  delibere- 
tion.  During  this  process  it  is  to  be  hoped  that  the  problems  suggested  in 
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this  brief  r68am6  will  be  carefully  considered  along  witb  many  others  that 
irill  have  occurred  to  the  groups  actually  engaged  in  administration  of  the 
▼arions  new  provisions. 

George  Filipetti. — The  following  discussion  is  an  attempt  to  interpret 
the  effects  of  the  National  Recovery  Act  upon  the  marketings  chiefly^  of 
manufactured  goods.  It  is  based  upon  the  provisions  of  the  several  codes  of 
fair  competition  and  has  led  the  author  into  an  interpretation  of  the  motives 
behind  the  development  of  the  present  program.  Whether  that  program  is 
an  emergency  one  and  the  provisions  of  the  codes  are  purely  temporary^  or 
whether  it  is  to  become  a  long-term  program  and  the  provisions  of  the  codes 
more  or  less  permanent^  is  an  all-important  question.  If  temporary ^  business 
can  mnddle  through  for  the  next  eighteen  months  trying  to  comply  with 
those  sections  that  can  be  complied  with^  and  doing  little  or  nothing  with 
those  sections  of  the  codes  with  which  little  or  nothing  can  be  done  in  so 
short  a  period  of  time. 

The  present  program  appears  to  bring  us  nearer  to  the  elimination  of  those 
business  practices  which  the  several  industries  have  been  pleased  to  call 
on  fair.  If  the  NIRA  is  constitutional^  or  its  specific  provisions  are  constitu- 
tional^  then  each  industry  has  within  itself  the  power  to  compel  a  degree 
of  compliance  that  the  trade  associations  previously  could  not  compel.  Over 
recalcitrant  members  there  hangs  the  threat  of  the  penalty  provisions  of 
tiie  codes^  of  the  presidential  licensing  power^  and  the  promise  of  the  possible 
limitation  of  the  entrance  of  new  units  into  an  industry.  Previously^  individual 
xnembers  were  free  to  join  or  not  to  join  trade  associations  and  to  subscribe 
%o  the  trade  practice  agreements^  or  to  withdraw  from  membership  when 
%hey  chose.  Violations  of  the  terms  of  agreement  by  a  few  were  likely  to  be 
followed  by  violations  by  the  many.  The  new  legislation  appears  to  force 
«*onipliance^  and  marketing  costs  arising  from  such  things  as  conmierdal 
l>ribery^  lavish  entertainment^  discriminatory  discounts^  long  credit  terms^  and 
«>ther  so-called  destructive  practices  appear  to  be  coming  under  control. 

Xhere  will  be  significant  changes  in  price  competition,  at  least  in  some  lines. 
.Any  individual  manufacturer  will  be  limited  in  his  price  reductions  because 
of  the  inability  to  exploit  labor.  This  results  from  the  setting  of  minimum 
^atea  of  pay  and  the  organization  of  labor  groups  in  every  industry.  The 
five-cent-an-hour  rate  of  the  depression  and  the  social  revolt  against  such  ez- 
^iloitation  has  resulted  in  the  development  of  this  prohibition  formula.  It 
appears  to  make  it  impossible  for  an  individual  manufacturer  to  maintain 
liis  position  in  the  market,  or  to  secure  a  larger  share  of  the  market^  by 
^eirere  price  reductions.  Furthermore,  sale  below  the  costs  of  production  is 
^aommonly  prohibited  and  it  appears  that  even  temporarily  the  lowest  price 
"tihat  may  be  reached  is  the  cost  price  of  the  most  efficient  producer.  As  a 
Xnatter  of  fact  the  way  seems  to  be  open  to  prevent  prices  falling  to  this 
level.  In  more  than  one  instance,  provision  has  been  made  for  the  adjust- 
xaent  of  production  to  consumption,  in  some  cases  actually  going  so  far  that 
'Uie  estimated  required  production  may  be  allocated  to  the  individual  plants. 
Under  such  conditions,  particularly  if  there  are  a  relatively  small  number  of 
smpanies  serving  a  market,  the  maintenance  of  prices  that  would  yield 
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X  profits  for  every  member  would  appear  to  be  a  not  particalarlj  diicdt 

ff  achievement. 

In  the  Cleaning  and  Dyeing  Code^  provision  is  made  for  the  establiilnnttt 
of  minimum  regional  prices  for  both  the  wholesale  and  retail  operators,  lad 
similar  possibilities  are  presented  in  the  bituminous  coal  areas.  The  qoeitkii 
may  well  be  asked  as  to  whether^  if  this  kind  of  price  establishment  is  po- 
mitted  in  one  industry^  it  may  not^  or  should  not,  be  established  in  othen. 
Do  conditions  make  it  desirable  to  have  such  arrangements  only  in  one  or  two 
industries  or  are  we  going  to  select  other  lines  that  have  similar  pecoliaiities 
and  which,  therefore^  are  entitled  to  similar  powers  of  price  fixing?  Are  we 
going  to  extend  this  principle  to  all  industries  that  desire  such  regulate 
or  are  we  going  to  extend  it  to  all  industries  whether  they  desire  this  foni 
of  regulation  or  not?  The  implications  are  many  and  far-reaching. 

In  Article  V,  Section  1  (b)  of  the  code  of  the  rock  crasher  mannfactiiiiBg 
industry^  each  member  is  required  to  publish  and  file  with  the  code  audioritj 
a  net  f.o.b.  manufacturers'  price  list  to  apply  to  all  consumers.  No  mMonhc- 
turer  is  to  sell  through  any  distributor,  jobber,  dealer^  or  other  sales  repre- 
sentative unless  each  of  these  has  agreed  to  sell  only  in  accordance  with  rack 
published  lists.  Here  is  the  resale  price  maintenance  provision  over  wbidi 
controversy  has  long  raged.  We  can  raise  the  same  question  in  regard  to  iti 
extension  as  we  raised  in  the  establishment  of  minimum  regional  prices  aaosg 
the  cleaners  and  dyers. 

Another  interesting  provision  that  is  certain  to  have  market  repercasnoDi 
is  Article  VI,  Section  4  (b)  of  the  Limestone  Code.  This  provides  that  ny 
member  of  the  industry  selling  block  and  sawed  stone  shall  publish  priee 
schedules  and  file  them  with  the  code  authority.  The  same  section  proi^dei» 
further,  that  members  of  the  industry  that  both  quarry  and  fabricate  limeitiw 
shall  charge  themselves,  as  fabricators,  the  prices  for  the  Mod:  and  sand 
stone  that  they  have  filed  with  the  code  authority.  If  this  practice  were  to  be 
extended  to  integrated  industries  in  general  it  is  quite  possible  that  in  torn 
cases  the  consumer  would  not  be  able  to  obtain  the  benefits  of  the  econoaiiei 
that  have  resulted  from  integration.  Furthermore,  while  integration  in  some 
cases  has  been  stimulated  because  of  a  desire  to  control  the  needed  supplier 
of  raw  materials  in  preceding  operations,  in  other  cases  it  has  Keen  stiniiihte' 
because  of  the  ability  to  produce  the  finished  product  at  a  lower  cost  TU 
limitation  would  prohibit  a  fabricator  from  reaping  the  advantages  of  voA 
organization. 

The  Bituminous  Coal  Code  states  that  coal  must  be  sold  at  a  fair  maibt 
price ;  that  is,  a  price  necessary  to  carry  out  the  purposes  of  the  NIRA,  to 
pay  the  minimum  rates  of  wages  established,  and  to  furnish  employment  te 
labor.  Prices  are  set  by  selling  agencies  subject  to  review  and  approval  «f 
the  administrator.  These  regulations  are  expected  to  reduce  the  so-called  wr 
economic  and  destructive  competition  among  the  various  fields. 

The  foregoing  examples  of  the  clauses  dealing  with  prices  indicate  9B0 
rather  widespread  changes  in  the  interrelations  of  prices  and  maAets. 

Apparently  the  attempt  is  to  be  made,  at  least  in  some  lines,  to  it^ 
the  market  areas  m  ^VacIl  the  producers  are  to  sell  their  products  and  to 
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Imit  their  operations  to  those  areas.  One  of  the  most  elaborate  codes  from 
he  point  of  view  of  a  national  organization  looking  to  the  definition  of  market 
Teas  is  the  crashed  stone^  sand  and  gravely  and  slag  industry.  The  United 
Itates  is  divided  and  subdivided  into  areas  and  broad  powers  are  given  to 
he  agencies  in  those  areas  to  regulate  marketing.  The  regulations  in  the  Bitu- 
ilnoas  Coal  Code  are  expected  to  establish  a  proper  equilibrium  among  the 
irodudng  fields  and  to  promote  the  development  of  markets  that  are  re- 
ated  geographically  and  economically  to  the  producing  centers. 

In  another  way^  the  establishment  of  minimum  wage  rates  will  also  have 
n  influence  since  certain  regions  may  become  less  important  outlets  for 
ther  products.  The  change  in  wages  in  the  cotton  textile  industry^  for  ex- 
mple^  would  seem  to  operate  in  favor  of  New  England  and  against  the 
onthem  manufacturers.  The  immediate  effect  has  been  to  increase  the  pur* 
hasing  power  of  the  textile  workers  in  the  southern  states^  but  it  appears  as 
hough  the  ultimate  effect  would  be  to  cause  unemployment  in  these  industries 
EI  the  south  and  to  increase  employment  in  the  north.  Market  analysis  by 
ompanies  that  have  been  looking  to  a  future  of  expanded  sales  in  the  south 
i&iist  now  take  into  consideration  the  effect  upon  the  southern  market  of  the 
lewly  established  southern  wage  rates. 

It  is  possible  that  the  future  will  see  considerable  diversion  in  the  flow  of 
;oods  to  the  market.  If  we  extend  the  provisions  of  some  codes  to  other  fields^ 
hen  the  agencies  to  be  used  in  distribution  may  be  determined  by  group  action 
•f  producers.  They  may  eliminate  some  agencies  and  promote  others.  In  the 
lament  Code  we  read  that^  except  as  otherwise  specified^  Portland  cement 
hall  be  marketed  in  each  community  through  the  building  material  dealers 
eg^arly  serving  the  community.  In  a  considerably  elaborated  section^  Ar- 
icle  XI^  the  exceptions^  that  is^  the  buyers  of  cement  who  may  be  sold  direct 
>j  members  of  the  industry  at  the  same  price  and  under  the  same  terms 
nd  conditions  as  the  dealers^  are  specified.  In  the  fertilizer  industry^  sales 
D  dealers  and  consumers  through  brokers  are  prohibited.  In  these  industries 
alesmen  may  be  compensated  on  a  fixed  salary  only  and  may  not  be  paid  on 

commission  basis.  The  Boot  and  Shoe  Code  prohibits  the  misbranding  of 
rrodncts^  including  the  name  of  dealers  who  have  not  made  them.  If  this 
principle  is  extended^  then  a  dealer  who  develops  his  own  formula  for  a 
»rodact^  advertises  it^  does  everything  in  fact  except  perform  the  manufac- 
uring  process^  must  either  go  into  production  or  recede  from  his  present 
tosiUon  in  the  industry.  The  trade  association  or  some  other  authority  ap- 
parently may  determine  what  channels  shall  be  used  for  particular  purposes^ 
rhat  shall  be  eliminated^  and  what  and  how  specific  functions  shall  be  per- 
ormed. 

The  code  provisions  relative  to  the  kinds  of  reports  and  the  types  of  in- 
ormation  that  may  be  required  appear  to  place  little  limitation  upon  the 
letails  that  may  be  sought.  With  the  full  membership  of  an  industry  fumish- 
Dg  the  required  data^  and  with  a  central  clearing  agency  to  assemble  and 
aterpret  the  information  and  recommend  or  order  courses  of  action  based 
ipon  it,  the  code  authority  will  be  in  a  position  to  lay  its  plans  with  all, 
fr  a  large  part  of  the  necessary  facts  before  it,  and  to  measure  the  effecta  ^1 
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the  operation  of  its  plans.  For  example^  the  Lumber  Code  authority  has  as 
one  of  its  functions  the  estimation  of  the  consumption  of  lumber  and  timber 
products  of  the  several  grades  and  upon  these  estimates  quotas  are  assigned 
to  the  producers.  Market  forecasting  may  become  a  more  nearly  exact  sdence 
than  it  now  is. 

Two  questions  of  significance  arise  relative  to  the  control  of  production  lod 
the  accumulation  of  knowledge  of  the  market  Will  industry  restrict  proda^ 
tion  and  maintain  relatively  high  prices  and  thus  limit  the  range  of  demand: 
Will  industry,  through  the  power  and  influence  of  able  leadership,  devise  wixs 
and  means  of  reducing  costs  in  individual  plants,  and  hence  reduce  prices: 

The  provision  of  regional  production  for  regional  consumption  will  elim- 
inate, as  far  as  the  codes  include  this,  the  cross-hauling  of  freight ;  that  is. 
the  movement  of  materials  from  one  point  to  another  while  similar  materiak 
are  moving  in  the  opposite  direction  from  the  second  point  to  the  first.  Tk 
full  statistics  on  such  items  as  production,  orders,  sales,  and  stocks,  will  make 
possible  a  better  performance  of  the  storage  functions.  The  standardisatioB 
of  terms  of  sale  may  do  much  to  reduce  the  risks  of  doing  business,  as  it 
will  tend  to  a  better  selection  of  buyers.  There  is  greater  opportunity  for 
the  seller  to  enforce  the  standard  terms  since  he  and  every  other  vendor 
is  required  by  law,  under  penalty,  to  do  so.  Another  competitive  factor, 
however,  is  thus  eliminated  since  the  seller  with  surplus  funds  cannot  offer 
more  liberal  terms  than  his  competitor  who  does  not  have  the  required  capitil 
to  enable  him  to  finance  sales  over  a  longer  period  of  time. 

It  appears  that  foreign  competition  in  some  fields  will  play  a  different 
part  in  the  future  from  what  it  has  in  the  past.  If  a  group  of  domestic  pro- 
ducers can  show  that  the  imports  of  foreign  goods  are  disturbing  the  tran- 
quility of  the  American  market,  they  may  reconunend  that  action  be  taken 
against  such  imports  and  thus  perpetuate  the  organisation  and  operating  con- 
ditions that  domestic  producers  have  established.  The  counter  actions  of  otiier 
countries  to  American  exports  will  add  fuel  to  an  already  chaotic  foreign 
trade  and  create  instability  for  any  groups  engaged  either  in  importing 
or  exporting.  This  will  continue  until  we  finally  reach  some  kind  of  a  d^ 
cision  on  just  how  self-contained  we  can,  or  should,  be,  and  then  adopt  a  plm 
in  accord  with  that  decision. 

In  some  lines,  standardization  of  quality  would  seem  to  be  stimulated  an^ 
competition  materially  reduced.  In  the  Cement  Code,  Portland  cement  is 
required  to  comply  with  the  standard  specifications  of  the  American  Sodetr 
for  Testing  Materials,  the  American  Standards  Association,  and  the  Federil 
Specifications  Board.  In  the  fertilizer  industry,  in  order  to  eliminate  waste 
and  reduce  the  cost  of  manufacture,  producers  in  each  zone,  acting  throogii 
their  own  committee,  may  establish  grades  suitable  to  the  needs  of  the  pt^ 
ticular  area.  Variations  from  these  standards  arc  to  be  paid  for  by  the  piff- 
chaser.  Such  clauses  as  these,  operating  with  provisions  of  fair  trade  pra^ 
tices  relative  to  special  containers  and  prohibiting  the  disparagement  of  oon- 
petitive  goods,  would  seem  to  lead  to  the  production  and  distrilnitiQn  of 
standard  goods.  Further  stimulus  in  this  direction  would  seem  to  result  fnm 
the  time  guarantee  limitations  that  are  found  in  tome  instances.  For  esampky 
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in  the  Rock  Crasher  Code  the  maximum  guarantee  period  is  ninetj  dajs^  and 
n  the  paint  and  varnish  industry  definite  time  guarantees  on  the  life  and 
services  of  the  products  of  the  industry  are  not  permitted.  In  the  past  such 
fparantees^  backed  by  responsible  companies^  have  been  important  factors  in 
nfluencing  consumer  choice  in  some  lines  and  have  stimulated  the  develop- 
nent  of  superior  products.  Sales  appeals  on  these  bases,  however,  are  definite- 
y  denied  in  some  industries  and  the  extension  of  similar  agreements  in  other 
jidustries  might  prove  disastrous  to  the  consumers  and  penalise  the  more 
resourceful  producers. 

It  appears  reasonable  to  expect  some  change  in  the  market  for  industrial 
^uipment.  Producers  of  such  equipment  are  facing  a  code  provision  that  oc- 
nirs  repeatedly,  to  the  effect  that  code  authorities  may  recommend  to  the  ad- 
ninistrator  that  new  business  units  be  prohibited  from  entering  an  industry, 
:hat  existing  plants  be  not  permitted  to  expand,  and  that  new  machinery  be 
illowed  for  replacement  purposes  only.  Such  provisions  are  found  in  the 
Dement,  Textile,  Iron  and  Steel,  and  the  Hosiery  Codes.  The  idea  behind  this 
s  to  prevent  the  increase  of  productive  facilities  in  industries  supposed  to 
be  already  overequipped,  but  since  many  industries,  even  at  the  peak  of  the 
M>om,  did  not  operate  at  100  per  cent  of  capacity,  the  outlook  for  the  equip- 
ment producers  is  not  particularly  bright.  Furthermore,  this  limitation  places 
i  definite  check  upon  the  creation  and  sale  of  more  efficient  machines.  In  some 
ndustries  in  which  these  machinery  limitations  have  not  been  employed, 
;he  higher  wage  rates  may  stimulate  the  use  of  new  equipment.  With  the  in- 
creasing organization  of  labor,  however,  definite  attempts  to  penalize  the 
nachine  are  possible. 

Manufacturers  who  perform  one  or  two  processes  in  the  production  cycle 
From  raw  materials  to  finished  products  should  study  the  code  of  the  cotton 
f^arment  industry.  Although  inserted  to  meet  what  is  looked  upon  as  a  trade 
ibuse,  paragraphs  B  and  C,  Article  XI,  raise  the  question  of  the  probability 
>f  social  control  of  the  extent  of  the  processing  that  must  be  performed  in 
>ne  plant  before  it  is  passed  on  to  another  producer  for  subsequent  operations, 
[t  is  declared  an  unfair  practice  for  any  member  to  send  out  work  to  any 
'contractor"  to  be  made  into  a  garment  by  him  if  the  work  requires  the  con- 
tactor to  cut  the  material.  Such  cutting  of  the  material  must  be  done  by 
;lie  manufacturer  unless  permission  is  obtained  from  the  code  authority, 
[n  addition,  members  of  the  cotton  garment  industry  are  prohibited  from 
telling  garments  that  are  cut  but  unsown  and  unfinished.  Justification  for 
extensions  of  this  regulation  to  other  industries  because  of  possible  abuses 
lue  to  limited  processing  may  be  quite  possible. 

One  is  tempted  to  say  that  the  market  for  products  is  about  to  witness  a 
widespread  appearance  of  monopoly  practices.  The  establishment  of  uniform 
regional  prices,  the  fixing  of  market  areas  and  the  groups  of  producers  who 
ire  to  operate  in  each  area,  the  standardization  of  products,  services,  and  terms 
>f  sale,  the  allocation  of  production  and  similar  provisions  seem,  in  the  light 
>f  previous  interpretations  of  business  activities  in  the  early  pool  and  the 
(ubsequent  trade  association  cases,  to  point  in  this  direction.  There  are,  how- 
ever, the  repeated  assertions  that  the  codes  are  not  designed  to  promote 
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monopoly^  and  the  foregoing  effects  may  be  more  seeming  than  real.  In  anj 
event  the  permitted  powers  are  nnder  the  supervision  and  control  of  the  gor- 
emment  and  may  result  in  production  and  distribution  in  the  public  intereit 

Enough  has  been  said  to  indicate  that  if  the  NIRA  is^  in  its  major  pro- 
visions,  constitutional,  if  it  is  possible  to  sustain  such  a  program  under  oar 
present  form  of  government,  if  the  clauses  in  the  codes  may  be  l^aUy  en- 
forced, and  if  the  codes  are  to  be  looked  upon  as  long-term  programs,  the 
effects  upon  marketing,  in  many  fields,  may  be  extensive.  How  f ar-readuiig 
they  become  will  depend  upon  whether  certain  provisions  appearing  in  some 
codes  are  looked  upon  as  principles  of  industrial  operation  and  are  gives 
general  application  in  the  several  industries,  or  whether  these  provisions  are 
permitted  only  to  a  single  industry  or  a  selected  few.  Furthermore,  whether 
the  answers  to  these  questions  are  affirmative  or  negative^  the  ideas  and  the 
purposes  of  the  new  deal  may  still  be  pushed  forward. 

The  NRA  program  is  a  transitional  one  with  the  horison  not  quite  clear. 
We  cannot  see  exactly  toward  what  we  are  moving.  From  the  point  of  view 
of  a  plaimed  economy,  the  constant  driving  down  of  costs,  the  increase  of 
productivity  along  the  whole  industrial  front  is  the  direction  in  which  in- 
dustrial statesmanship  should  go.  Under  such  a  scheme  there  can  be  no 
struggle  for  quotas.  We  shall  not  get  very  far  unless  high  cost  producers  are 
eliminated,  unless  greater  product  accompanies  less  human  effort,  unless 
opportunity  is  given  to  develop  new  products  and  services  and  thos  profide 
for  the  satisfaction  of  broadening  wants.  Whether  miniinum  standards  of 
quality  become  maximum  standards  will  depend  upon  the  administration  of 
the  plan.  Whether  minimum  prices  will  stay  fixed  rather  than  be  reduced  is 
an  important  question.  Whether  strong  labor  and  employer  groups  in  one 
industry  will  be  able  to  keep  for  themselves  the  gains  of  progress  in  their 
field  by  maintaining  prices,  and  thus  work  to  the  detriment  of  other  industries, 
are  all  questions  of  the  utmost  significance  in  the  administration  of  the  new 
social  control.  We  may  secure  orderly  and  balanced  production  and  marketing 
but  we  may  fail  to  secure  production  and  distribution  of  large  quantities  of 
goods.  The  easy  way  to  a  planned  and  controlled  economy  is  by  the  path  of 
restricted  production,  price  maintenance,  and  social  rigidity,  but  that  is  not 
the  way  to  an  economy  of  plenty  and  general  social  well-being.  Restricted  pro- 
duction and  price  maintenance,  whatever  the  immediate  gain  to  a  particolar 
industry,  will  give  balance  and  poverty ;  increasing  production  implies  fluidity 
and  change,  but  it  is  the  road  to  plenty. 


ECONOMICS  OF  THE  RECOVERY  ACT 
JoraPH  H.  WiLLiTS^  Chairfnan 
BniTOB'f  Non:  Only  one  paper  presented  at  this  session  was  submitted  for  the  Pro- 

John  Dickinson. — The  problems  with  which  government  for  the  moment 
is  grappling  are  almost  exclusively  economic^  even  more  than  in  a  previous 
age  they  were  predominantly  religious.  It  is  therefore  not  inappropriate^ 
I  suppose^  that  a  governmental  administrator  should  appear  before  a  gather- 
ing like  this  and  expose  to  the  learned  scrutiny  of  this  audience  some  of 
the  views  and  conclusions  about  economic  matters  which  he  believes  to  be 
governing  him^  or  which  he  conceives  to  be  guiding  his  colleagues  at  Wash- 
ington. 

I  shall  speak  first  about  some  general  considerations  which  seem  to  me 
to  underlie  the  whole  policy  of  the  Administration  and  then  confine  myself 
to  one  or  two  special  phases  of  the  recovery  program  which  have  fallen  direct- 
ly under  my  own  observation. 

Any  discussion  of  the  economic  policies  of  the  Administration  must  com- 
mence with  certain  general  considerations^  because  that  policy  in  some  of  its 
major  aspects  challenges  at  least  the  emphasis  which  has  hitherto  charac- 
terised a  great  deal  of  accepted  economic  doctrine.  I  say  it  challenges  the 
emphasis^  rather  than  the  doctrine^  because  the  corpus  of  economic  doctrine 
itself^  as  it  has  been  built  up^  like  a  coral  reef^  by  the  labors  of  innumerable 
contributors^  is  not  subject  to  general^  but  only  to  specific^  challenge.  There 
is  one  limiting  feature  of  economic  doctrine  which  is  perhaps  not  so  gen- 
erally kept  in  mind  as  it  should  be;  namely^  that  many  of  the  particular 
doctrines  which  go  to  make  it  up  have  been  devised  at  some  time  in  the 
past  to  meet  particular  problems  which  at  that  time  were  pressings  and* were 
accordingly  devised  with  a  special  angle  or  slant  which  needs  always  to 
be  read  into  the  doctrine  if  it  is  to  be  properly  understood. 

The  entire  mechanism  of  production  and  exchange  and  distribution  which 
form  the  subject  matter  of  economics  has  undergone  a  practically  complete 
transformation  since  the  days  of  Adam  Smith  and  even  of  Stuart  Mill. 
Of  course  no  competent  economist  in  his  own  thinking  fails  to  make  the 
necessary  corrections  and  qualifications  of  economic  doctrine  which  are  re- 
quired by  these  special  limitations  of  the  science.  Every  science^  however^ 
and  particularly  a  practical  science  like  economics^  has  a  habit  of  throwing 
off  an  oversimplified  popular  image  or  stereotype  of  itself  which  responds 
much  more  slowly  to  change  and  correction  than  the  technical  science  itself. 
This  popularized  stereotype  of  economics  affects  the  thinking  even  of  econ- 
omists themselves  more  than  they  suppose.  It  is  certain  matters  of  em- 
phasis in  this  generalized  version  of  economics  which  the  Administration's 
program  challenges^  rather  than  the  body  of  economic  doctrine  as  such. 

The  prevailing  stereotype  of  economic  thinking  has  hitherto  been  built 
aroond  a  picture  of  a  world  consisting  of  a  multitude  of  small  independent 
miitSj  each  characterized  by  almost  complete  freedom  of  motion  and  whose 
corresponded  to  certain  statistical  laws.  The  movement  of  the 
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units  in  correspondence  with  these  laws  was  thought  to  be  of  such  a  chan^ 
ter  as  constantly  to  restore  the  whole  system  to  equilibrium  whenever  anj 
one  tendency  should  chance,  for  the  time  being,  to  get  out  of  balance  vitii 
the  rest.  The  normal  effectiveness  of  the  system  to  produce  sufficient  goods 
for  the  needs  of  the  community  and  distribute  those  goods  equitably  was  there- 
fore thought  to  depend  primarily  on  the  freedom  of  the  individual  ludts 
to  act  as  the  laws  of  economics  assumed  that  they  would  act.  A  large  iniB- 
her  of  individual  men  each  buying  what  he  individually  wanted  would  oil 
into  action  precisely  the  amount  of  labor,  capital,  and  raw  materials  needed 
to  supply  those  things.  A  recession  of  demand  would  cause  a  loweriiigof 
price  which  in  turn  would  restore  demand.  An  oversupply  of  capital  woald 
lower  the  rate  of  interest,  decrease  saving,  and  thus  create  a  scarcity  of  capi- 
tal which  in  turn  would  send  the  interest  rate  up.  Human  economic  motiTes 
were  supposed  to  be  such  that  the  economic  system^  if  temporarily  throvn 
out  of  balance,  would  right  itself  automatically. 

The  pre-established  harmonies  of  popular  economics — for  the  view  I  lii?e 
been  outlining  cannot  properly  be  charged  against  scientific  economic  theorj 
in  even  its  most  classical  form — ^presupposes  and,  as  I  have  said,  dependi 
on  a  world  of  small  independent  units  no  one  of  which  counts  in  the  systen 
for  more  than  an  element  in  a  statistical  average.  It  depends  on  the  free 
appearance  and  disappearance  of  business  units  and  their  free  entry  into 
and  withdrawal  from  the  market.  It  depends  on  relatively  stable  habits  of 
life  which  cause  the  ebb  and  flow  of  substantially  the  same  demands  rathef 
than  the  substitution  of  wholly  new  demands  and  the  complete  disappearance 
of  old  ones.  It  depends  on  a  stable  unit  of  value  and  exchange,  and  I  ratlier 
think  upon  a  stock  of  money  which  does  not  consist  mainly  of  credit  in- 
struments. Hitherto  we  have  been  assuming  that  the  conditioning  facts  of 
our  economic  theory  corresponded  to  the  facts  of  the  whole  world.  Now  that 
we  have  had  to  face  those  facts,  we  observe  divergencies  in  some  major  pa^ 
ticulars. 

In  the  first  place  the  economic  unit  today  is  not  the  free  mobile  individaal, 
the  minute  element  in  a  statistical  average,  but  for  all  practical  purposes  it 
is  the  business  concern,  and  as  often  as  not  the  business  concern  is  of  verj 
considerable  size,  and  sometimes  of  mammoth  size,  binding  together  in  a 
tight  complex  the  interests  of  countless  individuals,  and  tied  in,  through  banb 
or  otherwise,  with  many  similar  complexes.  In  some  industries  the  effective 
business  units  are  reduced  to  half  a  dozen  or  even  a  smaller  number  of  giant 
enterprises.  The  behavior  of  such  a  business  unit  is  by  no  means  so  free  and 
mobile  as  that  of  the  economic  man  of  the  old  theory.  Its  managers,  wi& 
the  interests  of  an  impersonal  mass  of  investors,  creditors,  and  employees 
at  stake,  cannot  or  do  not  act  as  an  individual  would.  They  cannot,  for  ex- 
ample, go  out  of  business  freely ;  to  do  so  would  involve  abandoning  plant 
and  equipment  which  represents  millions  of  dollars  worth  of  savings.  Often 
they  cannot  even  withdraw  from  the  market  effectively  because  an  expensiTe 
plant  eats  itself  up  when  idle  and  overhead  must  be  met  at  all  costs.  The  re- 
sult is  that,  in  the  face  of  slackened  demand,  production  often  continiics 
in  excess  quantities  made  possible  by  the  financial  strength  of  the  contend- 
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big  units.  Because  of  such  financial  strength  they  may  be  able  to  hold  up 
prices  with  the  result  that  their  production  accumulates  in  the  form  of  mount- 
ing stocks  which  overhang  the  market  ever  more  and  more  menacingly.  On 
the  other  hand  a  vicious  price  war  may  result  which  drives  prices  for  every- 
body below  the  cost  of  production^  ruins  not  necessarily  the  marginal  com- 
petitor but  those  with  relatively  weak  financial  staying  power^  and  in  the 
process  shocks  or  shatters  banks  and  the  countless  investors  or  depositors 
whose  wealth  has  been  tied  into  the  industry.  One  of  the  necessary  links 
in  a  system  of  automatic  economic  adjustments  is  the  free  disappearance 
of  economic  units.  Under  conditions  today  the  prospect  of  toppling  giants  is 
so  fraught  with  menace  throughout  the  whole  system  that  men  shun  automatic 
adjustments  bought  at  such  a  price^  and  they  do  not  occur  at  the  time  when 
they  should  if  an  automatic  balance  is  to  be  maintained. 

A  second  particular  in  which  current  conditions  do  not  conform  to  the 
presuppositions  of  an  automatic  system  of  economic  adjustments  is  closely 
connected^  I  believe,  with  the  one  to  which  I  have  just  referred.  Not  only 
do  the  automatic  adjustments  not  take  place  because  the  units  have  grown 
00  large  and  hence  are  not  mobile  and  flexible,  but  also  because  today  practi- 
cally all  our  economic  activities  have  been  drawn  into  the  nexus  of  a  highly 
organized  industrial  system  without  an  elastic  cushion  to  absorb  the  reper- 
eoasions  within  the  system.  For  example^  fifty  years  ago  our  agriculture  lay 
largely  outside  the  industrial  system.  The  farmers  were  self-supporting  and 
did  not  depend  for  their  livelihood  on  the  conversion  of  their  crop  into  money. 
A  good  deal  of  local  industry  and  trade  went  on  which  was  not  tied  into 
the  national  system  by  bank  loans  or  other  forms  of  financial  dependence. 
Those  areas  of  economic  activity  lying  outside  the  organized  system  formed 
what  may  be  compared  to  a  cushion  which  operates  to  absorb  much  of  the 
shock  of  the  repercussions  within  the  system.  In  idle  times  labor  was  ab- 
sorbed into  those  outlying  activities  and  in  boom  times  the  farms  and  local 
workshops  increased  their  output.  Today  all  our  economic  activity  is  geared 
into  one  system  with  vastly  increased  rigidity  and  ¥rith  increased  menace 
to  the  stability  of  the  system.  It  is  even  being  proposed  to  found  retail  ac- 
counts payable  and  make  them  a  basis  for  credits. 

A  third  respect  in  which  the  facts  no  longer  correspond  to  the  presupposi- 
tions of  a  system  of  automatic  economic  adjustments  relates  to  the  changes 
which  have  taken  place  in  our  medium  of  exchange.  Today,  as  is  well  known, 
onr  medium  is  largely  bank  credit  circulating  in  the  form  of  checks.  Bank 
credit  represents  in  the  last  analysis  a  hope,  a  prophecy  of  the  future.  It 
depends  for  its  value  on  the  value,  or  rather  the  prospective  value,  of  the 
assets  or  enterprises  on  which  the  bank  has  loaned.  The  result  of  this  is  an 
interesting  inversion,  or  perhaps  I  should  say  perversion,  of  the  supposed 
operation  of  the  law  of  supply  and  demand.  When  business  is  booming  and 
▼alues  are  rising,  bank  credit  increases  and  the  increase  in  the  stock  of  money 
which  this  implies  raises  prices  still  further  and  thus  tends  to  stimulate  rather 
than  repress  the  process.  In  precisely  the  opposite  way,  in  a  time  of  depres- 
sion the  value  of  bank  assets,  and  hence  the  volume  of  bank  credit,  decreases^ 
with  the  result  that  money  becomes  dear,  prices  continue  to  fall,  funds  avail- 
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able  for  baying  decrease^  and  again  the  prevailing  tendencies  are  mliancd 
rather  than  decreased. 

I  have  only  touched  on  a  few  of  the  characteristic  featares  of  our  cnrrenk 
economic  situation  which  seem  to  me  to  explain  in  part  why  the  old  cob- 
fidence  in  a  system  of  automatic  economic  adjustment  has  disappointed  ■. 
They  illustrate  why  deliberate^  conscious  intervention  in  the  system  by  gov- 
ernmental authority  has  become  more  than  ever  necessary.  Of  course,  bb 
system  of  purely  automatic  adjustments  has  ever  prevailed.  GovermneBt 
has  always  set  the  limiting  conditions  within  which  economic  activity  has  gone 
on^  has  defined  what  transactions  would  be  legally  effective.  What  we  haie 
recently  been  taught  by  the  facts  to  recognize  is,  that  at  various  points  oir 
economic  system  may  get  completely  out  of  balance  and  that,  if  it  is  to  be 
restored  to  proper  working  condition,  there  must  be  the  same  kind  of  e&- 
gineering  attention  given  to  it  by  conscious  intelligence  which  is  given  to 
any  system,  mechanical  or  organic,  that  has  gotten  out  of  gear. 

Of  course,  this  is  not  to  deny  that  there  are  economic  sequences  of  cause 
and  effect  to  which  conscious  action  must  conform^  if  it  is  to  produce  ib 
results,  just  as  the  chemist  and  the  bridge  builder  and  the  engineer  mtffc 
conform  to  physical  sequences  of  cause  and  effect  if  they  wish  to  prodoee 
the  results  they  aim  for.  There  are  forces  of  adjustment  at  work  within  tbe 
economic  system  just  as  in  the  human  body  natural  forces  of  recovery  tie 
available  to  aid  the  efforts  of  the  physician;  otherwise  no  cure  would  eitr 
be  possible.  The  problem  is  always  that  of  co-ordinating  effort  with  the  nat- 
ural trends  which  effort  must  make  use  of.  It  is  the  old  proUem  of  art  fli 
the  one  hand  and  nature  on  the  other.  The  two  are  correlative. 

It  is  important,  I  think,  to  note  that  there  is  need  for  balance  in  our  think- 
ing because  some  economists  are  today  pointing  out  that  certain  of  the  mm 
important  maladjustments  from  which  we  are  now  suffering  are  in  put 
the  result  of  the  deliberate  conscious  action,  of  men's  attempts  to  hold  h»A 
the  operation  of  economic  forces  and  resist  the  adjustments  in  the  direetioi 
of  which  those  forces  are  tending.  Thus  they  refer  to  the  fact  that  in  ce^ 
tain  industries  the  manufacturing  units  have  been  sufficiently  strong  to  reiiit 
a  general  tendency  toward  a  decline  in  price  with  the  result  that  sales  vohitf 
has  fallen  off  and  a  surplus  of  the  product  has  accumulated  which  overhanp 
the  market,  while  plants  have  closed  down  and  workers  have  been  laid  ofy 
results  which  would  not  have  occurred  had  natural  tendencies  been  p0- 
mitted  to  work  themselves  out. 

In  the  same  way  it  is  suggested  that  much  conscious  governmental  into- 
ference  with  economic  developments  has  operated  to  increase  maladjustmesti 
rather  than  to  correct  them.  Sir  Arthur  Salter,  in  his  recent  admirable  little 
book  on  planning,  published  under  the  title.  The  Framework  of  am  Orderti 
Society,  refers,  for  example,  to  shortsighted  tariff  restrictions  adopted  ub" 
the  pressure  of  groups  which  have  not  had  the  foresight  to  relate  their  o«i 
interests  to  the  general  interests  of  the  community  and  to  schemes  sndi  ai 
the  British  rubber  restriction  plan  and  the  plan  for  stimulating  beet  sq 
production  in  England. 

Such  instances  of  badly  conceived  planning  afford  no  sound  justificstieSr 
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I  suggest^  for  taking  refuge  once  more  in  the  old  theory  of  reliance  on  purely 
automatic  adjustments.  Such  a  course  is  a  counsel  of  desp^r  and  rests  upon 
a  fundamental  psychological  pessimism  which  denies  the  ability  of  human 
beings  to  meet  satisfactorily  by  their  own  efforts  the  problems  of  getting 
a  living. 

The  body  of  considerations  which  I  have  been  so  far  advancing  are  ad- 
dressed primarily  to  those  economists  who  have  taken  the  position  that  the 
Administration  should  have  trusted  to  "natural  forces"  to  bring  us  out  of 
the  depression  and  should  not  have  undertaken  the  various  forms  of  stimu- 
lation and  control  which  constitute  the  recovery  program.  I  wish  now  to 
apeak  of  two  phases  of  that  program^  one^  temporary  and  remedial  in  its 
objective,  the  other,  permanent  and  preservative.  I  refer,  first,  to  the  various 
devices  for  the  artificial  stimulation  of  purchasing  power  and,  second,  to  the 
substitution  of  a  regulated  for  an  unregulated  competition. 

The  question  of  purchasing  power  in  the  national  economy  has  in  recent 
years  been  most  frequently  discussed  in  connection  with  the  theory  of  ex- 
cessive saving — the  theory,  in  other  words,  which  claims  that  too  much  of  the 
annpal  income  has  been  paid  out  in  forms  which  divert  it  into  channels 
of  saving  rather  than  into  channels  of  consumption.  There  has  been  a  tendency 
to  interpret  the  Administration's  program  for  increasing  purchasing  power 
in  terms  of  this  controversy.  Some  of  the  economic  critics  of  the  Adminis- 
tration who  believe  that  the  arguments  for  diverting  more  income  from  sav- 
ing into  consumption  are  unsound  have  viewed  with  skepticism  the  Adminis- 
tration's efforts  as  resting  upon  these  arguments.  In  their  own  turn,  these 
critics  have  suggested,  as  recovery  devices,  measures  based  on  their  belief 
that  saving  and  the  investment  of  saving  promote  sound  economic  activity. 
I  submit  that  this  interpretation  of  the  campaign  to  increase  purchasing  power 
in  terms  of  the  controversy  about  the  comparative  merits  of  saving  and  con- 
sumption serves  to  obscure  rather  than  clarify  the  recovery  effort  and  that 
a  good  deal  of  misunderstanding  could  be  avoided,  if  we  approach  the  ob- 
servation of  that  effort  from  a  different  point  of  view. 

The  situation  with  which  the  Administration  was  confronted  on  taking 
office  was  marked  by  a  progressive  decline  of  production  on  the  one  hand 
and  purchasing  power  on  the  other.  Between  February,  1929,  and  February, 
198B,  the  production  index  had  fallen  for  the  textiles  from  114  to  84,  for 
lumber  from  86  to  20,  for  iron  and  steel  from  128  to  81,  for  automobiles  from 
148  to  BS,  carloadings  had  fallen  to  58  per  cent  of  the  normal,  electric  power 
consumption  to  62  per  cent  of  the  normal,  bituminous  coal  production  to 
61  per  cent  of  the  normal  and  department  store  sales  to  49  per  cent  of  the 
1928-25  average.  Coupled  with  this  progressive  decline  in  production  and 
trade,  there  had  been  a  progressive  increase  in  unemplo3rment  until  the  total 
number  of  the  unemployed  had  reached  the  figure  of  approximately  twelve 
million.  Obviously,  if  people  were  to  be  re-employed,  industry  must  resume 
a  more  normal  rate  of  production.  On  the  other  hand,  if  industry  was  to 
resume  a  more  normal  rate  of  production,  it  must  find  purchasers  able  and 
willing  to  buy  its  products. 

At  this  juncture,  the  consideration  was  advanced  by  many  economists  that 
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as  a  matter  of  history^  recovery  from  past  depressions  has  always  been  initi- 
ated by  the  opening  up  of  new  fields  for  profitable  investment  which  stimolite 
the  capital  goods  industries^  thereby  reabsorbing  the  most  considerable  vol- 
ume of  the  unemployed^  who  thus  become  purchasers  of  consumption  goods. 
It  was  accordingly  suggested  that  the  proper  line  of  procedure  would  be  to 
devise  some  means  whereby,  either  through  increasing  profits,  or  throogli  a 
vast  public  works  program,  or  otherwise,  the  capital  goods  industries  wbidi 
had  naturally  suffered  most  severely  would  again  be  set  in  motion  and  thns 
stimulate  a  demand  for  the  products  of  the  consumption  g^oods  industries. 

The  difficulty  about  this  line  of  approach  was  that  it  was  blocked  by  the 
existing  fact-situation  before  it  could  commence.  In  the  past  the  opportunitia 
for  profitable  investment  which  have  initiated  recovery  from  depressions  hiTf 
practically  always  been  connected  with  the  opening  up  of  foreign  maikets. 
The  opening  to  development  of  the  United  States,  of  South  America,  the 
Orient,  and  South  Africa  at  different  periods  during  the  nineteenth  centorr 
provided  the  conditions  which  governed  recovery  from  the  various  nineteenth 
century  depressions.  Today  there  are  still  large  undeveloped  sections  of  the 
world,  the  opening  up  of  which  might,  if  other  conditions  x>ermitted,  afford 
a  way  out  of  the  current  depression  along  the  lines  of  the  past.  But  todir. 
there  are  two  great  obstacles  which  make  it  impossible  to  take  advantage  of 
these  opportunities.  The  first  is  the  international  political  situation  wbeir 
tariff  barriers  and  other  restrictions  on  trade  impose  an  insuperable  obstade 
to  the  speedy  exploitation  of  foreign  markets.  The  second  is  the  accumulated 
mountain  of  indebtedness  under  which  practically  all  foreign  countries  aie 
laboring  as  a  result  partly  of  the  destruction  of  wealth  by  the  War,  and 
partly  of  the  overstimulation  of  production  and  trade  during  the  recent  booo. 

It  is  sometimes  stated  that  the  "new  frontier"  whose  exploitation  offers 
the  key  to  future  prosperity  lies  in  the  development  of  new  demand  at  home 
through  an  increase  in  the  standard  of  living.  If  this  frontier  is  to  be  es- 
ploitcd,  however,  there  must  be  presupposed  on  the  part  of  the  people  a  capa- 
city to  buy,  and  that  capacity  obviously  did  not  and  could  not  exist  in  the 
midst  of  general  unemployment.  The  possibility  of  revival  through  the  profit- 
able exploitation  of  a  frontier  was  thus  excluded  in  both  directions,  nor  cooU 
a  program  of  public  works  of  itself  carry  the  burden  of  initiating  recorerr 
through  a  revival  of  capital  goods  industries  without  being  undertaken  on 
so  vast  a  scale  as  to  be  totally  impracticable.  The  traditional  avenues  to 
recovery  were  thus  blocked  and  brought  to  an  impasse.  The  initiating  force 
had  to  be  sought  in  a  different  direction. 

It  was  from  this  point  of  view,  and  for  these  reasons,  that  the  Adnlini^ 
tration  had  recourse  to  the  policy  of  increasing  the  national  purchasing  power. 
It  was  obvious  that  if  industrial  production  was  to  be  increased,  so  that 
more  people  could  be  employed,  the  demand  for  the  increased  product  muit 
come  from  within  the  nation.  The  great  volume  of  purchasing  power  within 
the  nation  comes  from  two  classes — the  farmers  and  the  workers  who  are 
employed  in  production  and  distribution.  If  the  pump  was  to  be  primed,  if 
an  impetus  was  to  be  given,  to  start  again  the  normal  revolution  of  sapplj 
and  demand,  the  only  feasible  device  seemed  to  be  by  increasing  the  po^ 
chasing  power  of  th^e  two  classes,  and  it  is  to  this  objective  that  the  main 


Econamici  of  the  Recovery  Act  85 

effort  of  the  Administration  has  been  directed  through  the  two  major  agencies 
of  the  agricultural  adjustment  program  and  the  industrial  recovery  program. 
Other  relief  measures  of  the  Administration  have  aimed  in  the  same  direc- 
tion, such  as  the  releasing  of  the  frozen  deposits  in  closed  banks  and  the 
easing  of  the  burden  of  indebtedness  on  farmers  and  home  owners.  The  novel 
features  of  the  program,  however,  are  those  connected  with  the  Agricultural 
and  Recovery  Acts. 

The  device  adopted  for  increasing  agricultural  purchasing  power  has  been 
primarily  the  reduction  of  agricultural  production^  coupled  with  the  pay- 
ment to  the  farmers  of  a  sum  derived  from  a  tax  on  the  processors  of  farm 
products.  The  device  adopted  for  increasing  the  purchasing  power  of  workers 
engaged  in  industry  and  distribution  has  been  a  shortening  of  hours,  ac- 
companied by  the  maintenance  or  increase  of  the  wages  paid  to  the  individual 
worker,  thereby  increasing  the  number  of  workers  employed  and  correspond- 
ingly increasing  the  total  wage  bill  of  the  employers.  Through  both  these 
channels  it  was  expected  that  a  greatly  increased  volume  of  funds  would 
be  made  available  for  consumptive  expenditures,  and  thus  released  into  the 
<^faannels  of  trade.  This  stimulation  of  the  demand  for  the  products  of  the 
consumption  goods  industries  would,  it  was  hoped,  make  possible  replace- 
ments and  ultimately  extensions  in  these  industries  which  would  reach  back 
and  stimulate  the  production  goods  industries.  Since  this  is  inevitably  a  some- 
what slow  process,  a  program  of  public  works  on  a  considerable,  but  none 
the  less  practicable,  scale  was  initiated  to  set  in  motion  a  recovery  in  the 
capital  goods  industries  in  the  interim. 

The  policies  embodied  in  the  agricultural  adjustment  program  and  the 
national  recovery  program  have  been  viewed  with  a  certain  amount  of  skepti- 
cdsm  by  some  economists  for  two  reasons.  The  first  is  that  the  policy  of  re- 
ducing agricultural  production  is  thought  to  rest  upon  a  supposed  state 
of  overproduction,  whereas  many  economists  take  the  view  that  there  cannot 
be  overproduction  in  any  true  sense.  Again,  the  policy  under  the  Recovery 
Act  of  reducing  the  output  of  the  individual  worker  by  shortening  hours 
for  purely  economic,  rather  than  social,  reasons,  has  been  criticized  as  an 
impediment  to  recovery.  Both  these  criticisms  rest  upon  a  broad  generaliza- 
tion— the  generalization  that  the  national  well-being  and  the  standard  of 
living  are  on  the  whole  directly  proportional  to  the  total  quantity  of  goods 
produced. 

With  this  generalization,  as  a  generalization^  there  can  certainly  be  no 
quarrel,  as  is  the  case,  for  example^  with  the  corresponding  political  gen- 
eralization, that  on  the  whole  the  greater  the  amount  of  freedom  which  the 
individuals  of  a  nation  possess,  the  greater  is  likely  to  be  their  happiness 
and  the  rate  of  national  progress.  The  difficulty  is  that  these  generalizations 
are  not  formulae  to  be  applied  as  ndes  of  thumb  to  particular  cases.  While 
it  may  be  true,  in  a  long-run  sense,  that  there  can  be  no  absolute  overproduc- 
tion, it  is  clear  that  in  the  case  of  a  particular  commodity  at  a  particular 
time  the  quantity  of  production  may  be  relatively  so  excessive  as  to  paralyze 
the  effective  demand  of  the  producers  of  that  commodity  for  other  commodi- 
tiea. 

Similarly,  it  may  be  true  that  under  conditions  of  greatly  depressed 
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demand,  the  product  may  be  increased  by  so  shortening  the  working  hooii 
of  individual  workers  as  to  necessitate  the  employment  of  additional  handi. 
The  recovery  program  is  obviously,  so  far  as  it  relates  to  the  features  of  it 
which  we  are  now  discussing,  not  intended  as  a  permanent  program  for 
industry.  It  does  not  address  itself  to  normal  conditions  or  to  the  operitioi 
of  normal  tendencies.  It  aims  to  deal  with  maladjustments,  and  it  is  not 
to  be  expected  that  the  measures  which  can  deal  effectively  with  maladjut* 
ments  are  those  which  would  be  appropriate  for  a  system  which  was  fsBt- 
tioning  nornudly. 

If  the  validity  of  a  program  depends  upon  its  results^  the  recovery  pro- 
gram has  certainly  justified  itself  up  to  the  present  time.  While  there  wast 
certain  recession  six  or  seven  weeks  ago,  apparently  due  to  a  somewhat  tM 
rapid  anticipation  of  results,  the  upward  movement  has  been  resumed  m 
most  lines  of  activity,  and  there  is  a  general  feeling  of  optimism  whicH  if 
the  indispensable  prerequisite  for  sound  economic  advance. 

I  come  finally  to  what  many  hope  to  be  a  permanent  and  lasting  contribii- 
tion  of  the  National  Industrial  Recovery  Act;  namely,  the  substitntioii  oft 
regulated  for  an  unregulated  competition.  Through  the  codes  of  fair  practke 
which  the  statute  authorizes,  there  is  held  out  to  industry,  under  the  sope^ 
vision  of  government,  the  opportunity  of  taking  co-operative  action  to  dvOise 
its  competitive  methods. 

If  the  depression  has  taught  us  anything  about  the  nature  of  the  economie 
process,  it  has  certainly  shown  us  how  the  results  of  competition  depenl 
upon  the  types  of  competitive  practices  employed,  and  upon  the  individnal 
situation  within  which  competition  goes  on.  It  has  disclosed  that  under  the 
special  conditions  of  modem  industrial  life  and  with  the  type  of  competitive 
practices  which  have  widely  prevailed,  practicaUy  every  one  of  the  supposed 
beneficial  checks  and  balances  of  competition,  practically  every  one  of  Ae 
automatic  adjustments  which  economic  theory  attributes  to  competition,  maj 
simply  refuse  to  work.  For  example,  under  the  operation  of  competition, 
excessive  producing  capacity  has  not  withdrawn  from  the  field  leaving  tfac 
market  to  the  more  efficient  producers.  On  the  contrary,  excess  capacity  everv- 
where  remains  and  diminished  demand  is  merely  reflected  in  a  general  redoe- 
tion  of  operations  among  the  producers  all  around.  Inefficient  producers  have 
not  ceased  to  operate,  but  on  the  contrary,  it  is  often  the  inefficient  prodacer 
who,  by  violating  decent  employment  standards  and  underpaying  his  labor 
as  well  as  working  them  an  excessive  number  of  hours,  is  able  to  keep  t 
larger  percentage  of  his  production  capacity  employed  than  some  of  kif 
more  fundamentally  efficient  rivals. 

Under  such  circumstances  it  may  well  be  that  price  has  not  been  maintained 
at  the  point  which  will  return  the  cost  of  production  to  all  the  prodaoers 
still  in  the  market.  Obviously,  this  is  impossible  under  conditions  wheR 
high  cost  and  low  cost  plants  alike  remain  in  the  field  to  compete  for  t 
demand  greatly  below  the  amount  of  their  combined  capacity.  Under  fock 
conditions  competition  in  the  sense  of  unrestrained  rivalry,  far  from  amoont' 
ing  to  a  system  of  checks  and  balances  and  an  agency  of  adjustment,  saggest* 
more  accurately  a  continually  descending  spiral  pointing  through  industrial 
anarchy  tow^-^-  -'**-«ale  destmcUon  for  every  one. 
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Where  all^  or  practically  all^  plants  in  the  field  are  in  distress^  and  frankly 
reaching  out  for  farther  business  to  employ  their  unused  capacity^  a  given 
plant  will  often  snatch  at  an  order  from  a  powerful  buyer  at  a  figure 
below  the  cost  of  production  if  it  merely  covers  out-of-pocket  expenses 
and  contributes  something,  however  little,  toward  overhead.  The  buyer  who 
obtains  such  an  advantage  is  placed  in  a  favored  position  as  compared  with 
his  competitors  and  these  at  once  swarm  down  on  all  the  other  producers 
with  a  clamorous  demand  to  be  given  an  equally  favorable  price.  With  a 
scarcity  of  buyers  and  a  plethora  of  producers,  price  as  a  result  of  those 
prices  tends  throughout  the  industry  to  be  brought  to  a  figure  which  not 
merely  carries  no  return  to  the  producer,  but  frequently  no  adequate  re- 
turn to  labor  and  to  those  who  supply  the  raw  materials.  This  situation 
exists  today  in  many  industries  where  the  farmer  who  supplies  the  raw  ma- 
terial of  the  industry  and  the  laborers  who  work  it  up  are  not  receiving 
an  adequate  return  for  their  efforts,  while  the  industry  itself  is  so  paralysed 
that  it  does  not  afford  a  safe  or  attractive  field  for  investment  and  its 
credit  is  destroyed.  The  mere  fact  that  such  a  situation  is  accompanied  by 
lower  prices  cannot  be  regarded  from  the  standpoint  of  the  public  interest 
as  in  itself  overbalancing  the  evils  which  it  entails. 

The  sequence  of  events  constituting  the  industrial  progress  which  I  have 
just  described  is  unfortunately  not  confined  exclusively  to  the  period  of 
the  present  depression,  but  tends  to  work  itself  out  even  in  more  normal 
times,  because  of  certain  special  conditions  of  modem  industry.  These  special 
conditions  profoundly  affected  the  operation  of  competition  and  no  attempt 
to  understand  the  place  and  effect  which  competition  has  in  our  present  in- 
dustrial life  can  afford  to  disregard  them.  They  are  connected  primarily 
with  two  factors :  first,  the  great  sise  and  expensiveness  of  the  typical  modem 
plant  which  employs  all  the  most  advanced  and  improved  devices  of  machine 
technology;  and,  second,  the  practice  of  mass  production  which  makes  im- 
possible a  very  nice  or  close  adjustment  of  plant  capacity  to  demand  and 
encourages  plant  building  in  anticipation  of  demand.  The  combined  result 
of  these  two  factors  is  to  bring  into  existence  plants  laboring  under  the 
pressure  of  very  heavy  overhead  costs  and  standing  in  a  position  of  relatively 
unstable  equilibrium  with  reference  to  the  demand  which  they  aim  to  supply. 
Consequently,  whenever  there  is  even  a  slight  slackening  of  demand,  the 
pressure  of  overhead  offers  an  almost  irresistible  temptation  to  the  type  of 
competitive  practices  which  lead  industry  as  a  whole  into  the  type  of  progress 
which  I  have  already  described. 

The  unusual  stages  in  the  progress  are  as  follows:  In  order  to  meet  the 
burden  of  overhead,  there  is  always  a  strong  temptation  on  the  producer 
to  step  up  volume  by  obtaining  orders  from  particular  customers  at  special 
low  prices  which,  if  offered  to  all  customers,  would  put  the  plant  in  the 
red.  If,  however,  additional  business  can  be  obtained  by  these  orders  from  a 
few  favored  customers,  it  may  seem  to  the  plant  management  a  good  stroke 
of  business  to  help  in  this  way  toward  carrying  the  overhead.  Inevitably, 
however,  the  granting  of  special  prices  in  this  way  becomes  noised  about, 
pressure  is  brought  to  bear  upon  other  producers  to  grant  the  same  prices, 
customers  who  are  in  competition  with  the  recipients  of  the  special  favors 
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become  diflsatisfied,  and  the  whole  price  stmcture  slips  down  with  jarriog 
repercussions  to  levels  which  will  not  defray  the  production  costs  of  all  the 
producers  remaining  in  the  business. 

It  has  been  suggested  in  some  quarters  that  competitive  practices  of  dv 
kind  just  mentioned^  and  leading  to  the  industrial  consequences  whidi  I 
have  described^  are  among  the  causes  of  the  depression.  The  depression  hii 
many  causes  and  almost  every  day  a  new  one  is  being  found  for  it,  bat, 
in  my  opinion,  destructive  competition  cannot  be  set  down  as  in  any  diicd 
sense  a  major  cause.  However,  there  can  be  little  doubt  that  with  the  d^ 
pression  upon  us,  and  in  our  present  situation,  destructiye  competition  hii 
operated  and  is  operating  to  retard  recovery,  and,  in  fact,  to  prolong  and 
deepen  the  depression.  And  while  I  should  certainly  not  indnde  the  efili 
of  such  competition  as  in  any  sense  a  major  cause  of  the  depresskn,  I 
should  certainly  regard  them  as  an  important  contributing  factor  in  the 
general  total  situation  which  brought  the  depression  on. 

The  great  obstacle  under  modem  industrial  conditions  to  the  opentifli 
of  competition  as  a  beneficial  system  of  checks  and  balances  and  automate 
adjustments  is  the  ezpensiveness  combined  with  the  permanence  of  Mr 
modern  plant  equipment.  On  the  one  hand  this  leads  incTitablj  to  the  baiU- 
ing  of  plants  by  means  of  large-scale  borrowed  capital  and  on  the  other  hul 
throws  the  most  serious  obstacles  in  the  way  of  reducing  the  produdiflB 
capacity  of  an  industry  as  a  whole  in  a  period  of  reduced  demand.  Where 
there  are  no  obstacles  to  hinder  resort  to  destructive  competition  thnw^ 
discrimination  and  discounts,  the  possibility  of  pursuing  these  practices  bflUi 
out  a  delusive  invitation  to  expansion  and  overbuilding.  Since  ezpsmio 
and  overbuilding  in  turn  stimulate  improper  competitive  practices  of  the 
kind  described,  we  are  presented  with  a  vicious  circle  from  which  there 
is  no  escape  save  by  proper  regulation  and  control  of  such  competitive 
practices. 

I  submit  that  the  proper  regulation  of  competitive  practices,  espedillj 
practices  relating  to  secret  prices,  price  discrimination,  discounts,  and  other 
types  of  discrimination,  will  do  much  towards  eliminating  forces  and  tenden- 
cies which  in  normal  times,  as  in  times  of  depression,  tend  to  drag  dovo 
and  depress  industry,  lower  the  price  of  raw  materials,  and  drive  down 
labor  standards.  The  elimination  of  these  practices  by  bringing  price  into 
the  open  and  rendering  it  subject  to  the  normal  operation  of  the  law  of  sup- 
ply and  demand  will  tend  to  maintain  a  reasonably  compensatory  figure  for  all 
those  producers  whose  output  is  essential  to  satisfy  demand  and  will  do 
much  toward  making  it  impossible  for  marginal  producers  who  should  be 
eliminated  to  survive  and  drag  down  their  more  efficient  rivals.  The  probleio 
of  compensatory  price,  a  price  at  least  equal  to  cost  of  production,  can,  1 
believe,  be  trusted  very  largely  to  take  care  of  itself  where  a  condition  oi 
open  and  non-discriminatory  competition  is  scrupulously  maintained. 


MEASUREMENT  OF  UNEMPLOYMENT 
Mkrkdith  B.  Gitkns^  Chairman 

Papers  presented  at  this  session  were  received  from  J.  Douglas  Brown 
ind  Corrington  Gill.  These  papers  exceeded  in  length  space  limitations^  and 
ure  too  excellent  for  abbreviation.  Consequently^  a  brief  statement  of  the 
sontents  of  each  paper  is  presented  here,  and  it  is  hoped  that  the  papers 
Doay  be  printed  in  full  elsewhere. 

Mr.  Gill  sets  forth  the  statistical  and  research  program  of  the  Federal 
Emergency  Relief  Administration.  The  paper  showed  the  amount  of  relief 
md  the  distribution  of  these  items  according  to  states.  The  sources  from 
which  relief  funds  come  are  also  shown^  together  with  a  map  that  indicates 
khe  sources  by  states.  The  statistical  work  under  the  Civil  Works  Administra- 
tion is  sketched^  with  the  Civil  Works  research  projects  briefly  outlined. 

Mr.  Brown  describes  the  problems  faced  by  the  Advisory  Committee  on 
Railroad  Employment.  The  Committee  was  appointed  to  study  the  pre- 
rention^  compensation^  or  reabsorption  of  labor  displaced  as  the  result  of 
the  proposed  program  of  rationalization  of  the  railroads  of  the  country. 
rhe  purpose  of  the  study  is  "to  determine  the  best  means  by  which  employ- 
ment in  the  American  railroad  industry  can  be  brought  into,  and  maintained 
sty  a  proper  balance  with  the  needs  for  the  safe^  efficient^  and  economical 
bandling  of  the  optimum  potential  traffic^  provided  that  the  employees  of 
the  roads  be  treated  in  a  manner  which  is  just  and  reasonable^  and  that  the 
railroad  industry  as  a  whole  be  maintained  on  a  self-sustaining  basis."  The 
itndj  covers  such  subjects  as  proposals  for  the  prevention  of  displacement; 
proposals  for  the  compensation  of  displaced  workers,  such  as  pensions  for 
those  superannuated,  preretirement  annuities,  dismissal  compensation^  and 
Dnemployment  benefits ;  and  proposals  for  hastening  reabsorption  of  displaced 
laborers. 
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CONTROLLED  INFLATION 

By  E.  W.  Kemm£&£& 
Princeton  University 

The  deliberate  inauguration  of  a  policy  of  inflation  with  the  object 
of  raising  prices  to  a  much  higher  level — a  level  that  has  not  preTtikd 
for  a  period  of  several  years — is  the  unique  policy  recently  adopted  bj 
our  national  government  which  has  made  current  in  the  United  Statei 
the  term  ^^controlled  inflation."  From  various  official  and  semi-officul 
statements  it  is  generally  believed  that  the  price  levd  which  the  Ad- 
ministration expects  to  restore  is  approximately  the  wholesale  pna 
level  of  the  year  1926,  which  is  about  the  level  that  prevailed  from  the 
summer  of  1921  through  the  year  1929.  This  would  involve  an  incretie 
of  wholesale  prices  of  about  40  per  cent  from  their  October,  1988,  lefd. 

Under  the  broad  inflation  powers  given  to  the  President  by  Congreii 
under  the  Agricultural  Adjustment  Act  of  1988  and  other  powers  vested 
in  the  Federal  Reserve  system,  there  are,  broadly  speaking,  three  dlf* 
ferent  methods  by  which  the  volume  of  our  circulating  media  can  be 
greatly  expanded  by  executive  authority.  They  are: 

1.  Direct  expansion  in  the  volume  of  paper  currency,  notaUy  of  United 
States  notes  or  greenbacks,  Federal  Reserve  notes  and  Federal  Retem 
bank  notes,  all  of  which  are  now  unlimited  legal  tender. 

(a)  The  volume  of  inconvertible  greenbacks  outside  of  the  Treasury, 
which  is  now  (October  81,  1988)  848  million  dollars,  the  President  is 
authorized  to  increase  at  his  discretion  up  to  8  billion  dollars,  with  no 
increase  whatever  in  the  150  million  dollar  gold  reserve  fund  created 
by  the  Act  of  1900. 

(b)  Federal  Reserve  notes  may  be  issued  without  limit  against  satit* 
factory  collateral  including  government  debt  and  notes  coUateraled  b; 
government  debt.  Under  existing  legislation  there  is  no  longer  any  limit 
beyond  which  the  Federal  Reserve  Board  cannot  go,  in  its  discretkWf 
as  an  emergency  measure,  in  reducing  the  reserve  requirements  of  the  I ^ 
Federal  Reserve  banks  against  both  Federal  Reserve  notes  and  deposits,  f  ^ 

(c)  Federal  Reserve  bank  notes  may  be  issued  up  to  the  amount  of  I ^^ 
100  per  cent  of  any  United  States  government  securities  held  as  col-  (c 
lateral  or  90  per  cent  of  certain  other  specified  security.  Inasmnch  «  k 
no  cash  reserve  whatever  is  required  to  be  held  against  them,  except  i  ^ 
5  per  cent  redemption  fund  which  itself  may  be  kept  in  any  form  of 
paper  money  as  well  as  in  specie,  there  is  no  legal  limit  beyond  whics 
these  notes  may  not  be  issued. 

2.  Direct  expansion  of  deposit  currency. 
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Under  this  heading  would  come  the  expansion  of  member  bank  re- 
serves and  therefore  of  deposit  currency  through  the  open-market  pur- 
chases chiefly  of  government  securities  made  upon  the  initiative  of  the 
Federal  Reserve  system.  Here,  likewise,  there  is  no  legal  limit  to  possible 
emergency  expansion,  since  the  Federal  Reserve  Board  may  suspend  all 
legal  reserve  requirements  of  the  Federal  Reserve  banks,  and,  with  the 
approval  of  the  President,  may  decrease  or  increase  without  limit  the 
reserve  requirements  of  all  member  banks,  while  the  reserve  itself  held 
by  Federal  Reserve  banks  against  deposits  may  be  in  any  form  of  United 
States  money  whatsoever.  Furthermore,  under  the  Thomas  Amendment 
the  President  is  authorized  to  direct  the  Secretary  of  the  Treasury  to 
enter  into  an  agreement  with  the  Federal  Reserve  authorities  to  pur- 
chase in  the  open  market  additional  United  States  government  securities 
in  an  aggregate  sum  of  8  billion  dollars,  paying  for  them  with  Federal 
Reserve  credit. 

8.  Monetary  debasement. 

The  third  method  of  expanding  the  volume  of  our  circulating  media 
which  the  President  is  now  authorized  by  law  to  adopt  is  the  debasement 
of  our  legal  gold  unit  of  value.  He  may  effect  this  debasement  by  re- 
ducing the  weight  of  our  gold  dollar  by  any  amount  up  to  50  per  cent 
and/or  by  authorizing  the  unlimited  coinage  of  silver  as  well  as  of  gold 
at  any  ratio  he  may  determine  upon. 

These  are  the  three  principal  methods  of  inflation  which  Congress  has 
placed  in  the  hands  of  the  President.  There  is  absolutely  no  limit  to 
the  extent  of  the  inflation  which  might  be  legally  brought  about  through 
the  exercise  of  these  powers. 

Up  to  the  present  time  the  efforts  of  the  Administration  to  inflate  have 
been  directed  chiefly  to  the  expansion  of  Federal  Reserve  credit  through 
the  open-market  purchase  of  government  securities  and  through  the  pur- 
chase of  gold. 

Inflation  and  Deposit  Velocities.  The  price  level,  which  is  to  be  raised 
about  40  per  cent  through  the  release,  as  needed,  of  currency  and  credit 
from  this  enormous  reservoir  of  inflation,  is  itself  the  resultant  of  the 
interaction  of  the  forces  of  the  supply  of  goods  and  services  to  be  ex- 
changed on  the  one  hand,  and  of  the  supply  of  circulating  media,  money 
and  deposit  currency,  on  the  other  hand.  The  supply  of  money,  how- 
ever, and  the  supply  of  bank  deposits  circulating  through  checks  are 
both  items  of  two  dimensions ;  namely,  volume  or  quantity,  and  velocity 
or  rate  of  turnover. 

The  plans  of  the  Administration  for  controlled  inflation  all  seem  to 
contemplate  the  effecting  of  the  control  through  the  regulation  of  the 
volume  of  money  and  of  bank  deposits.  When  expansion  is  desired,  more 
money  and  more  bank  deposits  are  to  be  fed  out,  and  they  are  to  be 
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drawn  back  as  needed  whenever  the  inflation  becomes  excessive  or  threat- 
ens to  get  out  of  control.  In  these  plans  for  controlled  inflation  the 
problem  of  controlling  the  velocities  has  been  generally  ignored.  It  is 
with  this  question  of  controlling  the  velocities  that  I  am  chiefly  con- 
cerned. Unfortunately,  we  have  no  reliable  data  of  a  continuous  diarae- 
ter  concerning  the  velocities  of  monetary  circulation.  It  will  be  necessar;, 
therefore,  to  confine  ourselves  to  a  discussion  of  the  velocities  of  bask 
deposits,  which  constitute  in  fact  probably  something  like  90  per  coit 
of  our  circulating  media. 

Wide  VaridbiUiy  of  Vdocitie9.  It  is  in  these  velocities  that  the  great 
variability  in  the  supply  of  our  circulating  media  is  found.  From  the 
boom  year  1929  until  the  present  time,  even  including  the  period  of  the 
bank  crisis  of  1988,  the  extreme  range  in  the  monthly  figures  for  the 
volume  of  money  in  circulation  was  from  4,476  million  dollars  in  April, 
1980,  to  6,546  million  dollars  in  February,  1988,  a  range  of  46  per  cent 
of  the  low  during  five  critical  years  which  covered  boom,  crisis,  and  de- 
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pression ;  while  the  extreme  range  in  the  monthly  volume  of  demand  bank 
deposits  in  all  reporting  member  banks  was  between  14.4  billion  dollars 
in  November,  1929,  and  9.6  billion  dollars  in  March,  1988,  representing 
a  range  of  50  per  cent  of  the  low.  Contrast  these  fluctuations  with  the 
wide  fluctuations  shown  on  the  chart  on  the  previous  page  in  the  veloci- 
ties of  bank  deposits. 

From  January,  1929,  to  the  present  time,  the  range  in  the  monthly 
velocities  for  New  York  City  was  from  182.7  in  October,  1929,  to  22.8 
in  November,  1982,  a  range  of  496  per  cent  of  the  low.  That  for  the 
140  cities  exclusive  of  New  York  City  was  from  46.6  in  October,  1929, 
to  28.1  in  November,  1982,  a  range  of  102  per  cent  of  the  low.  In 
the  summer  of  1980  the  New  York  City  velocity  dropped  in  one  month 
from  81.8  in  June  to  61.5  in  July.  Wide  variations  in  velocities  are  not 
limited  to  our  large  financial  centers,  nor  are  they  restricted  to  periods 
of  nation-wide  booms  and  depressions.  Variations  are  often  large  in  our 
•mailer  cities,  and  substantial  ones  may  frequently  be  found  at  times 
when  business  conditions  throughout  the  country  as  a  whole  are  con- 
sidered fairly  normal.  A  reference  to  the  figures  for  velocities  in  cer- 
.  tain  cities  by  month  from  1919  to  1925  cited  by  Carl  Snyder^  will 
substantiate  this  statement.  In  Albany,  for  example,  the  velocity  varied 
from  28.6  to  82.1  between  February  and  March,  1928.  In  Rochester  it 
varied  from  18.0  in  August,  1924,  to  26.0  in  September  and  80.7  in 
December.  In  a  small  city  like  Binghamton,  New  York,  we  find  a  variation 
from  18.4  in  August,  1925,  to  28.0  in  November — a  range  of  25  per 
cent  in  three  months  in  a  fairly  normal  year. 

Business  Confidence.  Much  is  heard  nowadays  of  the  importance  of 
restoring  confidence  in  the  business  situation  and  prospects  on  the  part 
of  our  business  leaders  upon  whose  initiative  we  must  depend  for  the 
=..     forward  movement  which  will  spell  economic  recovery.  Is  there  any  re- 
lationship in  the  movements  of  these  deposit  velocities  and  of  business 
confidence?  I  have  attempted  in  a  broad  way  to  find  an  answer  to  this 
question,  or,  perhaps  more  correctly  speaking,  to  do  a  little  pioneer 
Work  in  that  direction,  with  a  hope  that  others  will  find  the  lead 
One  worth  following.  Some  of  the  results  of  this  study  are  shown  on  the 
Chart  on  page  95  on  ^^Business  Distrust  and  Velocities  of  Bank  Deposits 
i^  141  Cities.'' 

What  is  this  business  confidence  which  is  such  an  important  factor 
in  our  modem  economic  life?  No  one  has  ever  satisfactorily  defined  it 
^^nd  probably  no  one  ever  will.  It  is  a  volatile,  intangible  thing  which 
^^e  all  recognize  as  a  factor  in  the  economic  life  of  a  world  of  human 
l^eings.  Twenty-five  years  ago  in  discussing  the  important  influence  of 
Y^uainess  confidence  upon  the  factors  in  the  equation  of  exchange,  I 

*  Bmsiness  OycUs  and  Buiin0»»  M§a$ur€msnt$,  Appendix,  Table  XXV. 
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quoted  from  an  anonymous  writer  in  The  Biblical  Repertory^  the  Idr 

lowing  classic  description  of  credit,  which  covers  what  I  have  in  mind 

by  the  words  "business  confidence'*: 

....  credit  is  a  state  of  mind,  a  belief. ....  Involving  a  state  of  mind,  it  is  subject  to 
all  those  causes  of  fluctuation  which  influence  the  minds  and  control  the  beliefs  of  men. 
It  is  therefore  as  sensitive  and  volatile  as  the  subtle  causes  which  sway  human  bdief. 
It  is  often  affected  by  ignorance,  error,  and  misapprehension.  And  in  regard  to  tbe 
subject  in  hand,  it  has  this  peculiarity— not  only  that  it  propagates  itself  by  tkit 
sympathetic  and  epidemic  excitement  which  so  largely  sways  cooomunities  of  men,  bst 
inteUigent  persons,  who  see  no  ground  of  distrust,  are  compeUed  in  their  actiani 
to  follow  the  lead  of  the  isnorant,  who  are  seised  with  an  unreasoning  panics  ind 
thus  swell  the  current,  which  having  opened  a  crevasse,  deepens  and  widens  it,  imtl 
it  has  spread  devastation  far  and  near. 

If  confidence  cannot  be  satisfactorily  defined,  it  is  even  more  true  that 
it  cannot  be  satisfactorily  measured.  None  the  less,  there  are  some  indioci 
which  afford  one  a  rough  general  idea  of  its  movements,  particularly 
during  periods  of  boom,  crisis,  and  depression.  In  the  study  previously 
mentioned  on  the  relationship  of  confidence  to  some  of  the  factori  in 
the  equation  of  exchange,  an  attempt  was  made  by  the  writer  to  measure 
roughly  the  fluctuations  in  business  confidence  for  the  period  1879  to 

I  1908,  by  means  of  an  index  number  based  upon  two  items ;  namely,  (I) 

the  percentage  of  business  concerns  in  the  country  which  failed  eadi 

\  year  and  (2)  the  average  liabilities  of  the  concerns  failing.  In  explaining 

\  this  index  it  was  said:* 

j  Probably  the  best  criterion  of  business  confidence  is  to  be  found  in  the  study  of  cooh 

mercial  failures.  When  times  are  good  and  business  of  all  kinds  is  prospering  there  tic 
comparatively  few  failures,  and  those  as  a  rule  are  for  small  amounts;  but  let  pnw- 
pects  of  poor  crops  arise,  international  complications  become  imminent,  an  influentiil 
financial  establishment  become  insolvent,  prospects  arise  for  government  interference 
with  the  tariir,  or  with  the  currency;  or  let  anyone  of  a  hundred  otiier  things  happei 
which  may  serve  as  the  signal  for  retrenchment  and  liouidation ;  one  of  the  first  snd 
surest  manifestations  of  financial  stringency  is  the  failure  of  a  number  of  eonoem 
which  have  been  carrying  on  business  in  a  reckless  way  or  without  salBcient  finandil 
backing.  Commercial  failures  are  contadous.  They  are  both  eifect  and  cause  of  stringcit 
conditions  in  the  world  of  business  and  finance;  and  their  number,  together  with  Ik 
amount  of  liabilities  involved,  marks  In  a  rough  way  the  progress  and  d^ine  of  periodi 
of  business  depression. 

Despite  the  great  progress  during  the  last  quarter  century  in  the  de- 
velopment of  statistical  indices  for  measuring  the  fluctuations  in  eco- 
nomic phenomena,  we  still  have  no  index  number  of  business  confidenee 
currently  published,  and  it  is  probably  still  true  that  the  best  criterios 
readily  available  of  fluctuations  in  business  confidence  or  of  its  reverse^ 
"business  distrust,'*  is  to  be  found  in  our  current  figures  covering  the 
percentage  of  business  concerns  failing  and  the  average  liabilities  of 
the  concerns  failing.  That  is  the  basis  of  the  index  number  of  bosincsi 
distrust  shown  on  the  following  Chart* 

•Vol.  XXXIV,  pp.  882  et  seq.,  and  822. 
■  Money  and  Pricdif,  pp.  121  and  122. 

*  Method  of  Computing  Index  Number  of  Business  Distrustz  Tbc  figures  for  tfce 
number  of  failures  and  for  the  average  liabilities  of  concerns  failing  are  tbe  ifcn^ 
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Although  the  index  of  business  distrust  has  been  extended  on  the 
art  into  the  year  1988,  so  as  to  cover  the  first  ten  months  of  the 
ir,  it  is  obvious  that  for  the  present  year  commercial  failure  data 
I  no  criterion  of  the  movements  in  business  distrust.  The  reason  is 
it  the  mercury  in  the  thermometer  during  the  present  year  has  been 
gged.  The  government,  in  its  efforts  to  control  the  crisis  and  to  re- 

1  month  of  the  figures  compiled  by  Dun  and  by  Br€uistr00t  down  to  the  end  of  the 
ndar  year  1982.  Since  the  amalgamation  of  these  two  concerns  in  January,  1088, 
r  one  table  (Dun's)  is  published.  The  index  was  calculated  on  the  basis  of  the  year 
»  as  100.  Figures  were  then  corrected  for  seasonal  variations.  Hie  index  of  seasonal 
ations  was  calculated  by  taking  a  mean  of  the  month  after  dividing  the  series 
>ugh  by  a  twelve-months  moving  average  centered  at  the  sixth  month.  The  means 
he  months  were  then  adjusted  to  their  own  average  as  100.  For  calculation  of  the 
Glial,  monthly  data  from  1919  through  1982  were  used. 

y  dividing  the  total  liability  series  by  the  series  for  the  number  of  concerns  failing. 
Ties  was  obtained  representing  the  averase  sise  (as  measured  bv  liabilities)  of 
jres  per  month.  An  index  number  was  calculated  from  this  average  nabilitles  series. 
I  index  was  then  deflated  by  the  Bureau  of  Labor  Statistics  Index  Number  of 
>Ie8ale  Prices  to  eliminate  fluctuations  due  to  variations  in  the  value  of  the  dollar. 

resulting  series  is  the  deflated  series  of  average  liabilities. 

^  deflated  index  of  average  liabilities  was  then  used  as  a  weight  for  the  Index  of 
percentage  of  concerns  failing — ^in  other  words.  Index  1  was  multiplied  by  Index  2. 

resulting  index  is  our  Index  of  Busbiess  Distrust,  which  is  assumed  to  be  in  its 
ements  the  exact  opposite  of  business  confidence. 
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store  prosperity,  has  by  numerous  measures  for  the  protection  of  fbe 
debtor  been  making  it  increasingly  difBcult  for  bankruptcies  IqpJly  to 
take  place.  For  example,  the  number  of  failures  in  September  and  0^ 
tober  of  this  year  was  only  slightly  over  two-thirds  the  number  for  fbe 
corresponding  months  of  the  boom  year  1929  and  the  average  libiHtiei 
of  these  failures  were  only  about  four-fifths  as  great.  The  very  kt 
figure  shown  on  the  Chart  for  business  distrust  in  the  year  1988  v 
therefore  not  a  correct  representation  of  the  situation. 

Velocities  of  Bank  Deposits.  The  monthly  figures  for  the  vdodtis 
of  bank  deposits  of  141  cities  (180  since  March,  1988)  are  those  con- 
puted  by  the  Federal  Reserve  Bank  of  New  York.  The  seasonal  has  been 
allowed  for  and  the  figures  have  been  adjusted  to  a  1926  base.  Hk 
figures  are  those  for  demand  deposits  in  weekly  reporting  member  banb. 

Inverse  Correlation  of  Business  Distrust  and  of  Vdocities  of  BaA 
Deposits.  In  order  to  smooth  out  minor  fiuctuations,  both  graphs  hsfe 
been  computed  on  the  basis  of  a  three-months  moving  average.  Althoo^ 
inspection  of  the  graph  will  show  that  there  is  no  high  inverse  corrds- 
tion  as  far  as  month  to  month  fiuctuations  are  concerned,  a  decided 
inverse  correlation  is  shown  in  the  trends  in  times  of  depression  and  of 
recovery.  Note,  for  example,  the  movement  of  the  graphs  from  1920 
to  1922  and  from  October,  1929,  until  near  the  end  of  1982. 

The  data  were  grouped  in  a  correlation  table  which  showed  ccm- 
siderable  correlation  between  the  two  series  for  the  period  1919  to 
1988  as  a  whole.  The  relationship  appeared  to  be  non-linear;  therefore 
the  correlation  ratio  was  calculated  with  varying  lags,  with  the  follow- 
ing results: 

ProM>UEmr 
Lag  Vdmcofrm  o/f| 

(1)  No  lag 7084  .0254 

(2)  1  Month  Lag  of  Velocity 7815  .0888 

(8)  1  Month  Lag  of  Business  Distrust 7164  .0849 

(4)  2  Months  Lag  of  Velocity 7712  .0208 

(5)  8  Months  Lag  of  Velocity 7818»  .0800 

The  correlation  ratios  obtained  seem  to  indicate  a  fair  degree  of  ti- 
sociation  between  the  two  series.  Inspection  of  the  curves  and  the  cfft- 
relation  tables,  however,  show  that  this  fair  degree  of  association  exists 
chiefly  in  the  two  periods  1920  to  1922  and  1929  to  1982,  inclusive, 

■  The  higher  value  of  t)  with  a  three  months  lag  of  vdodtv  is  due  entirely  to  tbe  di^ 
placement  of  one  point  from  one  column  to  the  next,  whidi  cfaanses  the  calculatioBi 
and  overbalances  the  lower  figures  for  all  the  other  columns.  TlierefoTe  tlie  two  montlB 
lag  seems  to  be  more  significant  The  formula  for  the  corrdatlon  ratio  isi 

t|yw  =  omjf 

oy 

where  amy  is  the  standard  deviation  of  the  means  of  the  varloos  columns  aboot  tie 
arithmetic  mean  of  all  the  y's,  and  oy  is  the  standard  deriatioo  of  tkut  entire  jr  ^ 
tribution. 
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and  in  theae  cases  depends  on  the  trends  of  the  curves  in  opposite  direc- 
tions. One  may  say,  therefore,  that  in  critical  times  during  which  there 
are  pronounced  movements  of  business  distrust,  there  is  a  strong  ten- 
dency for  bank  deposit  velocities  to  move  inversely  with  business  dis- 
trust and  directly  with  business  confidence.  The  velocities  of  bank  de- 
posits then  rise  when  business  confidence  rises  and  fall  when  business  con-^ 
fidence  falls.  The  movements,  moreover,  both  in  business  confidence  and 
in  Telocities  at  such  times  are  wide. 

Vdodties,  Federal  Reserve  Credit,  and  Pricet  during  Present  Crisis. 
Our  next  task  is  to  consider  briefly  the  relationship  during  the  present 
crisis  among  the  three  items:  (1)  velocities  of  bank  deposits;  (2) 
Federal  Reserve  credit  outstanding;  and  (8)  wholesale  prices.  This 
relationship  is  shown  on  the  following  Chart. 

▼BLOCITY  OP  BANK  DEPOSITS  IN  141  C1TJE8,  WHOLESALE  PRICES 
AND  PEDERAL  RESERVE  CREDIT  OUTSTANDING 

BY  MONTHS  1S26-19M 


•BANK  HOLIDAY 


The  figures  are  on  a  monthly  basis  and  cover  the  years  1926  to  1988* 
(through  October).  Velocity  figures  have  been  adjusted  to  the  1926 
base,  but  the  seasonal  has  not  been  removed.  They  are  the  month-to- 
month  figures  and  not  moving  averages.  The  lower  shaded  portion  of  the 
C!hart  shows  the  amount  of  reserve  credit  outstanding  and  the  lower 
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section  of  that  shaded  portion  shows  the  ▼olnme  of  United  States  gof- 
emment  securities  and  bills  bought  in  the  open  market  by  the  twdve 
Federal  Reserve  banks. 

In  February,  19829  the  Federal  Reserve  banks  inaugurated  a  pdicy 
of  heavy  purchasing  of  United  States  government  securities,  with  the 
object  of  glutting  the  member  banks  with  funds  and  of  therd>y  forcmg 
an  expansion  of  member  bank  credit  and  of  deposit  currency,  and  of 
compiling  a  rise  in  the  price  level.  This  was  a  strenuous  effort  st 
reflation  through  credit  expansion.  From  the  week  ending  Fd[>niar7 
27,  1982,  to  the  week  ending  August  18,  1982,  the  average  daily  hold- 
ings of  United  States  government  securities  of  the  twelve  Federal  Reseire 
banks  rose  from  740  million  to  1,861  million  dollars,  representing  aji 
average  weekly  net  increase  of  approximately  46  million  dollars.  After 
the  middle  of  August,  this  policy  of  gorging  the  market  with  credit  wai 
discontinued  for  a  time  and  an  opportunity  was  given  the  market  to 
digest  what  had  been  fed  to  it.  The  open-market  purchases  from  late 
February  to  the  middle  of  August  represent  probably  the  most  extreme 
attempts  at  deliberate  deposit  currency  inflation  that  the  world  erer 
saw.  As  we  know,  the  member  banks  did  not  expand  their  loans  to  the 
public  as  a  result  of  this  heavy  inflow  of  reserve  funds,  but  rather 
reduced  them  and  at  the  same  time  used  these  additional  funds  for 
liquidating  their  indebtedness  to  the  Federal  Reserve  banks  and  for 
piling  up  excess  reserves.  From  the  time  these  heavy  open-market  pm^ 
chases  were  discontinued  in  August,  1982,  to  the  present,  the  Resenre 
banks'  holdings  of  government  securities  have  been  exceedingly  high 
and  during  the  greater  part  of  this  year  have  been  moving  upwaitL 
Recently  open-market  purchases  on  a  large  scale  were  renewed  for  i 
time.  Partly  as  a  result  of  this  policy,  our  member  banks  have  been  ka?- 
ing  recently  by  far  the  largest  volume  of  excess  bank  reserves  in  our 
entire  Federal  Reserve  history,  while  the  borrowings  of  the  member 
banks  from  their  Federal  Reserve  banks  have  declined  until  they  htfe 
reached  almost  negligible  figures.  Meanwhile,  the  downward  trend  of  the 
velocities  of  bank  deposits,  which  began  in  the  autumn  of  1929,  has 
continued  to  the  present  time  with  no  important  interruption,  exoq>t 
during  the  second  quarter  of  this  year.  The  deposit  velocity  rate  for 
the  141  cities  last  month  (November,  1988)  was  28.2,  which  was  the 
lowest  of  any  month  since  the  figures  began  to  be  computed  in  1919,  ex- 
cept the  one  month  of  November,  1982,  when  it  was  26.8.  Furthermore, 
leaving  out  of  account  New  York  City,  and  taking  only  the  figures  for 
the  140  cities,  we  find  that  the  November  velocity  of  28.7  was  the  lowest 
of  all  but  five  monthly  figures  since  January  1,  1919,  and  all  of  these 
five  occurred  since  July,  1982.  The  lowest  of  them  was  less  than  5  per 
cent  below  the  November  figure.  The  decline  in  velocities,  in  other  words, 
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has  much  more  than  compensated  for  the  volume  of  credit  expansion 
resulting  from  the  open-market  operations  of  the  Federal  Reserve  banks, 
and  the  price  level  has  continued  strongly  downward  during  practically 
all  of  the  period  of  these  heavy  open-market  purchases,  except  for  the 
upward  movement  from  April  to  October  of  this  year. 

The  business  and  financial  worlds  are  afraid  of  inflation  and  they 
rightly  look  upon  these  extensive  open-market  purchases  as  powerful 
governmental  efforts  exerted  in  the  direction  of  inflation.  This  fact  weak- 
ens confidence  in  the  business  situation  and  prospects ;  or,  in  other  words, 
it  is  a  factor  in  increasing  business  distrust.  The  increase  in  business  dis- 
trust, as  we  have  found,  in  a  period  of  tension  like  the  present,  exerts 
a  strong  influence  in  bringing  down  the  velocities  of  deposit  circulation. 
In  other  words,  there  are  powerful  psychological  forces  at  work  that 
tend  to  cause  our  efforts  to  reflate  by  the  expansion  of  our  deposit 
currency  to  defeat  themselves  and  actually  to  bring  about  a  net  contrac- 
tion of  our  circulation  through  resulting  reductions  in  velocities. 

Velocities  now  are  extremely  low  because  of  the  low  condition  of 
business  confldence.  A  healthy  restoration  of  confidence  would  tend  to 
bring  them  back  to  normal. 

Public  Distrust  in  Curency  Causes  a  Feverish  Rise  m  Velocities. 
Confidence,  however,  or  its  opposite,  distrust,  is  of  two  varieties  in  its 
relationship  to  this  problem.  When  distrust  in  the  business  situation  and 
prospects  is  widespread,  velocities  are  low,  provided  there  is  a  reasonable 
amount  of  confidence  on  the  part  of  the  public  in  the  country's  money. 
On  the  other  hand,  under  the  same  conditions,  when  business  distrust 
is  low  or  business  confidence  is  high,  velocities  are  normal  or  high.  If, 
however,  the  public  lose  confidence  in  their  money  and  a  widespread 
distrust  centers  on  the  country's  circulating  media,  then  there  occurs 
the  well-known  "fiight"  from  the  monetary  imit.  In  such  a  situation,  the 
public's  philosophy  is:  "Buy  goods  and  securities  quickly  because  the 
prices  of  everything  are  going  up.  Dispose  of  your  money  and  of  your 
bank  deposits  quickly  because  their  value  is  going  down."  In  cases  where 
the  public  are  rapidly  losing  confidence  in  their  money,  as  they  did  in 
Mexico  in  1 91 6  or  in  Austria  and  Grermany  shortly  after  the  Armistice, 
the  velocities  at  which  the  money  and  bank  deposits  circulate  often  reach 
fantastic  figures.  Everyone  who  receives  money  tries  to  get  rid  of  it 
for  goods  as  fast  as  he  can,  for  prices  are  continually  rising,  sometimes 
being  marked  up  many  times  a  day.  Money  which  normally  circulates 
at  the  rate  of  perhaps  two  or  three  times  a  month  may  move  several 
times  in  a  day.  Dr.  Hjalmar  Schacht,  in  speaking  of  the  German  ex- 
perience in  1922,  said  :* 

*  Th9  StabiUgation  of  the  Mark,  p.  68. 
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The  rush  to  get  rid  of  cash  as  soon  as  possible  farther  led  to  an  cztraoTdinaiy  in- 
crease In  the  rapidity  of  the  drcolation  of  money.  Everyone  who  had  payments  to 
malce,  endeavoured  to  make  tliem  as  qnlddy  as  possible,  before  he  coold  be  cao^  by 

the  depredation Clearing  (Giro)  transactions  were  immensely  extended  at  tiie 

expense  of  cash  transactions,  which  were  too  slow. 

And  again  he  said  :^ 

A  typical  consequence  of  the  inflation«  whidi  very  soon  made  its  appearance  snd 
rapidly  assumed  the  character  of  a  permanent  phenomenon,  was  the  so-called  '^refoge 
in  material  values."  No  one  wished  to  hold  cash,  and  all  flunff  themselves  Into  the  sc- 
quisition  of  goods,  shares,  foreign  currendes  or  any  other  stiu>le  values  on  whidi  they 
could  lay  himds.  This  devdopment  contributed,  of  course,  largdy  to  tiie  rise  in  me 
prices  of  commodities  and  shares  and  the  quotations  of  the  foreign  exdianges.  Hk 
speculation  in  stocks  and  shares  and  fordgn  currencies  spread  to  tat  smallest  drdci 
of  the  population.  The  indiscriminate  hoarding  of  commodities  created  an  artifldal 
increase  of  the  demand. 

The  great  speed  at  which  bank  deposits  in  Germany  circulated  at 
the  end  of  1922,  nearly  a  year  before  the  inflation  had  reached  its  ex- 
treme form,  is  shown  by  an  investigation  made  by  the  Reidbsbank: 

....  from  which  it  appeared  that  at  the  end  of  19S2,  taking  forty  days  (aboot) 
as  the  average  rate  to  run  of  a  bill  discounted  by  the  Rddisbuik,  its  proceeds  were 
employed  during  that  period  on  an  average  for  seventy-five  payments,  and  tlKj 
never  remained  credited  to  one  Giro  account  for  so  mudi  as  three-ilftbs  oi  one  dsj.' 

If  the  public  once  loses  confidence  in  its  money,  controlling  inflatioD 
is  like  controlling  a  hurricane.  At  such  a  time  the  volume  of  the  drcolat- 
ing  medium  is  of  secondary  importance.  The  public  are  seized  by  a  pan- 
icky fear  and  the  velocities  which  are  whipped  up  into  fantastic  figures 
dominate  the  situation.  The  fact  that  these  velocities  in  critical  times 
are  to  a  large  extent  a  question  of  volatile  class  psychology  is  one  reason 
why  controlled  inflation  on  any  large  scale,  at  least  for  a  long  time 
to  come,  is  bound  to  fail. 

*  Th§  StabUization  of  the  MarkH,  p.  Sa 
•/6W.,p.75. 


THE  BANKING  ACT  OF  1988— AN  APPRAISAL 

By  H.  Paxkeb  Willis 
Columbia  UfUversity 

About  twenty  years  after  the  adoption  of  the  Federal  Reserve  Act 
the  United  States  has  found  it  needful  to  reconsider  the  foundation 
ideas  of  its  banking  system.  The  necessity  is  galling  to  its  pride,  and 
destructive  to  its  self-confidence  and  belief  in  its  own  infallibility.  The 
Reserve  Act  has  been  lauded  in  terms  of  utmost  absurdity  and  egotism 
by  party  spokesmen,  as  well  as  by  economists  who  had  condemned  it 
while  it  was  in  process  of  preparation.  It  has  been  described  as  an 
absolute  safeguard  against  bank  failures,  as  the  greatest  and  most 
constructive  statute  in  American  history,  as  a  complete  protection 
against  the  danger  of  panics  and  depressions,  and  as  a  charter  of  finan- 
cial liberty. 

It  never  was  entitled  to  any  of  these  encomiums,  and  those  who  framed 
it  never  thought  it  was.  The  Act  in  question  was  adopted  by  Congress 
as  the  result  of  a  series  of  compromises.  It  was  not  the  work  of  any 
one  person  or  even  group  of  persons ;  but  it  represented  the  outcome  of 
len£^y  struggles  about  banking,  and  was  practically  the  best  that 
could  be  had  at  the  time  of  its  adoption.  Popular  government  moves 
slowly.  It  is  influenced  by  emotion  and  hysteria  more  than  by  thought 
or  sober  reflection,  and  this  is  especially  true  when  its  financial  authori- 
ties and  thinkers  are  governed  by  faddism  and  special  interests,  unwill- 
ing to  lead,  and  disinclined  to  share  in  the  work  of  shaping  new  ideas, 
AS  was  the  case  at  the  time  of  the  adoption  of  the  Federal  Reserve  Act. 
American  democracy  has  also  a  strongly  developed  egotism.  It  is  unwill- 
ing to  admit  error  or  to  correct  it  while  special  interests  soon  adjust 
themselves  to  new  legislation  and  are  then  as  hard  to  dislodge  as  they 
^were  when  remedial  action  against  them  was  first  suggested.  Hence  the 
:f  ailure  to  continue,  develop,  and  improve  the  legislative  ideas  which  were 
represented,  as  their  first  fruits,  by  the  Federal  Reserve  Act. 

A  good  deal  of  responsibility  for  subsequent  inattention  and  even  for 
erroneous  thinking  must  be  assigned,  certainly  during  the  first  five  years 
of  the  history  of  the  Federal  Reserve  Act,  to  the  existence  of  the  World 
^ar  and  the  immediate  process  of  "clearing  up**  afterward.  Much  more 
must  be  assigned  to  the  refusal  of  our  economists  to  pursue  the  subject 
^th  vigor.  Still  more,  probably,  must  be  awarded  to  the  indifference  and 
^prejudice  of  the  groups  which  first  took  in  hand  the  administration  of 
Ihe  act.  Be  the  responsibility  what  it  may,  the  fact  remains  that,  al- 
^ough  the  Reserve  Act  has  been  amended  on  the  average  more  than 
once  for  every  year  of  its  existence,  these  amendments  have  been,  in 
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nearly  all  cases,  futile  or  worse.  They  have  pandered  to  special  banking 
interests,  whittled  away  the  safeguards  against  banking  danger  wUdi 
had  been  set  up  in  the  Act  itself,  and  have  added  new  features  of  laxity 
to  the  concessions  which  had  been  forced  upon  its  framers.  Hence,  the 
necessity  of  witnessing:  (1)  a  period  of  bank  failure  without  paraDd^ 
in  which  the  Reserve  system  and  its  managers  sat  silent,  unwilling  eTcn 
to  suggest  a  remedy;  (2)  a  debauch  of  credit,  likewise  without  paraDel, 
in  which  the  administration  of  the  Reserve  system  spent  its  time  in 
quarrels  as  to  the  proper  application  of  remedial  measures,  whfle  special 
interests  made  ducks  and  drakes  of  the  resources  which  had  been  piled 
up  in  gold  as  the  outcome  of  war  and  the  consequent  disturbances  of 
trade;  and  finally  (8)  an  unprecedented  panic  and  depression  in  which 
all  sorts  of  emergency  or  first-aid  measures  have  been  suggested  and 
urged,  and  in  notable  instance  tried — ^usually  with  the  result  of  further 
deteriorating  and  impairing  the  situation. 

These  facts  of  recent  financial  history  are  indisputable,  even  if  dis- 
agreeable; there  would  be  little  purpose  in  recalling  them  save  as  to 
essential  background  for  the  history  and  comprehension  of  the  Banking 
Act  of  1988.  The  new  measure  is  an  anomaly — an  attempt  to  correct 
obvious  evils  growing  out  of  the  misuse  of  the  Federal  Reserve  Act  bj 
applying  remedies  which  ought  long  ago  to  have  been  attempted  if  at  all 
What  needs  to  be  understood  first  of  all  is  the  fact  that  it  is  an  anomalj 
— an  Act  which  ignores  the  changes  of  banking  practice  that  have  oc- 
;  curred  during  the  twenty  years  of  Federal  Reserve  experience.  Not  onlj 

;  this,  but  it  also  ignores  or  rejects  the  **new  era"  notions  of  banking 

j  theory  which  have  been  urged  by  some  reasoners.  It  adheres  to  the  older 

f;  conceptions  of  self-liquidation  in  commercial  paper,  of  ^'liquidity,"  of 

limitation  of  speculation,  of  separation  between  commercial  and  in- 
dustrial financing,  and  many  others  which  were  entertained  by  those 
who  formulated  the  original  Federal  Reserve  Act — ^which  are  still,  in- 
deed, entertained  by  them.  This  may  be  accounted  unto  the  new  Act  tnd 
its  framers  for  righteousness;  but  the  fact  is  that  it  will  not  succeed 
much  better  than  the  Reserve  Act  itself  unless  enforced  in  a  more 
sympathetic  and  understanding  way,  and  unless  applied  by  a  banking 
community  willing  to  make  radical  changes  in  its  own  technique. 

So  far  as  I  myself  am  concerned,  I  am  under  no  illusions  and  I  do 
not  expect  such  changes  to  occur  at  once.  I  raise,  therefore,  in  my  own 
mind  the  question  whether  what  we  shall  get  may  not  be  a  complete 
reversal  of  our  banking  legislation  in  order  to  bring  it  into  sympathj 
with  the  present  trend  toward  fiat  currency,  frozen  loans,  and  OTe^ 
spending  by  governments,  into  correlation  with  speculative  advance!, 
fictitious  acceptance  issues,  and  other  favorite  thoughts  of  the  day.  I 
well  understand  that  those  acts  are  most  successful  which  are  moit 
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sympathetically  administered  by  officers  who  believe  in  and  support  them ; 
and  I  seriously  question  whether  we  must  not  try  a  long  course  of  ex- 
perience with  some  type  of  hybrid  investment  banking  crossed  upon 
orthodox  central  banking,  before  we  can  get  the  experience  for  which 
we  have  always  paid  so  dearly.  But  meantime,  the  Banking  Act  of  1988 
remains.  It  is  a  fact.  What  will  become  of  it? 

The  Federal  Reserve  Act  was  guilty  of  three  fundamental  omissions: 
(1)  mandatory  provision  for  dealings  with  the  public  along  the  lines 
permitted  to  all  central  banks  and  practiced  by  most;  (2)  mandatory 
provision  for  foreign  trade  and  exchange  operations;  (8)  definite  in- 
sistence upon  thorough  bank  examination  and  supervision. 

The  Federal  Reserve  Act  and  its  amendments,  likewise,  made  three 
fatal  concessions  to  special  interest  demands:  (1)  grant  of  authority 
to  national  (and  hence  member)  banks  to  accept  time  deposits;  (2) 
grant  of  permission  to  national  (and  hence  member)  banks  to  engage 
in  fiduciary  business;  (8)  authorization  of  the  undertaking  of  invest- 
ment banking  duties. 

There  are  many  other  defects,  some  of  major  character,  and  omis- 
sions— some  of  first  class  importance — but  none  which  compares  with 
those  enumerated.  These  which  I  have  mentioned  were  all  realized  and 
regretted  by  the  framers  of  the  Act.  The  outcome  was  the  result  of 
political  concession.  The  spirit  was  willing  but  the  fiesh  was  weak.  This 
is  history  and  as  such  may  be  rapidly  passed  over  as  aside  from  the 
present  standpoint.  It  should  be  noted,  of  course,  that  these  frank  ac- 
knowledgments of  error  imply  an  assumption  not  warranted  by  subse- 
quent experience  that  more  rigid,  upright,  and  self -consistent  provisions 
could  and  would  have  been  carefully  and  strictly  administered.  In  fact 
the  less  satisfactory  provisions  described  have  not  themselves  even  been 
applied  as  they  might  have  been. 

Let  us,  however,  glance  briefly  at  the  course  of  events,  as  contempora- 
neously observable.  The  failure  to  insist  upon  the  pursuit  of  commercial 
practices  in  banking  and  the  pretense  of  an  absence  of  commercial  paper 
in  member  banks  led  to  the  development  of  the  huge  speculative  account 
consisting  of  advances  to  large  member  banks  upon  their  ^'straight'' 
notes  with  collateral  security  which  was  so  notorious  as  a  primary  cause 
of  the  speculative  debacle  of  the  late  twenties.  Inability,  or  indisposition, 
to  trade  with  the  public,  afforded  one  cause  of  lack  of  (available)  eligible 
pa})er.  Absence  of  any  mandatory  requirement  that  foreign  agencies  be 
undertaken  and,  hence,  failure  to  buy  and  deal  in  foreign  exchange  led 
directly  to  the  anomalous  operations  whereby  Reserve  banks  undertook 
to  receive  the  funds  of  foreign  banks  and  bankers,  including  central 
banks,  and  to  invest  them  in  local  paper,  usually  bankers'  acceptances 
with  Reserve  bank  endorsements.  Thus  two  distinct  and  almost  equally 
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dangerous  elements  in  the  distorted  banking  situation  developed  them- 
selves. Lack  of  directors'  responsibility  for  the  condition  of  memben 
enabled  timorous  Reserve  bankers  to  protect  themselves  by  asking  for 
collateral  security  against  member  bank  advances,  without  paying  much 
attention  to  the  condition  of  the  member  banks  themselves,  and  withoot 
more  than  pro  forma  sharing  in  the  examination  or  analysis  of  member 
bank  portfolios. 

On  the  other  hand,  the  permission  to  accept  time  deposits  led  to  de- 
terioration of  member  condition,  since  much  that  was  really  demand 
liability  was  classified  and  carried  as  time,  while  acceptance  of  trust 
or  fiduciary  operations  and  duties  led  to  the  gradual  devdopm^t  of 
investment  banking  points  of  view ;  and  these  culminated  in  the  irresistiUe 
movement  which  led  to  the  adoption  of  the  McFadden  Act  of  1927, 
wherein  investment  banking  operations  were  given  official  sanction  and 
the  banks  of  the  country  were  definitely  launched  upon  a  career  of  un- 
derwriting and  promotion.  Add  to  this  the  fact  that,  by  indifference  and 
carelessness  to  what  was  going  on,  successive  national  administratioiu 
had  permitted  the  growth  of  the  so-called  security  affiliates  for  specnlat- 
ing  in  stocks,  while  lax  and  spineless  comptrollers  of  the  currency  had 
t  M  suffered  the  banks  to  get  into  bad  and  illegal  condition,  unchecked  by 

(  I  any  supervisory  activity  of  the  Reserve  institutions — and  the  situation 

is  clearly  depicted  in  outline.  This  is  a  depressing  situation,  espedallj 
when  we  consider  that  there  was  at  no  time  any  demand  for  the  adoption 
of  remedial  banking  legislation,  and  that  the  only  requests  made  by 
a  national  administration  for  two  decades  past  have  been  such  as  were 
intended  to  loosen  credit  for  emergency  reasons  without  attempting  to 
strike  at  the  basic  evils  of  practice  that  had  invaded  the  entire  banking 
structure. 

It  is  thus  possible  to  see  with  what  conditions  banking  legislators  bad 

!to  deal  when  they  undertook,  in  1980,  consideration  of  remedial  measurei. 
There  was  no  time  during  the  two  and  a  half  years  succeeding  tiie  in- 
itiation of  this  undertaking  when  the  group  thus  engaged  has  had  any 
encouragement,  either  from  the  Federal  Reserve  system,  the  American 
Bankers  Association,  or  the  financiers  and  economists  of  the  country. 
No  wonder,  then,  that  they  have  felt  obliged  to  stick  dosdy  to  pardy 
remedial  measures,  or  what  seemed  to  be  such,  and  have  not  permitted 
themselves  to  attempt  those  broader  elements  of  effort  which  ought  long 
ago  to  have  been  considered.  No  wonder  either  that  the  Act,  in  order  to 
make  its  difficult  way  through  the  mazes  of  Congressional  discussion,  bai 
had  from  time  to  time  to  accept  as  integral  features  of  itself  measure! 
(of  which  the  guaranty  of  deposits  may  be  taken  as  the  chief)  that  art 
anything  but  defensible  on  ordinary  grounds  of  banking  principle  Ex- 
(ilain  it  as  we  may,  the  Banking  Act  of  1988  thus  apx>ears  as  a  con- 
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tinuation  of  the  ideas  that  lay  at  the  root  of  the  origmal  Federal 
Reserve  Act,  while  it  largely  fails  or  refuses  to  undertake  those  changes 
that  were  already  called  for  when  the  Reserve  Act  was  being  drafted, 
and  that  still  call  as  loudly  as  ever  for  attention. 

The  Banking  Act  of  1988  contains  the  following  outstanding  pro- 
visions: 

1.  Protection  of  the  depositor,  accomplished  by  so-called  guaranty 
on  the  part  of  all  the  banks. 

2.  Protection  of  the  stockholder,  accomplished  by  regulation  of  in- 
vestments and  portfolios. 

8.  Protection  of  the  public,  accomplished  by  limitation  of  the  uses  of 
Reserve  credit  in  speculative  channels. 

4.  Protection  of  the  bank,  accomplished  by  alteration  of  Reserve  Bank 
powers. 

5.  Increase  of  banking  responsibility,  accomplished  by  separation  of 
affiliates  and  removal  of  bank  officers  in  certain  cases. 

Let  us  analyze  these  major  provisions  more  closely,  though  still 
generally. 
- —  The  protection  of  the  depositor  has  been  shown  by  experience  to  be 
an  essentially  necessary  step.  Before  the  'banking  holiday,"  it  had  al- 
ready been  credibly  estimated  that  there  was  an  army  of  some 
6,500,000  depositors  in  closed  banks  whose  deposits  were  $2,500,000,000. 
To  this  had  been  added  the  enormous  number  of  institutions  reported 
at  the  end  of  summer  close  to  2,800  which  had  been  closed  or  placed 
in  the  hands  of  conservators.  The  original  ''Glass  bill**  proposed  to  afford 
relief  in  these  conditions  through  the  well-established  and  defensible 
method  of  providing  for  prompt  liquidation  through  a  corporation 
organized  for  that  purpose  and  authorized  to  take  over  the  assets  of 
failed  institutions,  at  estimated  value,  settle  and  dispose  of  them,  and 
pay  the  balance,  if  any,  back  to  the  bank,  meanwhile  providing  immediate 
dividends  for  creditors.  The  proposal  was  objected  to  by  many,  and 
might  not  have  succeeded,  had  not  a  much  more  radical  proposal — 
the  guaranty  of  bank  deposits — ^been  substituted  for  it.  Thereby  it  was 
sought  to  satisfy  what  had  for  many  years  been  the  favorite  demand 
of  so-called  radical  elements  in  Congress,  now  strengthened  by  the  fact 
that  tremendous  losses  had  been  suffered  by  depositors,  and  particularly 
by  those  whose  interests  were  supposed  to  be  particularly  menaced — 
the  time  depositors.  Whether  this  plan  will  be  successful  or  not,  remains 
to  be  seen.  There  will  be  a  better  basis  for  it  than  that  which  has  been 
afforded  by  the  various  state  deposit  guaranty  schemes,  but  there  are 
many  reasons  for  doubting  its  chances  of  success.  Of  these,  the  most 
extreme  is  the  fact  that,  combined  with  the  other  phases  of  the  Banking 
Aety  it  brings  to  a  head  what  is  really  a  crisis  in  American  banking,  and 
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may  compel,  if  fully  and  faithfully  carried  out,  a  complete  reorganiza- 
tion of  the  whole  system  of  banking  in  the  United  States. 

Although  it  is  the  interests  of  the  depbsitor  that  are  usually,  if  not  al- 
ways, put  to  the  front  in  current  discussion  of  banking  danger,  the  risb 
of  the  stockholder  are  if  anything  more  extreme.  He  has,  theoretically, 
had  to  carry  a  double  liability  and  even  thou^  such  liability  has,  in  many 
instances,  proved  largely  theoretical,  it  has,  in  all  events,  cost  the  stock- 
holder all  he  has  put  into  the  bank  in  a  large  number  of  cases  of  failure. 
In  others,  a  substantial  amount  has  been  contributed  by  the  stockholder, 
voluntarily  or  otherwise,  or  sometimes  has  been  put  up  by  him  for  the 
sake  of  quieting  a  doubtful  or  dangerous  banking  situation  and  securing 
a  distribution  of  assets.  Yet,  the  stockholder  is  never  considered  en- 
titled to  much  sympathy,  and  his  failure  to  exercise  an  impossible 
oversight  upon  those  who  are  operating  the  bank  has  been  the  subject 
of  constant  reflection  and  even  ridicule.  The  new  Act,  accordingly,  un- 
dertakes to  apply  some  very  few  obvious  rules  of  prudence  in  regulating 
the  character  of  the  investments  the  bank  may  carry.  These  have  already 
been  roundly  criticised  and  attacked  by  bank  representatives,  and  yet 
they  are  far  less  niunerous  and  far  less  troublesome  than  are  the  regula- 
tions which  have  for  long  years  past  been  applied  to  the  discounting 
of  commercial  paper  by  the  banks.  It  is  regrettable  that  the  conunerdal 
banks  of  the  nation  should  be  buyers  of  investment  securities  at  all; 
but  since  they  are  in  the  time-deposit  business,  perhaps  such  action  is 
not  to  be  avoided.  In  that  case,  a  wise  regulation  of  the  uses  of  their 
funds,  parallel  to  the  control  exerted  by  the  state  in  connection  with 
commercial  banking,  would  seem  to  be  not  only  defensible  but  essential 
— ^banking  management  being  what  it  is  in  a  nation  given  to  the  con- 
tinued practice  of  so-called  **free  banking.''  Certainly  the  prescriptions 
applied  in  the  new  Act  are  of  a  moderate  sort,  far  less  onerous  than 
those  applied  to  savings  banks  in  most  of  our  states.  The  fact  that  they 
have  been  roundly  criticized  and  even  abused  by  our  bankers  is  not  at 
all  to  their  discredit. 

Perhaps  more  important  than  all  these  meticulous  provisions  is,  how- 
ever, the  attempt  of  the  new  Act  to  protect  the  public  itself  from  the 
aggressions  of  the  Reserve  banking  system.  The  studies  and  analyses 
which  accompanied  the  drafting  of  the  new  measure  have  shown  that 
the  Reserve  banks  are  not  only  of  little  help  to  the  smaUer  member 
banks,  but  that,  at  times,  they  are  a  complete  menace.  No  aspect  of 
their  existence  has  been  more  truly  subject  to  well-founded  criticism  and 
attack  than  their  failure  to  preserve  their  funds  for  the  use  of  their 
members  according  to  need,  and  their  permission  to  the  larger  banks  to 
borrow  these  funds  with  government  securities  as  collateral,  for  use  in 
stock  market  manipulation.  A  statistical  analysis  of  the  operations  of 
one  of  the  largest  of  the  Reserve  banks  during  a  recent  year,  made  for 
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:he  Senate  Banking  Committee,  shows  that  scarcely  any  of  its  advances 
vere  for  the  genuine  relief  and  aid  of  the  ordinary  member  bank,  and 
Jiat  nearly  aU  were  employed  in  furnishing  the  larger  members  with 
sash  for  speculative  transactions.  The  provisions  of  the  Banking  Act 
ntended  to  deal  with  this  evil  are  several  in  number.  The  first  and  most 
>byiou8  is  the  prohibition  imposed  upon  Reserve  banks  to  continue  the 
naking  of  collateral  loans  after  they  have  been  warned  not  to  do  so 
n  cases  where  the  recipient  member  banks  are  making  advances  for 
narket  speculatioi).  The  original  act  called  for  an  automatic  prohibi- 
:ion — no  increase  in  rediscounts  to  be  allowed  to  a  bank  which  was  en- 
arging  its  advances  to  speculators.  This,  however,  as  a  result  of  the 
opposition  of  the  Reserve  Board  and  of  the  bankers  was  given  up  in 
:ayor  of  the  present  provision  which  confines  the  prohibition  to  cases 
irhere  a  warning  against  such  continued  advances  has  been  issued  by 
the  constituted  authorities.  The  second  phase  of  the  protection  sought 
:or  is  found  in  the  power  bestowed  upon  the  Reserve  Board  to  determine 
what  proportion  of  a  bank's  total  advances  shall  be  made  in  the  form  of 
collateral  loans  on  stocks  and  bonds. 

By  the  use  of  these  two  correlative  provisions,  it  should  be  possible 
For  a  competent  Federal  Reserve  Board  to  protect  the  individual  bank 
From  being  carried  along  into  a  morass  of  speculative  credits  against 
irhich  it  has  not  the  information  to  protect  itself.  The  contention  that 
there  is  often  some  reason  to  believe  that  those  whose  natural  duty  it 
nay  be  to  exert  such  protective  measures  may  not  be  sufficiently  alert 
3r  informed  to  do  their  duty  is  well-founded,  but  amounts  merely  to  a 
mil  for  more  competent  and  efficient  management  on  the  part  of  govern- 
nent  authorities.  There  is  none  more  important  among  the  negative  pro- 
liibitory  provisions  of  the  new  measure  than  this.  At  the  same  time, 
there  is  no  provision  more  difficult  to  enforce.  When  is  a  bank,  or  the 
l^enerality  of  banks,  lending  "too  freely"  to  the  stock  market  or  to 
individuals  on  the  collateral  furnished  as. stocks  and  bonds?  It  is  a 
]uestion  which  must  be  answered  by  the  banking  authorities  in  some 
way  and  in  a  way  much  more  definite  than  any  thus  far  afforded.  But, 
whatever  we  thiiJc  of  bank  loans  of  this  sort,  no  one  would  deny  either 
that  they  can  be  overdone,  or  that  at  times  they  have  been  thus  over- 
ione.  If  the  Reserve  banks  either  cannot  or  will  not  regulate  them,  can  the 
Federal  Reserve  Board  do  so?  That  is  the  question  the  new  Act  raises, 
[t  is  a  fair  posing  of  the  problem. 

The  Board  of  Directors  of  the  Federal  Reserve  Bank  of  New  York, 
n  a  letter  addressed  to  the  Banking  and  Currency  Committee  of  the 
Senate,  calls  attention  to  the  fact  that  there  are  really  two  banking  sys- 
:em8  in  the  United  States^ — one  designed  to  furnish  fixed  capital;  the 
>ther,  short-term  funds — and  it  asserts  that  the  former  is  quite  as  im- 
portant as  the  latter,  urging  accordingly,  that  the  latter  be  fully  con- 
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8idered  in  any  reorganization  of  the  banking  system.  Tlis  sMsertion  may 
be  accepted,  at  least  as  a  basis  for  discussion ;  bat  the  question  will  re- 
main who  is  to  draw  the  line  between  the  operations  of  these  two  banking 
systems.  The  new  Act  directs  the  Federal  Reserve  Board  to  draw  it 
Whether  that  be  easy  or  not,  the  line  most  be  drawn  at  some  time  in  tlie 
future.  The  effort  of  the  Act  to  draw  a  sharp  dividing  line  between  in- 
vestment and  deposit  banking  and  to  keep  the  investment  banking  houses 
out  of  deposit  banking  is  in  line  with  the  whole  genius  of  American  bank- 
ing and  with  the  spirit  and  intent  of  the  Federal  Reserve  Act  It  is 
fully  warranted  and  amply  supported  by  precedent  and  theory.  Whether 
it  be,  as  asserted  by  some,  out  of  harmony  with  the  spirit  of  the  times, 
and  in  opposition  to  what  has  happened  in  our  banking  system  of  recent 
years,  is  another  question.  This  discussion  is  not  intended  to  deal  witk 
such  questions  on  their  merits,  but  merdy  to  place  the  Act  of  1988  id 
its  correct  light  historically  and  analytically. 

The  Banking  Act  of  1988,  moreover,  attempts  to  protect  the  member 
f  bank  from  the  invasions  and  usurpations  of  the  Reserve  system  itself  to 
a  certain  extent.  Of  recent  years  there  has  been  an  absolutistic  tend- 
ency for  Reserve  banks  to  spend  much  of  their  time  in  open-market  op- 
erations, designed  to  assist  the  coming  of  ^some  far-off  divine  event^  in 
international  financial  intrigue,  or  some  imagined  plan  of  monetary  re- 1 
construction  which  has  usually  turned  out  to  be  a  mirage  at  best  Hie 
Act,  accordingly,  undertakes  to  fix  the  responsibility  for  such  mt- 
noeuvres  and  so  to  protect  the  member  bank  against  the  use  of  its  fonds 
in  subterranean  ways  not  publicly  presented  or  understood.  It  places  the 
conduct  of  open-market  policies  in  the  hands  of  the  Federal  Reserve  sjf- 
tem  in  a  new  body,  the  Open  Market  Conunittee,  in  which  all  FedorsI 
Reserve  banks  are  to  be  represented,  and  gives  the  Federal  Resene 
Board  controlling  power  in  directing  these  transactions.  There  was  no 
provision  in  the  new  Act  against  which  certain  Federal  Reserve  influences 
directed  a  more  bitter  fight  than  this  one,  and  none  on  which  their  argu- 
ment was  less  cogent.  In  a  similar  way,  the  Act  directs  that  negotiations 
with  foreign  central  and  other  banks  shall  be  conducted  under  the  super 
vision  of  the  Federal  Reserve  Board,  and  shall  not  be  undertaken  at  sfl 
without  its  permission,  while  their  results  shall  be  regularly  reported  io 
the  Board  and  by  implication  to  Congress.  Here  are  proyiaions  to  wUdi 
no  sound  exception  can  be  taken,  and  which  are  calculated  to  serve  as  s 
usual  protection  against  usurpation  and  assumption  of  dictatorial  finsn- 
cial  powers. 

The  final  protective  effort  of  the  Act  is  directed  toward  the  safe- ' 
guarding  of  the  general  stability  and  responsibility  of  the  members.  I 
Under  this  head,  we  may  enumerate  the  abolition  of  the  security  affii- 
ates  and  the  separation  of  directorates  so  as,  if  possible,  to  recreate  Ik 
older  type  of  bank  bosurd  when  at  its  best — a  group  of  non-partisssi 
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disinterested  men  who  have  an  eye  single  to  the  welfare  of  the  community. 
Althou^  much  of  the  controversy  of  the  measure  raged  about  these  pro- 
visions, they  are  so  simple  and  obvious  in  their  significance,  so  self-evi- 
dently  for  the  general  benefit  of  the  banking  interests  of  the  public, 
that  I  think  we  need  not  even  discuss  them  in  detail.  If  they  prove  in- 
t  effective  in  details  of  operation  and  application,  the  fact  is  unfortunate 
but  does  not  reflect  upon  their  general  purpose  and  purport. 

This  is  merely  a  thumbnail  sketch  of  a  great  Act,  inclusive  in  terms, 
detailed  in  technique,  conceived  to  remedy,  in  some  measure,  a  serious 
emergency  and  confronting  at  the  very  moment  of  its  inception,  a  crisis 
in  American  banking.  It  is  a  worthy  effort  at  rescue.  Its  fault  lies  in  the 
fact  that  it  does  not  go  the  root  of  the  situation.  ^'Drastic"  as  it  has 
been  described,  far-reaching  as  it  unquestionably  is,  it  is  not  a  solution  of 
the  banking  problem,  for  the  good  and  sufficient  reason  that  it  does  not  I 
eradicate  the  causes  of  evil  in  our  system.  A  very  brief  reference  to  the  \ 
resLSons  which  underlie  this  statement  must  suffice.  First  of  all,  the  out- 
atanding  result  of  this  Act  is  to  give  to  the  Federal  Reserve  Board,  a 
body  possessed  of  enormous  powers  which  it  has  left  largely  in  abeyance 
or  transferred  to  others,  still  greater  and  more  inclusive  authority  which 
it  is  now  asked  to  use  sanely  and  constructively.  The  Act  makes  this 
requisition  at  a  time  when  the  Board  has  apparently  reached  low-water 
mark  in  prestige  and  probably  in  ability.  Organized  as  a  nonpolitical 
body  with  membership  fairly  evenly  divided  in  political  preference  and 
in  no  sense  bitterly  partisan,  it  is  now  composed  100  per  cent  of  Demo- 
crats, recent  appointees  having  been  selected  primarily  on  political 
grounds.  Organized  at  the  start  with  an  imposed  requirement  that  the 
membership  consist  partly  of  men  qualified  in  banking  by  knowledge 
and  experience,  the  constituent  act  has  been  deprived  heretofore  of  that 
limitation ;  and  appointments  have  been  made  without  regard  to  it.  Its 
liigh  aspirations  to  become  a  ^'supreme  court  of  finance"  have  not  been 
realised,  and  at  critical  moments  in  American  banking  life,  it  is  not  even 
called  into  consultation  by  administrators.  Can  such  a  Board  assume  and 
folflU  the  duties  that  an  exacting  Congress  has  placed  upon  it  against 
ita  own  will?  Will  such  a  Board  become  wise  and  forward-looking  in 
banking,  and  courageous  in  meeting  emergencies,  public-minded  in  con- 
solting  the  nation  at  times  when  it  should  know  the  nature  of  the  crises 
by  which  it  is  confronted?  We  can  only  ask  these  questions  and  leave  them 
for  the  future  to  answer. 

The  Act,  moreover,  assumes  that  it  will  be  possible  to  fasten  upon  the 
nation  a  banking  system  conceived  along  classical  lines,  devoted  to  the 
maintenance  of  equality  in  the  use  of  credit,  fair  distribution  of  banking 
aervice,  and  the  observance  of  those  qualifications  usually  included  under 
tbe  head  of  ''sound  banking.''  Let  this  be  definitely  understood:  There 
never  a  nation  that  could  be  democratic  without  paying  some  at- 
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tention  and  giving  some  time  and  thou^t  to  the  realization  of  demo- 
cratic ideals ;  there  was  never  a  nation  that  could  have  a  sound  banking 
system  without  studying  it  and  insisting  that  it  be  carried  on  along  the 
lines  upon  which  it  was  founded.  The  United  States  cannot  have  such 
a  system  unless  it  be  willing  to  make  the  sacrifices  which  alone  will  en- 
sure its  establishment  and  maintenance.  The  insistence  of  the  nation  upon 
indulgence  in  stock  gambling  of  an  extreme  type,  corporation  finance  of 
a  shoddy  and  unsafe  sort,  and  extravagant,  costly,  and  haxardoos  gof- 
emment  finance,  apologized  for  on  the  ground  of  ^onergency,"  will 
never  have  a  sound  banking  system.  Drastic  penalties,  extreme  prohi- 
bitions, careful  and  meticulous  safeguards,  will  never  attain  the  end 
sought  by  those  who  want  a  well-organized,  carefully-managed  bank- 
ing system.  Punishment  never  creates  ability  or  honesty. 

The  Banking  Act  of  1988,  moreover,  has  failed  at  a  critical  point 
It  could  succeed  in  accomplishing  the  difficult  ends  at  which  it  ainu  onlj 
by  providing  itself  with  the  requisite  mechanism  for  their  attainment 
Of  this,  branch  banking  upon  a  fairly  comprehensive  scale  was  an  essen- 
tial. Yet,  political  prejudice  and  hostility  succeeded^  early,  in  making  it 
apparent  that  nothing  thorough  in  the  way  of  branch  banking  could  be 
expected,  while  practical  political  compromise  was  active  up  to  the  nrj 
end  of  the  history  of  the  measure,  and  has  succeeded  in  making  it  j^sin 
that  only  under  unexpected  circumstances  can  the  shadowy  branch  pro- 
visions of  the  law  as  adopted  be  expected  to  give  much  aid  in  the  estab- 
lishment of  a  stronger  system  of  banking.  The  Act  seeks  great  trtni- 
formations;  it  refuses  the  powers  and  mechanisms  necessary  to  bring 
them  safely  and  effectively  into  operation. 

If  what  I  have  said  be  considered  in  any  way  a  correct  appraisal  of 
the  Banking  Act  of  1988,  it  must  be  clear  that  the  measure  is  trami- 
tional,  and  that  it  will  be  needful,  at  no  distant  date,  to  undertake  a 
rather  complete  rectification  of  our  banking  system.  When  or  how  sodi 
a  result  will  be  brought  about  is  still  obscure.  It  may  happen  as  the  it- 
suit  of  the  inexpert  tinkering  of  ^^progressive"  minds,  or  be  the  outcome 
of  a  general  demand  on  the  part  of  bankers  weary  with  the  bankiag 
ineptitude  of  the  past  decade,  or  it  may  originate  with  business  nxi 
who  want  and  must  have  access  to  credit  properly  granted,  or  it  maj 
possibly  come  through  the  public-spiritedness  of  a  few  men  who  go  co 
devoting  their  minds  to  the  subject  and  taking  up  arms  against  a  mi 
of  troubles  and  perhaps,  by  opposing,  ending  them.  It  cannot  now  be 
indefinitely  delayed.  Our  national  banking  system  is  obsolete,  our  Fed- 
eral Reserve  system  in  incapable  and  unsympathetic  hands,  our  examini- 
tion  system  hamstrung  by  politics  and  prejudice.  The  Banking  Add 
1988  is  a  protest  against  a  banking  world  gone  wrong.  Whether  it  vl 
be  heeded  or  not  is  to  be  seen ;  but  if  heeded,  much  more  will  be  essoitsal 
in  the  way  of  legislation  before  that  heed  proves  effective  in  results. 


SOME  STATISTICS  ON  THE  GOLD  SITUATION^ 

By  G.  F.  Waeeen 
Cornell  Umversity 

Since  the  gold  problem  is  of  such  general  interest,  it  is  desirable  to 
examine  the  statistical  position  of  gold.  Of  course,  in  the  space  of  a  brief 
paper  only  a  few  of  the  many  important  points  can  be  considered  and 
these  only  very  inadequately. 

Gold  Supplies.  Cassel,  Eitchin,  Wojrtinsky,*  and  others  have  shown 
that  for  more  than  seventy-five  years  before  the  War,  any  period  in  which 
the  world  monetary  stocks  of  gold  did  not  increase  a  little  more  than  8 
per  cent  per  year  was  a  period  of  falling  commodity  prices  in  gold  stand- 
ard countries.  Before  the  War,  prices  in  England  and  in  the  United 
States  were  in  close  adjustment  with  this  long-time  ratio.  If  this  rela« 
tionship  had  continued  until  1928,  world  monetary  stocks  of  gold  would 
iave  been  expected  to  support  a  price  level  about  10  per  cent  below 
L914  prices. 

The  writers*  have  shown  that  for  seventy-five  years  before  the  "War, 
the  ratio  of  world  monetary  stocks  of  gold  to  the  world  physical  volume 
)f  production  of  basic  commodities  equaled  wholesale  commodity  prices. 
Short-time  deviations  from  this  relationship  occurred,  but  there  was  no 
trend  away  from  it. 

The  Sauerbeck-Statist  index  number  of  commodity  prices  in  England 
in  1914  was  2  per  cent  higher  than  this  relationship  would  call  for  and 
the  United  States  Bureau  of  Labor  Statistics  index  was  2  per  cent 
lower  than  this  relationship  would  call  for. 

From  1914  to  1928,  the  world  monetary  stocks  of  gold  increased  88 
per  cent.  World  physical  volume  of  production  also  increased  88  per 
cent.  If  the  seventy-five  year  pre-War  relationship  had  continued,  pre- 
war prices  would  have  been  expected. 

The  reason  for  the  difference  between  this  result  and  the  calculation 
by  Cassel  and  others  is  that  before  the  War,  the  physical  volume  of  pro- 
duction was  increasing  at  the  rate  of  8.15  per  cent  per  year,  but  that 
production  of  commodities  was  slowed  down  by  the  War. 

Some  persons  have  believed  that  there  was,  or  would  be,  a  world-wide 
increase  in  the  efficiency  with  which  gold  stocks  were  used  and  that  a 

*  This  paper  was  jointly  prepared  by  G.  F.  Warren  and  P.  A.  Pearson. 

*G.  Cassel,  Tk$  Theory  of  Social  Economy  (1924),  p.  447.  J.  Kitchin,  The  Supply 
9f  Gold  Compared  with  Pricee  of  Commoditiee,  Interim  Report  of  the  Gold  Delega- 
tion of  the  Financial  Committee  of  the  League  of  Nations,  Document  C,  875,  M  161, 
September,  1980.  W.  Woythisky,  ''Das  Ratsel  der  langen  Wellen,"  Sehmollere  Jahr- 
Imeh,  05  Jahrgang,  Viertes  Heft,  p.  80,  1981,  maintains  that  world  gold  stocks  must 
increase  8.142  per  cent  per  year  to  maintain  stable  prices. 

•G.  P.  Warren  and  F.  A.  Pearson,  "Money  and  Prices,"  Farm  Economies  74,  p. 
1080,  Feb^  1988.  G.  F.  Warren  and  F.  A.  Pearson,  Prieee  (1988),  p.  76. 
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given  gold  supply  could  suddenly  support  a  price  lerd  60  per  cent  aboTe 
that  which  seventy-five  years  of  experience  would  indicate.  The  writen 
have  found  no  indication  of  a  sudden  increase  in  the  gradual  growth  of 
e£Bciency  in  the  use  of  gold,  and  therefore  have,  since  1918,  been  stating 
the  conclusion  that  commodity  prices  would  return  to  pre- War  or  lower.* 

The  reason  for  expecting  prices  to  go  below  pre-War  was  that  after 
a  period  of  monetary  chaos,  ine£Bcient  use  of  gold  was  to  be  expected. 
This  subject  is  further  discussed  later  in  this  paper. 

Gold  Production.  Since  the  discovery  of  America  there  have  be^i  four 
periods  of  high  gold  production.  The  central  points  of  the  first  three 
periods  were  about  1660,  1760,  and  1868. 

More  gold  was  produced  in  1868  than  in  any  subsequent  year  for  fortj 
years.  The  fourth  period  of  rapid  increase  in  gold  production  began  in 
the  nineties  and  continued  to  1912.  Apparently,  the  rapid  increase  wsi 
then  over.  Production  did  not  increase  very  rapidly  from  1910  to  1914. 
Production  fell  from  22,606,000  ounces  in  1912  to  16,462,000  ounces  in 
1922.  Much  of  this  drop  was  due  to  the  low  value  of  gold.  This  makes  it 
impossible  to  determine  what  the  course  of  production  would  have  been 
had  there  been  no  war.  Since  the  price  coUapse  in  1929,  recovery  has  (m> 
curred  and  production  is  somewhat  more  than  in  1912.  Of  course,  nor 
mal  world  business  is  far  greater  than  it  was  in  1912  so  that  gold  pro- 
duction is  not  keeping  pace  with  the  normal  growth  of  business. 

The  writers  have  shown  that  for  seventy  years  before  the  War,  anj 
period  in  which  yearly  gold  production  did  not  equal  about  6.6  per  cat 
of  monetary  stocks'  was  usually  followed  by  a  period  of  falling  coir 
modity  prices.  During  this  period,  the  production  of  commodities  ▼«< 
rising  at  about  8.16  per  cent  per  year.*  A  6.6  per  cent  production  vai 
sufficient  to  provide  for  industrial  uses  and  increase  monetary  stocb 
rapidly  enough  to  support  the  price  level.  Present  gold  production  ii 
less  than  4  per  cent  of  the  world  monetary  stocks.  World  monettij 
stocks  of  gold  are  probably  a  little  above  600,000,000  ounces.  A  pro- 
duction of  6.6  per  cent  of  this  amount  would  be  more  than  88,000,000 
ounces. 

It  is,  of  course,  probable  that  world  production  of  conunodities  hai 
been  so  disturbed  that  after  recovery  has  occurred,  the  former  rate  of 
increase  will  not  be  resumed  for  some  time,  but  if  pre-War  relationshqx 
were  to  hold,  the  present  gold  production  would  be  expected  to  result  is 
a  price  decline  of  about  1  per  cent  per  year  after  prices  were  adjusted 
to  the  gold  supply.  In  any  event,  the  present  rate  of  gold  productioB 

*G.  F.  Warren  and  F.  A.  Pearson,  Pr%e§$  (1988),  pp.  117-88. 

•/6tU,  p.  105.  \        nff 

*G.  F.  Warren  and  F.  A.  Pearson,  ^Tlie  Physical  Voittme  of  Piodnctiao  In  tiie 
United  States,"  Cornell  Univernty  Agricultural  Ewn^rkMut  StaUon  lf#mow/M  Nor, 
1M^JX82;  Pric§9  (1988),  p.  47. 
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would  not  be  expected  to  cause  gold  to  lose  in  its  exchange  value  for 
commodities  after  this  value  comes  into  adjustment  with  present  gold 
stocks. 

Gold  production  for  1982  is  estimated  at  28,718,000  ounces^  or  only 
6  per  cent  greater  than  the  output  twenty  years  previous.  So  far  as 
can  be  learned  by  consulting  engineers  in  the  gold  mining  field,  there  is 
nothing  in  the  known  gold  fields  to  call  for  any  phenomenal  increase  in 
production. 

In  spite  of  the  unemployed  who  have  gone  to  gold-mining  and  the 
highest  exchange  value  of  gold  for  conmiodities  that  has  occurred  since 
England  adopted  the  gold  standard,  more  than  a  century  ago,  the  gold 
output  for  1988  promises  to  be  no  more  than  the  output  for  last  year. 

The  present  high  price  of  gold  in  nearly  all  countries  and  the  high 
exchange  value  of  gold  for  commodities  are  stimulating  the  search  for 
gold  and  may  result  in  gold  discoveries,  but  there  is  no  assurance  as  to 
the  number  of  years  or  decades  that  may  be  required.  There  is  an  in- 
crease in  the  working  of  low  grade  ores,  but  the  output  from  such  sources 
is  limited. 

A  distinction  should  be  made  between  the  stimulus  that  arises  from  a 
high  price  for  gold  and  from  a  high  exchange  value  for  commodities.  The 
former  will  gradually  wear  off,  but  the  latter  is  a  continuing  force  so 
long  as  gold  has  a  high  exchange  value  for  other  things. 

The  world  is  dealing  with  an  acute  situation  that  must  be  met  in 
months,  not  decades.  Over  a  long  period  of  time,  production  is  a  very 
important  consideration,  but  probable  variations  in  gold  production 
are  of  small  consequence  when  considering  the  next  few  years. 

Industrial  Uses  of  Gold.  During  the  seventy-year  period  before  the 
War,  the  world  use  of  gold  for  other  than  monetary  purposes  increased 
nearly  as  rapidly  as  the  use  of  other  basic  commodities.  In  a  period  when 
gold  had  a  high  exchange  value  for  commodities,  the  use  in  industry  was 
checked.  In  the  seventy-year  period,  nearly  56  per  cent  of  the  produc- 
tion was  added  to  monetary  stocks.'  In  the  five-year  period  before  the 
War,  58  per  cent  of  the  production  was  added  to  monetary  stocks. 

Monetary  Denumd  for  Gold.  There  appears  to  be  no  escape  from  the 
conclusion  that  prices  in  pre-War  gold  currencies  cannot  be  expected  to 
be  higher  than  pre-War  unless  this  situation  is  brought  about  by  some 
unusual  and  spectacular  decrease  in  the  demand  for  monetary  gold  rela- 
tive to  business.  This  is  the  real  problem  on  the  gold  side  of  the  price 
question. 

It  is,  of  course,  possible  that  some  important  countries  will  definitely 
discontinue  the  use  of  gold  as  money  and  definitely  discontinue  their  ef- 

*  *Gold  Production,"  Federal  B§$0rv§  Bulletin,  Vol.  19,  No.  11,  p.  694,  November, 
1988. 
•G.  F.  Warren  and  F.  A.  Pearson,  Prices  (1988),  p.  101. 
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forts  to  maintain  gold  reserves.  This  mi^t  be  done  by  the  remonetisa- 
tion  of  silver  or  the  adoption  of  a  paper  standard.  While  there  is  discus- 
sion of  continuing  off-gold,  there  is  as  yet  no  indication  of  any  disoon- 
tinuance  of  the  demand  for  gold  by  any  important  country.  In  fact, 
gold  is  the  most  popular  subject  of  discussion  in  nearly  every  country. 
It  is  also  proposed  that  coinage  be  discontinued  and  that  gold  be  kept 
in  bars  that  are  so  costly  as  to  make  it  difficult  to  own  one,  and  that 
these  bars  be  used  only  in  international  transactions.  Discontinuance  of 
coinage  is  probably  desirable  and  provision  should  be  made  for  prevent- 
ing a  run  on  the  gold  supply,  but  too  much  should  not  be  expected  from 
this.  Grold  must  be  released  for  industrial  uses  and  it  will  be  difficult  to 
have  all  the  secondhand  gold  return  to  the  mint,  difficult  to  compd  the 
turning  in  of  all  new  gold,  difficult  to  prevent  persons  from  following  the 
age  old  tradition  of  purchasing  jewelry  and  plate  as  a  storehouse  of 
wealth.  Nations  and  individuals  desire  some  concentrated  non-perishabk 
^  product  which  they  can  hold.  It  is  true  that  this  desire  is  less  prevalent  m 

I  America,  but  by  this  fact  there  is  less  to  be  gained  by  trying  to  over- 

come it.  In  the  more  prosperous  countries,  savings  are  more  likdy  to 
be  invested  in  homes,  savings  banks,  bonds,  and  life  insurance;  bat  a 
L  large  part  of  the  world's  population  still  desires  to  store  its  savings  in 

I  precious  metals.  It  is  probable  that  after  such  a  period  of  monetary 

J;  chaos  as  the  world  has  recently  experienced,  nations  and  individuals  wiD 

i:  bid  more  vigorously  for  the  privilege  of  having  gold.  At  the  present  time* 

the  world  looks  on  France  and  the  United  States  as  the  champion  hoard- 
1  ers. 

Nations  have  experienced  war  as  well  as  monetary  chaos.  They  found 
their  metallic  reserves  to  be  of  great  value  for  war  purposes.  It  is  higUj 
probable  that  the  desire  to  build  up  these  reserves  wiU  continue  to  be 
*  very  keen. 

There  are  many  factors  tending  to  cause  inefficiency  in  the  use  of 
gold.  Many  communities  are  without  banks.  It  wiU  take  time  to  establish 
these.  Many  individuals  have  lost  their  savings  in  banks,  and  may  prefer 
to  be  their  own  bankers.  Charges  for  the  use  of  checks  and  discontinuance 
'  |;  of  the  payment  of  interest  on  deposits  check  the  growth  of  the  use  of 

banks.  For  some  years,  bankers  will  favor  the  maintenance  of  high  banl 
reserves.  All  these  things  point  to  a  probable  check  in  the  former  rate  of 
expansion  of  bank  credit  per  dollar  of  gold. 

For  many  years  before  the  War,  there  was  a  steady  growth  of  bank 
credit  per  dollar  of  gold  in  the  United  States  and  a  steady  decline  in  the 
monetary  circulation  per  dollar  of  gold.  The  sum  of  the  two  showed  a 
gradual  increase.  For  the  five  years  preceding  the  establishment  of  the 
Federal  Reserve  system,  monetary  circulation  and  bank  deposits  per  dol- 
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lar  of  gold  averaged  $11.01.  For  the  five  years  1928  to  1027,  the  aver- 
age was  $11.66.  In  1920,  the  overexpansion  of  credit  brought  the  figure 
to  $14.92  and  in  1929  it  reached  $18.89.  Apparently,  it  is  unsafe  to 
build  up  too  great  a  pyramid  of  credit.  Credit  as  well  as  paper  money 
may  be  fiat. 

The  arguments  that  are  now  used  to  indicate  (hat  the  gold  supply  is 
sufficient  to  restore  the  price  level  are  the  same  arguments  that  were  used 
to  indicate  that  prices  in  gold  would  not  fall. 

Why  Were  Prices  Highf  We  find  no  statistical  basis  in  efficiency  in 
the  use  of  gold  or  in  the  world  supply  of  gold  to  call  for  prices  above 
pre-War  in  the  period  from  1914  to  1929.  Why  then  were  prices  so 
high?  Apparently,  the  reason  for  this  was  low  demand  for  gold.  On 
this  point,  there  is  an  interesting  historical  parallel. 

When  the  French  Revolution  broke  out,  France  drifted  into  paper 
inflation.  The  wild  inflation  of  this  period  frequently  has  been  described.* 
The  influence  on  prices  in  other  countries  is  less  well  known.  Being  no 
longer  in  demand  for  monetary  uses,  both  gold  and  silver  lost  value  and 
irifted  elsewhere.  Prices  on  a  metallic  basis  rose  46  per  cent  from  1790 
to  1796  in  the  United  States  and  rose  84  per  cent  in  England.  Ulti- 
nately  a  large  part  of  Europe  was  involved,  and  prices  in  the  United 
States  and  England  rose  still  higher. 

The  United  States  was  off  the  metallic  standard  for  a  short  period 
luring  the  War  of  1812,  but  the  currency  returned  to  par  in  March, 
1817.  Prices  remained  more  than  60  per  cent  above  the  level  of  1790 
until  England  attempted  to  return  to  the  gold  standard,  a  process  which 
was  completed  in  1821.  Prices  in  both  countries  fell  precipitously  nearly 
to  the  price  level  of  1790. 

In  the  similar  situation  this  time,  the  continent  of  Europe  discon- 
tinued bidding  actively  for  gold,  and  prices  of  commodities  in  the  United 
States  more  than  doubled.  They  remained  at  40  to  60  per  cent  above 
pre-War  until  England,  France,  and  other  coimtries  returned  to  the 
gold  standard. 

There  is  one  significant  difference.  In  the  Napoleonic  War  period, 
Europe  used  both  gold  and  silver  as  money  and  prices  in  neutral  coun- 
tries in  both  gold  and  silver  rose. 

In  the  World  War  period,  only  gold-using  countries  were  involved  and 
only  gold-using  countries  had  inflation  and  deflation.  Prices  in  China 
continued  their  long-time  gradual  upward  course.  They  showed  no  indi- 
cation of  the  inflation  of  1920.  They  rose  rapidly  from  1922  to  1981. 
Since  that  time,  they  have  fallen  nearly  to  the  1926  level.  The  writers 

*  A.  D.  White,  Fiat  Money  Inflation  in  Francs.  How  It  Cams,  What  It  Brought,  and 
Haw  It  Endsd,  April,  1876. 
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believe  that  the  major  factor  in  the  rise  in  prices  was  the  reduced  de- 
mand for  monetary  gold  and  that  the  major  factor  in  the  dedine  in 
prices  was  the  return  of  demand. 


Chart  I 


Index 
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A 
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U.   8.  s./      \                            A 
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^^^y^^^^                         '^  China             V 

60 

VM 1 1 1 

1895 


1905 


1915 


1925 


1955 


Index  Numbers  or  Prices  in  China  and  in  the 

United  States^  1895-1988 

Pre-War=100 


The  gradual  rise  in  prices  in  China  which  began  about  1885  continiMi 
without  the  inflation  that  occurred  in  gold-using  countries. 

During  the  Napoleonic  War  period,  both  gold  and  silver  were  used 
by  the  countries  that  left  metallic  standards  and  inflation  occurred  n 
silver-  as  well  as  in  gold-using  countries.  When  the  metallic  standards 
were  re-established,  deflation  occurred  in  both  silver  and  gold  countriei. 

Merely  being  off  the  gold  standard  does  not  necessarily  mean  low  de- 
mand. Thirty-four  countries  are  off  the  gold  standard  now,  but  moit 
of  them  are  vigorous  bidders  for  gold.  Europe  was  not  actively  biddin; 
for  gold  during  the  war  period. 

The  writers  have  anticipated  that  gold  would  acquire  more  than  its 
pre-War  value  with  the  attempts  to  return  to  the  gold  standard,  and 
for  flfteen  years  have  been  stating  the  conclusion  that  prices  would  it 
turn  to  pre-War  or  lower.*®  The  arguments  now  being  presented  to  in- 
dicate that  a  given  quantity  of  gold  with  a  given  volume  of  business  can 
support  a  price  level  60  per  cent  higher  than  the  same  gold  would  hsie 
supported  before  the  War,  are  the  same  arguments  that  were  used  \» 

**G.  F.  Warren  and  F.  A.  Pearson,  PHe##  (1988),  pp.  117-86. 
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lie  that  prices  would  not  fall.  We  think  them  equally  unsound  in 
cases. 

e  conclusion  so  frequently  stated  in  the  past  we  believe  still  holds 
it,  provided  the  former  gold-using  world  returns  to  the  gold  stand- 
prices  expressed  in  any  pre-War  gold  currency  will  be  below  pre- 
f or  the  next  decade,  or  longer,  unless  unforeseen  phenomenal  gold 
series  are  made. 

ices  in  Varums  Cowniriei.  Prices  for  August  in  various  countries 
iiown  in  Table  I.  There  are  great  differences  in  the  commodities  in- 
d  and  weights  used  in  the  various  index  numbers.  In  spite  of  this 
the  prices  expressed  in  pre-War  gold  currencies  show  a  high  degree 

TablbI 

WHOLESALE  PHJCS8  OF  COMMODITIBS  IN  VARIOUS  COUNTRIEB  FOB  AUGUST,  1088 

Pre-War-"100 


Base 
Period 

of  Com- 
moditiet 

Index 

Number 

August 

1088 

Gold 
Divisors 
August 

1088 

Prices  in 
Pre-War 

Gold 

Cuneodes 

August 

1088 

beri 

1  Kingdom  (Stotirt) 

t  States  (Statist) 

1018 
1018 
1018 

1010-14 
1000-18 
April.  1014 
1018 
1018 
1018 
1018 

1018 
1018 
1010-14 

45 

t 
48 

9ft 

180 
126 
126 
140 
118 
160 

400 
502 
784 

06 
04 
78 

184 

188* 

501 

807 

878 

126 

108 

04 
108 
102 

1.48 
1.87 
1.00 

1.86 

1.86* 

6.04 

4.02     , 

8.67 

1.82 

1.58 

1.00 
1.45 
1.87 

65 
60 

•lands 

78 

f-bane-commodity  index  num- 
lia 

72 

inland 

72* 

n.  . . 

72 

81 

76 

irk 

60 

1 

68 

ny 

04 

K .  .     .  . 

74 

SUtet 

74 

\y        t  Table  VI. 

oilarity  except  for  the  German  index.  While  the  German  currency 
ensibly  kept  at  par,  the  operation  with  ^^stalled  marks"  undoubted- 
luences  prices. 

ices  of  basic  commodities  in  various  countries  are  shown  in  Tables 
id  m,  and  in  Chart  II.  Prices  declined  with  great  rapidity  from 
to  1982.  Since  December,  1981,  the  decline  has  been  less  rapid. 
;  commodities  throughout  the  world  are  about  two-thirds  of  pre- 
prices,  or  at  less  than  half  the  prices  of  1926. 
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nCDSZ  NtnCBBRB  OF  WBOUBBALB 


1 


b.4 


PUCB  or  BASIC*  OB  LABOKLT  BAMK,  ( 
IN  YABIOUS  COUNTBIBB* 

ID  cnmacy 


Nether- 
landi 

United 
Kingdom 

Sweden 

Canada 

F^BBoe 

Italy 

Ifailed 
Stutflf 

Bate  Period 

1918 

1918 

1918 

1918 

1918 

1018 

181S 

1M6 

145 

148 

.^ 

157 

_ 

__ 

148 

1999 

148 

185 

180 

158 

684 

451 

196 

19S0 

117 

114 

119 

189 

589 

885 

114 

1981 

97 

98 

108 

97 

400 

f»5 

90 

1988 

79 

94 

96 

86 

888 

861 

74 

1988:  Jan. 

84 

100 

96 

98 

848 

873 

80 

Feb. 

88 

108 

96 

98 

846 

873 

78 

Bfar. 

88 

99 

97 

90 

848 

878 

78 

B^y 

80 

97 

96 

89 

848 

867 

75 

79 

94 

97 

87 

885 

858 

71 

June 

78 

91 

98 

84 

887 

854 

70 

July 

76 

98 

98 

85 

887 

849 

71 

Aug. 

78 

95 

98 

86 

889 

859 

74 

Sept. 

76 

95 

97 

84 

844 

864 

75 

Oct 

77 

98 

95 

88 

887 

856 

71 

Nov. 

77 

98 

94 

88 

884 

855 

71 

Dec 

76 

91 

98 

80 

887 

858 

70 

1988:  Jan. 

78 

98 

91 

80 

886 

857 

70 

Feb. 

74 

91 

90 

80 

886 

857 

m 

Mar. 

78 

91 

91 

88 

888 

856 

70 

1^ 

71 

98 

98 

84 

841 

858 

7S 

78 

95 

98 

88 

851 

851 

81 

June 

78 

96 

94 

91 

859 

857 

» 

July 

78 

96 

94 

99 

859 

858 

96 

Aug. 

78 

96 

91 

95 

$55 

858 

91 

Sept 

78 

95 

98 

94 

847 

858 

91 

Oct 

78 

95 

98 

90 

848 

98 

*  Netherlandj  largely  baaic;  United  lEOnffdom  and  United  SUtea  tablea  4  to  8;  Swedn  tii 
France,  raw  materiali;  Italy,  materiak;  and  Canadat  raw  and  partly  manufactored  matobli 

Sauerhech'Siaiui  Index  Number i  in  England  and  in  the  United  StatH' 
The  only  important  index  numbers  in  other  countries  that  are  approxi- 
mately comparable  with  the  United  States  Bureau  of  Labor  Statistici 
all-commodity  index  are  those  for  Grermany  and  Canada.  All  other  im- 
portant index  numbers  are  more  heavily  weighted  with  basic  conuxKxfi- 
ties.  Over  a  long  period  of  time,  a  basic  index  agrees  very  closely  witb 
the  Bureau  of  Labor  index  of  784  commodities,  but  when  sudden  mo▼^ 
ments  occur  the  differences  are  great.  For  example,  an  index  for  10 
basic  commodities  in  the  United  States  and  the  United  States  Bureaaof 
Labor  Statistics  all-commodity  index  were  identical  for  the  years  1891i 
1918,  and  1926.  Last  February,  the  index  of  80  basic  commodities  tA 
to  66,  whereas  the  United  States  Bureau  of  Labor  index  stood  at  87 
when  the  five  years  before  the  War  is  called  100. 

A  serious  error  is  made  by  comparing  a  British  index  of  basic  prieei 
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with  the  United  States  Bureau  of  Labor  index  of  all  commodities.  In 
order  to  obtain  index  numbers  as  nearly  comparable  as  possible,  an  index 
number  was  prepared  similar  to  the  Sauerbeck-Statist  index  except  that 
the  weight  given  to  fiax  fibre  in  the  English  index  was  added  to  cotton 
in  the  United  States,  and  cottonseed  oil  was  substituted  for  palm  oil.  The 
results  are  shown  in  Charts  III  and  IV  and  in  Tables  IV  to  VI. 

In  1026,  the  English  index  stood  at  148  and  the  United  States  index 
at  146  when  1918  was  100.  The  latter  figure  was  the  same  as  the  Bu- 
reau of  Labor  index  when  1910-14  equals  100. 

The  English  and  United  States  index  numbers  were  identical  for  the 
years  1928  and  1980.  After  England  left  the  gold  standard,  her  prices 
were  fairly  stable,  but  the  rapid  decline  continued  in  the  United  States. 
In  February,  1988,  the  English  index  stood  at  91,  and  the  United 
States  index  at  69.  By  July,  1988,  both  index  numbers  were  at  96  and 
have  since  continued  approximately  alike. 

TABueni 

OF  WHOLE8ALB  PRICKS  OF  BABTC  OB  LABOXLT  BASIC  COlOfODimS 
IN  YABTOUS  COUNTBIBB 

In  gold 


Nether- 
lands 

United 
Kingdom 

Sweden 

Canada 

France 

Italy 

United 
SUtet 

Average 

Seven 

Countriei 

Base  period 

1018 

1018 

1018 

1018 

1018 

1018 

1018 

1018 

1086 

145 

148 

^_ 

157 

__ 

^_ 

146 

.^ 

1M9 

148 

185 

180 

158 

187 

188 

186 

185 

IMO 

117 

114 

110 

180 

107 

00 

114 

114 

1881 

07 

01 

07 

04 

81 

80 

00 

00 

1088 

70 

68 

66 

76 

60 

71 

74 

78 

1088:  Jan. 

84 

71 

60 

78 

70 

74 

80 

75 

Feb. 

88 

78 

60 

80 

70 

74 

70 

75 

Mar. 

88 

74 

71 

80 

71 

75 

78 

76 

SK 

80 

75 

68 

80 

70 

78 

75 

74 

70 

71 

68 

77 

68 

70 

78 

78 

June 

78 

68 

68 

78 

66 

60 

70 

70 

July 

76 

68 

66 

74 

66 

68 

78 

70 

Aug. 

75 

68 

65 

75 

60 

71 

74 

71 

Sept 

76 

68 

65 

76 

70 

78 

75 

78 

Oct. 

77 

64 

68 

75 

68 

70 

78 

70 

Nov. 

77 

68 

61 

78 

68 

60 

71 

60 

Dec. 

76 

61 

68 

60 

68 

60 

70 

68 

108S:  Jan. 

75 

64 

68 

70 

68 

70 

70 

68 

Feb. 

74 

64 

61 

67 

68 

70 

60 

68 

Bfar. 

78 

64 

68 

68 

60 

70 

70 

68 

z 

71 

65 

61 

68 

60 

60 

70 

68 

78 

65 

60 

66 

71 

68 

60 

67 

June 

78 

67 

61 

67 

78 

70 

78 

60 

Jtdy 

78 

66 

60 

67 

78 

70 

60 

68 

Aug. 

78 

65 

57 

65 

78 

60 

60 

67 

Sept 

75 

61 

66 

61 

71 

60 

68 

65 

Oct 

75 

50 

56 

50 

67 

68 
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Chart  II 


1929 


1930 


1931 


1932 


1933 


Prices  of  Basic  Commodities  in  Seven  Countries  Expressed  ih 
Prb-War  Gold  Currencies,  1929-88 

Prc-War=100 

Prices  in  gold  in  the  two  countries  Iiave  at  all  times  been  in  approxi- 
mate  agreement.  By  having  her  currency  depreciate  in  gold  as  the  com- 
modity value  of  gold  rose,  England  maintained  a  stable  price  levd.  B; 
depreciation  of  the  gold  value  of  the  dollar  in  1988,  prices  in  the  Uniteii 
States  rapidly  rose  to  the  En^^ish  level,  although  prices  in  gold  weit 
nearly  stable  or  showed  a  slight  tendency  to  decline. 

The  influence  of  raising  the  price  of  gold  on  basic  commodity  prioei 
depends  on  whether  the  amount  of  gold  required  to  buy  commoditki 
is  changing.  If  a  country  raises  the  buying  price  of  gold  at  about  tbe 
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same  rate  as  the  gold  value  of  basic  commodities  falls,  it  will  maintain 
approximately  stable  commodity  prices.  This  was  the  experience  of  Eng- 
land, Sweden,  and  many  other  countries  for  about  two  years.  If  a  coun- 
try raises  the  buying  price  of  gold  at  a  time  when  the  gold  value  of 
basic  commodities  is  stable,  prices  will  rise  in  proportion  to  the  advance 
in  the  price  of  gold.  This  has  been  the  experience  of  the  United  States 
for  about  six  months. 


Chart  III 
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The  Sauerbeck-Statist  Index  Number  for  England  and  a 

Comparable  Index  Number  for  the  United  States^ 

1929-88 

1918  =  100 
Prices  in  Currency 
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Prices  dedined  with  great  rapidity  from  1929  to  1982.  Since  that 
time  the  decline  has  been  less  rapid. 

By  suspending  the  gold  standard  and  raising  the  price  of  gold  in  Sep- 
tember, 1981,  England  stopped  the  decline  in  prices.  By  rabing  the 
price  of  gold  in  1988,  prices  in  the  United  States  were  brought  to  the 
English  level 

Index  nimibers  of  prices  in  gold  have  been  nearly  identical  in  the  two 


Chart  IV 
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The  Sauerbeck-Statist  Index  Numrer  for  England  and  a 
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TablbIV 

:-atatist  indkx  of  whoubbaib  piiics8  it»  thx  umitbd  kinooom,  1984-38* 
Prices  in  Currenoy 
1018-100 


Jan. 

Feb. 

Bfar. 

Apr. 

May 

JuDe 

July 

Aug. 

Sept 

Oct. 

Nov. 

Dec. 

Year 

M4 

161 

168 

161 

161 

160 

160 

168 

162 

167 

172 

171 

174 

164 

9M 

170 

168 

165 

162 

160 

154 

158 

158 

156 

158 

156 

158 

160 

926 

152 

150 

148 

148 

148 

147 

148 

149 

151 

154 

154 

146 

148 

9*7 

145 

146 

145 

145 

146 

145 

144 

144 

148 

142 

148 

148 

144 

M8 

142 

142 

145 

148 

148 

144 

142 

188 

187 

187 

189 

189 

141 

.089 

188 

141 

142 

187 

188 

188 

186 

184 

182 

181 

127 

128 

185 

980 

125 

128 

121 

119 

116 

118 

111 

108 

107 

106 

104 

102 

114 

1981 

101 

101 

101 

99 

97 

97 

94 

98 

95 

97 

98 

100 

98 

982 

100 

102 

99 

97 

94 

91 

98 

95 

95 

92 

92 

91 

94 

988 

92 

91 

91 

92 

95 

96 

96 

96 

95 

95 

^  To  convert  from  the  1867-77  base  to  the  1918  baae,  multiply  by  1.176471. 

luntries.  Prices  in  currency  have  differed  about  in  proportion  to  differ- 
ices  in  the  price  of  gold.  If  a  country  raises  the  buying  price  of  gold 
b  a  time  when  the  gold  value  of  basic  commodities  is  rising,  the  price  of 
)mmodities  will  rise  more  rapidly  than  the  price  of  gold  advances.  If 
country  lowers  the  buying  price  of  gold  at  a  time  when  the  gold  value 
f  basic  commodities  is  rising,  it  will  increase  the  rapidity  of  the  de- 
line  in  commodity  prices. 

Whenever  prices  change,  prices  of  manufactured  goods  move  slowly. 
!lieref  ore,  an  index  niunber  like  the  United  States  Bureau  of  Labor  in- 
ex  always  lags  behind  any  force  that  causes  price  changes. 

Arretted  Deflation^  Reflation,  Inflation.  In  all  price  comparisons,  dis- 
tnction  should  be  made  in  these  three  situations.  The  action  of  Enj^and 
1 1981  stopped  deflation. 

In  the  United  States  the  condition  last  spring  was  one  of  incomplete 
eflation.  Prices  of  some  manufactured  goods,  some  salaries,  freight 
ates,  and  utility  charges  had  declined  very  little.  The  Sauerbeck-Statist 

TablbV 

■▲x7kbbbck-9xati8t  indkx  of  wholebalb  prices  for  thx  xtnited  kinadom,  1924-88 

Prices  in  Gold 
1918-100 


Jan. 

Feb. 

Mar. 

Apr. 

May 

June 

July 

Aug. 

Sept 

Oct 

Nov. 

Dec. 

Year 

1994 

141 

144 

142 

144 

148 

142 

146 

150 

158 

159 

162 

168 

149 

1925 

167 

165 

162 

160 

160 

154 

158 

158 

156 

158 

156 

158 

159 

1926 

152 

150 

148 

148 

148 

147 

148 

149 

151 

154 

154 

146 

148 

1927 

145 

146 

145 

145 

146 

145 

144 

144 

148 

142 

148 

143 

144 

1928 

142 

142 

145 

148 

148 

144 

142 

139 

187 

187 

189 

189 

141 

1929 

188 

141 

142 

137 

183 

188 

186 

184 

182 

181 

127 

128 

185 

1980 

125 

128 

121 

119 

116 

118 

111 

108 

107 

106 

104 

102 

114 

1981 

101 

101 

101 

99 

97 

97 

94 

98 

88 

78 

75 

69 

91 

1982 

71 

72 

74 

75 

71 

68 

68 

68 

68 

64 

62 

61 

68 

1988 

64 

64 

64 

65 

65 

67, 

66 

65 

61 

59 

61 

68 

68 

1 1 


'J 


N' 


124 


£( 


VI 


I  mfRXD  8XATBB»  1M4-8I 


FkiecBinl 

lJurci 

«T* 

1918-100 

Jan. 

Feb. 

Mar. 

Apr. 

Mmj 

ham 

JWj 

Aug. 

Sept 

Ort 

Nov. 

Dec 

Y«r 

1M4 

148 

140 

144 

141 

189 

187 

141 

144 

141 

144 

149 

155 

141 

1M5 

100 

158 

157 

151 

149 

149 

151 

158 

158 

158 

156 

155 

154 

1M6 

150 

154 

149 

149 

147 

145 

145 

149 

149 

189 

1S9 

189 

148 

19t7 

188 

187 

188 

188 

188 

189 

149 

141 

140 

140 

1S9 

189 

139 

1M8 

141 

140 

14t 

144 

146 

149 

149 

188 

189 

187 

187 

188 

141 

1999 

140 

189 

140 

188 

184 

188 

188 

188 

189 

180 

188 

181 

191 

19S0 

180 

190 

lf8 

199 

119 

115 

110 

109 

107 

104 

109 

100 

114 

1981 

99 

97 

97 

95 

91 

89 

90 

87 

85 

88 

S4 

81 

M 

19M 

80 

79 

78 

75 

79 

70 

79 

74 

75 

79 

71 

70 

fl 

1988 

70 

89 

70 

78 

81 

88 

90 

94 

94 

98 

04 

OS 

81 

PricMincold 

1988 

70 

89 

70 

70 

09 

79|    09|    09 

esi 

08 

59 

59 

m 

*  For  detaib  of  oonitnictaoii:  Sanerbeck-Statift  indeK  of  oommoditj  ptioes  for  tbe  Vmtd 
Ifingdnm  and  Comparable  Index  Nnmben  for  tbe  United  Statei»  Farm  Beomomdu,  p.  lilt 
Norember,  1988. 

Tbe  prices  need  in  thk  calcoktkm  of  tbe  SaiKrbeck-Statift  index  for  the  United  Statetvw 
obtained  from  tbe  leporto  of  tbe  United  States  Bnrean  of  Labor  Statktici  and  tbe  cmmi 
data  are  being  supplied  tbioQ^  tbe  ooorteqr  of  Dr.  Indor  Lnbin. 

index  for  the  United  States  stood  at  47  per  cent  of  the  1926  lef4 
whereas  the  Bureau  of  Labor  index  was  60  per  cent  of  the  1926  inda 
Had  deflation  continued,  these  two  index  numbers  would  ultimately  hsve 
come  together.  Reflation  does  not  call  for  an  equal  rise  in  the  two  index 
numbers.  Any  force  tending  to  raise  prices  would  first  have  to  ovts- 
come  the  unadjusted  part  of  the  prospective  decline  in  the  all-commoditj 
index  of  the  United  States  Bureau  of  Labor  Statistics.  A  restoration  of 
prices  causes  an  approach  to  equilibrium  in  the  price  structure. 
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at  the  beginning  of  a  price  rise,  prices  of  basic  commodities,  manu- 
ired  goods,  and  freight  rates  were  in  approximate  equilibrium,  a 
n  prices  would  bring  about  the  usual  maladjustments  resulting  from 
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inflation.  If  reflation  were  carried  beyond  the  point  at  which  price 
reach  an  approximate  equilibrium,  the  price  structure  characteristic  o 
inflation  would  appear. 

Prices  Since  February.  The  gold  standard  was  suspended  intemall; 
March  6  and  was  suspended  externally  in  April.  From  February  to  No 
▼ember,  the  price  of  gold  rose  60  per  cent. 

Prom  February  to  November  prices  paid  to  farmers  for  food  product 
rose  47  per  cent.  The  same  food  products  at  retail  prices  rose  16  pe 
cent  (Table  VII). 

Prices  of  thirty  basic  commodities  rose  44  per  cent;  the  Bureau  o 
Labor  index,  20  per  cent ;  and  Fisher's  index,  which  gives  less  weight  ti 
manufactured  articles,  rose  80  per  cent. 

The  rise  in  prices  in  the  six  months  from  April  to  October  was  one  o 
ilie  rapid  advances  of  history  (Tables  VIII  and  IX). 

In  only  one  six-month's  period  during  the  World  War  did  basic  com 
modities  show  a  larger  percentage  advance  than  that  which  occurre( 
from  April  to  October,  1988. 
I  Prices  Since  October  21.  A  daily  index  of  prices  of  fifteen  commoditiei 

'  t         in  the  United  Kingdom  and  for  the  same  commodities  in  the  United  Statei 
'  is  shown  in  Table  X.  From  October  21  to  December  16,  prices  of  thes< 

f  fifteen  commodities  fell  2  per  cent  in  England,  but  rose  8  per  cent  in  th< 

I  United  States.  The  price  of  gold  fell  1  per  cent  in  England  so  that  com- 

jjj    ;    r  modity  prices  in  gold  fell  1  per  cent.  Apparently  the  world  value  oi 

Hi    J    '  gold  in  exchange  for  basic  commodities  has  not  changed  greatly. 

J^l    '    «  Prices  in  the  United  States  rose  8  per  cent  whereas  the  price  of  golc 

iij       J  rose  11  per  cent**  or  prices  in  gold  fell  8  per  cent. 

J^        »  Prices  of  Gold.  The  prices  of  gold  in  various  countries  are  shown  ii 

1 17        J  Table  XL  Throughout  the  world  there  is  a  strong  movement  to  raise  th< 

11^        f  price  of  gold.  A  niunber  of  the  countries  off-gold  have  taken  definit< 

jif    !    '  steps  to  raise  its  price. 

lit        f  Thirty-four  countries  are  now  off-gold  and  only  two  are  attempting 

!|^       ^  to  maintain  their  pre-War  gold  currencies.  A  world-wide  movement  oi 

U^  \    f  ''Prices  of  gold  for  the  United  States  are  London  prices  in  dollars  because  theM 

lH  '    #  are  the  effective  prices.  They  apply  when  commodities  are  purchased  or  sold. 

11*  #              

Hi  f 

|i I  ^  ^  Hie  index  numbers  of  prices  for  England  include:  cotton,  spot,  upland,  Liverpool ;  cotton 

^  j(  ned  oil*  rdined,  Hull;  linseed  oil,  London;  linseed  plate,  Hull;  turpentine,  London;  rubber, 

ljj  ^  October  delivery,  London;  wheat  no.  %  Manitoba,  Liverpool;  copper,  standard,  spot,  Lon- 

,|l  ^  don;  tin,  standard,  spot,  London;  lead,  spot,  London;  silver,  in  bars,  London;  tallow,  Aus< 

.10  ^  timlia,  Sept.-Oct.,  Liverpool;  cheese,  Canadian,  new,  Liverpool;  pork  bellies,  clear,  Liveipool; 

III  I  aiid  krd,  spot,  Liverpool  The  quotations  were  taken  from  the  Jotirna/o/Comm^ee,  New  York 

?.|  I  llie  index  numbers  of  prices  for  the  United  States  include:  cotton,  middling  upland; 

|.|  I  eottonseed  oil,  December;  linseed  oil,  spot  carlots;  linseed  cake  for  export;  turpentine,  carlots; 

1^3  I  ndiber,  rib  smoked  sheets;  wheat,  no.  2  red;  copper,  electrolytic;  tin.  Straits  Settlements; 

j'f  g  lead;  £hrer;  tallow,  extra,  loose;  cheese,  Wisconsin  daisies,  fresh;  pork  bellies,  dry,  clear, 

]\l  ^  adted*  boxed;  and  lard.  The  quotations,  on  New  York  markets,  were  taken  from  the  Journal 

|i:  g  ^Commmee  and  the  New  York  TifMi. 

1^     1    I  The  index  if  based  on  the  Mvenge  of  fifteen  idaUvet. 

/// 
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this  sort  cannot  be  attributed  to  the  acts  of  any  one  country.  Such  a 
movement  must  have  back  of  it  a  driving  force  which  is  beyond  the  power 
of  any  nation  to  stop.  The  United  States  was  the  last  of  the  thirty-four 
countries  to  succumb  to  this  force. 

The  world  gold  situation  of  1914-29  did  not  arise  from  a  change  in  the 
world  gold  supply  relative  to  world  business,  but  resulted  from  a  change 
in  the  world  price  level  in  gold  compared  with  the  world  gold  supply.  It 
might  be  expressed  as  "too  much  price"  rather  than  "too  little  gold.** 
The  only  possible  corrections  are  to  reduce  the  whole  price  and  debt 
structure  or  reduce  the  gold  content  of  the  gold  currencies.  Apparently 
the  gold-using  world  must  follow  the  latter  procedure. 

The  Future  Value  of  Gold.  Gold,  like  every  other  commodity,  has  al- 
ways been  unstable  in  value.  The  most  stable  period  in  the  English  a- 
perience  was  from  1840  to  1914,  but  violent  fluctuations  occurred  dur- 
ing this  period.  From  1840  to  1849,  the  purchasing  power  of  gold  for 
commodities  in  England  rose  88  per  cent.  From  1849  to  1878,  its  pu^ 
chasing  power  fell  88  per  cent.  From  1878  to  1896,  its  purchasing  power 
rose  80  per  cent.  From  1896  to  1914,  it  fell  29  per  cent. 

The  value  of  gold  was  particularly  unstable  during  the  two  great 
European  war  periods.  From  1789  to  1809,  its  purchasing  power  feD 
46  per  cent ;  and  from  1809  to  1822,  rose  78  per  cent. 

From  1914  to  1920,  its  purchasing  power  fell  64  per  cent;  and  from 
1920  to  1982,  rose  220  per  cent,  at  which  time  its  exchange  value  for 
commodities  was  the  highest  in  the  history  of  the  gold  standard  in 
England, 

It  is  to  \)e  ex^^cVj^  >^^V  %^dL  ^^fi^L  ^^XLlvQsie  to  have  a  high  value  for 
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some  years.  Whether  or  not  this  forecast  continues  to  be  true,  it  is 
practically  certain  that  its  value  will  fluctuate  violently.  The  best  that 
:an  be  expected  from  the  various  control  measures  is  to  prevent  the 
luctuations  from  being  as  erratic  as  they  might  otherwise  be. 

With  thirty-four  coimtries  off-gold,  and  several  others  that  are  likely 
:o  go  off  with  the  scramble  to  acquire  gold;  with  the  possibilities  of 
sudden  movement  of  gold  from  one  country  to  another ;  with  the  great 
levelopment  of  foreign  investments  which  at  any  time  may  be  shifted; 
vith  the  shift  of  some  of  the  densely  populated  countries  of  Europe 
'rem  a  creditor  to  a  debtor  position;  and  with  war  uncertainties  and 
lesires  for  gold  for  military  purposes,  decided  fluctuations  in  the  value 
>f  gold  are  to  be  expected;  and  it  is  to  be  expected  that  these  fluctua- 
ions  will  be  around  a  high  value. 

Some  Americans  think  that  being  on  gold  regardless  of  the  rate  is  all 
Jiat  is  required.  They  seem  to  have  forgotten  our  experience  from  1929 
to  February,  1988.  To  set  any  figure  that  is  to  hold  for  a  generation 
rertainly  involves  a  considerable  element  of  risk,  both  to  our  prosperity 
uid  to  the  future  of  the  gold  standard.  The  gold  standard  might  be 
mable  to  survive  another  unsuccessful  world  attempt  to  re-establish 
it.  A  proposal  to  provide  some  method  for  making  future  necessary 
changes  in  the  price  of  gold  without  the  necessity  of  long  years  of  eco- 
nomic distress  and  political  agitation  would  seem  to  be  a  conservative 
proposal.  If  the  gold  standard  is  to  have  a  fair  chance  for  survival, 
t  requires  some  kind  of  a  safety  valve. 


DISCUSSION 

W.  H.  Steiner. — To  my  mind,  controlled  inflation  well-nigh  repxeMnts 
a  contradiction  in  terms.  It  implies  that  a  well-developed  techniqae  ezisti 
whereby  inflation — or  reflation,  if  you  please — can  be  achieyed  at  wilL  And 
it  implies  that,  once  attained,  the  objective  can  be  maintained  at  wilL  Is 
this  true  today,  when  we  take  stock  of  our  present  understanding  sod 
equipment? 

Professor  Kenmierer  rightly  points  out  the  difficulty  faced  in  the  problem 
of  control  because  of  the  "two-dimensional"  nature  of  the  sopply  of  moneT, 
whereby  it  involves  both  volume  or  quantity,  and  velocity  or  rate  of  tnxn- 
over.  The  latter  shows  far  greater  variability  than  the  former^  and  represent! 
the  crux  of  the  problem  of  control.  I  think  we  can  agree  with  analysis  in  these 
terms,  regardless  of  the  type  of  price  theory  we  hold.  It  matters  not  whether 
we  be  advocates  of  the  quantity  theory  in  a  rigid  form,  or  bitter  critiei 
of  any  quantity  theory. 

More  interesting  to  me  is  the  fact  that  velocity  represents  what  we  nught 
term  the  human,  in  contrast  to  the  mechanical,  phase  of  the  problem  of  price 
control.  It  has  always  seemed  to  me  rather  anomalous  that  the  newer  eco- 
nomics regards  economics  as  a  science  of  human  behavior  as  revealed  is 
various  institutions  that  man  has  developed,  yet  advocates  a  theory  of  contrel 
that  regards  man  as  a  mere  pawn  on  a  chessboard,  to  be  moved  about  at 
the  will  of  a  director.  Unwittingly,  perhaps,  it  implies  a  type  of  human  ben^ 
as  mythical  as  the  much  discredited  economic  man  of  the  clussicists.  H<nr 
often,  even  before  1929,  must  various  of  our  governmental  bodies  have  wished 
that  human  nature  were  as  simple  as  this ! 

The  measurement  and  analysis  of  velocity  of  circulation  present  no  meaa 
task.  The  rate  at  which  hand-to-hand  money  and  currency  turn  over  meriti 
much  further  study.  Fortunately,  data  are  available  in  considerable  amoant 
on  the  far  more  important  matter  of  the  rate  at  which  bank  deposits  tit 
drawn  against.  Professor  Kenmierer's  index  of  business  confidence  repre- 
sents an  interesting  attempt  to  lift  the  veil  and  study  an  important  fadm 
which  underlies  changes  in  the  velocity  of  our  deposit  currency.  Of  course, 
the  attempt  is  merely  a  pioneer  undertaking.  As  he  frankly  points  out,  it 
afTords  no  clue  to  conditions  in  1988,  when  business  failures  were  "plugged" 
— as,  in  fact,  they  had  already  been  for  some  time — ^and  when,  we  may  add, 
personal  hoarding  for  a  while  displaced  business  distrust  as  a  primarr 
factor  in  our  economic  life.  Other  data  would  therefore  seem  desirable  to 
supplement  the  analysis,  though  what  they  are,  I  am  not  prepared  to  state. 
Much  technical  study  is  required. 

Professor  Kemmerer  feels  that  "the  plans  of  the  Administration  for  cos- 
trolled  inflation  all  seem  to  contemplate  the  effecting  of  the  control  throng^ 
the  regulation  of  the  volume  of  money  and  of  bank  deposits."  It  is  troe 
that  the  Thomas  Inflation  Amendment  in  its  first  three  provisions  does. 
However,  the  Amendment  itself  is  merely  a  patchwork  quilt  which  confew 
four  different  powers,  proposed  by  as  many  different  groups  in  the  com- 
munity, but  leavea  their  use  discretionary  with  the  President,  instead  of 
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mandatory  upon  him.  It  is  also  true  that  Federal  Reserve  open-market  policy, 
both  in  1982  and  again  this  year,  apparently  contemplates  the  procedure  to 
which  Professor  Kemmerer  refers.  I  may  add  that,  to  my  mind,  the  policy 
of  building  up  excess  reserves  of  member  banks  on  the  books  of  the  Federal 
Reserve  banks  affords  an  excellent  example  of  the  inadequacy  of  purely 
financial  measures  to  force  price  recovery  in  the  face  of  a  business  situation 
that  is  not  largely  favorable.  I  must  confess  that  I  can  see  no  success  in 
the  policy  pursued,  but  merely  a  dissipation  of  resources  and  an  impediment 
rather  than  an  aid  to  recovery. 

The  gold  purchase  policy,  I  feel,  can  hardly  be  classed  with  the  other 
measures  and  be  expected  to  operate  by  regulating  currency  volume.  I 
can  see  no  great  mechanical  means  thereby  to  price  adjustment,  but  rather 
reliance  upon  psychologic  factors.  And  I  do  feel  that  it  involves  a  serious 
exaggeration  of  the  importance  of  gold,  as  well  as,  at  best,  a  long-run  type 
of  approach  to  a  short-run  problem.  To  date,  the  silver  purchase  policy 
appears  cast  in  much  the  same  mold. 

Professor  Kemmerer  implies,  I  take  it,  although  he  does  not  explicitly  so 
state,  that  a  price  level  40  per  cent  above  the  present  one  can  no  more  easily 
be  maintained  than  it  can  be  achieved.  The  magnitude  and  difficulty  of  the 
task  are  well  illustrated  when  the  post-War  price  level  now  so  highly  praised 
in  certain  quarters  is  contrasted  with  previous  historical  price  levels.  And, 
it  must  be  added,  a  substitute  must  be  devised  to  perform  the  adjustive 
functions  of  price  levels,  just  as  of  individual  prices.  But  let  us  assume  for 
a  moment  that  prices  can  be  held  at  this  or  any  given  level  and  that  we 
rest  content  with  economic  recovery,  instead  of  asking  continuous  reform 
of  the  entire  economic  and  social  structure.  I  venture  the  belief  that  the 
average  man  will  find  himself  the  victim  of  averages.  He  will  be  a  myth; 
the  actual  man  of  flesh  and  blood  will  be  sadly  disappointed  when  his  price 
interests  in  actual  commodities  do  not  coincide,  as  they  cannot,  with  the 
general  average. 

In  short,  with  an  inadequately  developed  technique,  sublime  faith  in  con- 
trol is  of  no  avail.  Success  in  control  rests,  not  upon  the  good  intentions,  but 
upon  the  skill  and  knowledge,  of  the  controller.  And  we  must  not  look  upon 
money  as  a  cure  for  all  economic  ills.  Much  better  understanding  of  its 
technical  operations,  and  hence  of  the  limitations  of  its  field  of  service,  is 
required.  In  pointing  out  some  of  the  difficulties,  not  to  say  pitfalls,  in  the 
path  of  controlled  inflation.  Professor  Kemmerer  has  rendered  a  distinct 
service. 

Lkomard  L.  Watkins. — So  many  potential  arguments  are  raised  by  Pro- 
fessors Warren  and  Pearson  in  their  provocative  book.  Prices,  and  by  Pro- 
fessor Warren's  paper  that  any  brief  discussion  must  necessarily  be  sketchy. 
Nevertheless,  the  thesis  presented  is  definite  and  unequivocable.  The  decline 
of  prices  during  the  depression  has  been  caused  by  a  shortage  in  the  world 
supply  of  gold  relative  to  the  demand  therefor.  The  most  effective  escape 
from  the  depression  is  to  be  found  in  reversing  the  process — ^that  is,  in 
restoring  the  pre-depression  price  level  (apparently  the  Bureau  of  Labor 
wholesale  index) — ^by  raising  the  price  of  gold  enough  to  ovetcAmft.  ^k^ 
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ihorUge.  There  are  several  broad  questioxiB  raised  by  this  thesis.  First,  has 
the  decline  of  the  price  level  been  primarily  due  to  a  world  shortage  of 
gold?  Second^  should  the  restoration  of  the  pre-depression  price  lerel  be 
given  primary  emphasis  in  recovery  efforts?  Thirds  how  effective  is  the 
gold  policy  likely  to  be  in  restoring  this  level? 

The  first  two  questions  have  received  much  discussion  and  may  be  passed 
over  briefly.  The  world-gold-shortage  argument  popularised  by  Professor 
Cassel  and  amplified  and  modified  by  Professor  Warren  has  the  great  at- 
tractiveness of  furnishing  a  simple  formula  for  price  level  variations  past  and 
present.  Time  does  not  permit  an  examination  of  Professor  Warren's  statisti- 
cal technique  or  an  enumeration  of  the  historical  exceptions  to  his  formula.  In 
my  opinion^  however^  the  significance  of  this  explanation  of  the  decline  since 
1929  has  been  exaggerated  and  it  is  deficient  in  the  following  respects  amnig 
others: 

1.  It  is  based  on  pre-War  rates  of  growth  of  gold  stocka  in  relation  to 
the  production  of  conunodities  and  takes  insufficient  acconnt  of  post-War 
changes  in  industrial  and  monetary  technique.  It  fails  to  take  sniBdeot 
account  of  the  economies  introduced  in  the  use  of  gold  through  oentzal 
banking  and  other  devices  since  the  War. 

2.  In  so  far  as  monetary  causes  were  responsible,  overexpansion  of  credit 
and  credit  abuses  were  more  significant  than  the  alleged  gold  shortage  in 
precipitating  the  collapse.  Professor  Kemmerer  has  shown  the  importance 
of  velocity  as  a  factor  in  the  price  decline. 

8.  Maldistribution  of  gold  was  more  significant  in  causing  stringencr 
and  breakdown  in  certain  sectors  than  world  shortage,  but  this  maldistribo- 
tion  was  due  primarily  to  war  debts,  reckless  private  lending,  and  tarifs, 
together  with  the  tardiness  of  some  central  banks  in  applying  the  brakes  to 
credit  expansion.  Doubtless  the  terms  under  which  the  gold  standard  wtf 
restored  in  several  countries  after  the  War  played  a  part  also. 

The  desirability  of  rising  prices  at  this  juncture  is  accepted  provided 
the  rise  is  accompanied  by  increasing  production  and  employment  and 
substantive  improvement  in  industry.  It  is  the  proposal  to  restore  the  1926 
price  level  in  a  relatively  short  period  of  time  by  direct  monetary  actios 
which  has  given  false  color  to  recovery  efforts  and  promoted  fears  thit 
inflation  is  just  around  the  comer.  High  prices  which  are  not  grounded  oo 
production,  employment,  and  purchasing  power  cannot  hold  unless  they  are 
continuously  pumped  up  by  false  expectations.  The  1926  price  level,  assuB- 
ing  that  it  could  be  restored  immediately  and  directly  by  monetary  manipnli' 
tion,  is  not  the  panacea.  It  is  the  elimination  of  price  maladjnstments  and 
expanding  production  and  employment,  which  naturally  give  rise  to  an  ad- 
^d  vandng  price  level,  which  are  desired,  and  it  should  not  be  forgotten  that 

I'n  it  is  this  volume  of  production  and  employment  even  more  than  rising  prices 

^j  (except  in  the  case  of  farmers)  which  will  determine  debtors'  capacity  to 

pay  and  entrepreneurs'  ability  to  make  profits.  Bestoration  of  oonfideBoe  ii 
the  future  of  Uie  dollar  and  governmental  activities  directed  towards  inaut 
ing  the  volume  of  purchasing  power  and  employment  through  public  woii> 
and  banking  TestoTaWon  i^o^\  \f^  Ti^fX.\A^TQ\note  the  growth  of  reoovery- 
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the  seeds  of  which  we  hope  are  already  germinating.  In  my  view,  it  would 
be  preferable  to  forget  the  1926  price  level  for  a  while,  cease  to  woo  it 
through  monetary  policy,  and  proceed  on  the  assumption  that  the  price  level 
will  rise  in  the  natural  course  of  trade  recovery. 

Professor  Warren's  theory  of  the  relationship  between  gold  and  the  price 
level  conforms  closely  to  the  pattern  of  the  Laughlin  theory.  The  price  level 
is  determined  by  the  demand  for  and  supply  of  goods  in  ratio  to  the  demand 
for  and  supply  of  gold.  In  each  case  credit  is  reduced  to  a  subordinate  r61e. 
Professor  Laughlin,  however,  has  been  termed  an  anti-quantity  theorist 
because  he  minimized  the  gold  side  and  emphasised  the  goods  side  in  ex- 
plaining price  level  variations.  Professor  Warren,  on  the  other  hand,  em- 
phasizes the  stability  in  the  rate  of  growth  of  production  and  the  variability 
in  the  monetary  demand  for  and  supply  of  gold.  It  is  unnecessary  to  dweU 
on  other  differences  in  emphasis.  Both  views  clash  with  those  theories  which 
emphasize  money,  credit,  and  velocity,  or  money  incomes  and  the  unspent 
margin  as  the  dominant  factors  on  the  money  side  of  the  equation  of  ex- 
change. The  gold  theory  and  the  credit  theory  can  be  reconciled  so  far 
as  the  money  side  is  concerned  only  by  proof  that  money  and  credit  times 
velocity  change  proportionately  with  gold  supply. 

In  order  to  examine  the  gold  theory  further  let  us  turn  to  the  gold- 
buying  program.  In  his  book.  Prices,  Professor  Warren  asks  what  would 
happen  if  the  price  of  gold  were  raised  50  per  cent  (p.  174).  Some  of  his 
answers  are  as  follows :  "Prices  of  cotton  and  wheat  at  export  points  would 

rise  a  little  more  than  50  per  cent Even  with  no  improved  prospects 

for  business,  prices  of  industrial  stocks  would  increase  about  50  per  cent. 
....  The  value  of  lumber  and  other  building  materials  in  a  house  would  at 
once  rise  by  50  per  cent."  It  is  only  fair  to  note  that  he  observes  that 
other  prices  which  have  not  fallen  much  during  the  depression  would  rise 
by  smaller  margins.  Nevertheless,  there  is  basis  here  for  some  of  the  criticism, 
questioned  in  some  quarters  as  unfair,  which  has  ascribed  to  Professor 
Warren  belief  in  the  immediate  and  roughly  proportionate  response  of  the 
price  level  of  all  commodities  to  varying  gold  prices. 

Few  economists  would  deny  that  an  increase  in  the  monetary  gold  supply 
brought  about  either  through  an  increase  in  the  number  of  ounces  or  by 
devaluation  will  exert  some  lifting  influence  on  prices.  But  the  evidence  seems 
to  show  that  the  connection  is  long-run  and  uncertain,  not  immediate  and 
proportionate.  The  connection,  moreover,  depends  in  some  measure  on 
whether  the  advances  in  gold  prices  are  made  under  convertible  or  incon- 
vertible conditions.  Let  us  examine  this  connection  further.  There  are  ap- 
parently three  channels  through  which  higher  gold  prices  may  exert  a  lift- 
ing influence  on  the  general  price  level. 

There  is  first  the  influence  acting  through  the  quantity  of  money.  In 
the  early  days  of  debasement,  with  credit  relatively  undeveloped  and  seignior- 
age quickly  expended  by  governments,  prices  were  driven  up  with  reason- 
able promptitude  but  with  the  usual  lags  of  certain  price  groups.  Since  those 
days,  with  the  development  of  paper  money  and  credit,  the  relationship  has 
become  less  intimate.  Since  the  War,  with  the  extension  of  central  banking 
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and  the  in'TT'"^»«fag  of  reserve  ratios  as  credit  guides,  the  relatioiiahip  bti 
been  less  direct  than  before  the  War.  Gold  reserves  operate  through  tk 
superstructure  of  money  and  credit;  even  during  the  years  of  prosp^tj 
we  possessed  large  excess  gold  stocks.  Gold  reserves  at  most  set  certain 
elastic  upper  limits — limits  which  have  been  approached  only  during  tiie 
crisis  of  1920  and  the  panic  of  1988.  The  expansion  of  these  limits  at  the 
present  time  is  not  a  necessary  conditioning  factor  for  monetary  expansiin. 
L^rge  gold  reserves  can  affect  the  price  level  only  in  the  degree  that  risiiig 
prices  for  gold  are  accompanied  by  comparable  increases  in  spending  bj 
the  government  and  by  comparable  increases  of  credit  by  the  Reserve  hub 
and  conmiercial  banks.  The  gold  policy  does  not  get  around  the  difficoltj 
of  promoting  credit  expansion  and  the  restoration  of  normal  velocity;  the 
potential  increase  in  money  and  credit  cannot  affect  prices  unless  it  readiei 
the  channels  of  trade  and  incomes. 

The  second  line  of  causation  works  through  the  balance  of  payments  and 
it  presents  a  number  of  difficult  and  uncertain  issues.  If  we  wish  to  depress 
the  dollar  relative  to  foreign  currencies  we  can  do  so  by  bidding  more  for 
foreign  currencies  and  allowing  foreign  balances  to  accumulate,  by  bidding 
more  for  foreign  gold,  and  by  the  threat  of  depreciation,  provided  foreigo 
nations  do  not  take  defensive  counter  action.  If  foreign  nations  are  passive, 
i  undervaluation  of  the  dollar  acts  as  a  stimulus  on  our  exports  and  pro- 

motes a  rise  in  export  prices.  The  spread  of  the  price  rise  from  these  in- 
ternational commodities  to  other  price  groups  will  likely  be  slow  and  un- 
certain. There  are  too  many  variables  and  uncertainties  in  this  situation  to 
permit  of  any  reasonable  prediction  but  a  few  observations  may  be  offered: 

1.  As  a  competitive  device  by  which  one  country  attempts  to  secure  more 
exports  at  the  expense  of  other  nations,  it  promises  evil  except  in  so  far  as 
it  works  to  force  an  international  agreement.  Fluctuating  exchanges  and 
competitive  action  decrease  the  total  volume  of  international  trade. 

2.  From  the  price-raising  point  of  view  it  is  significant  that  prices  did 
not  rise  materially  in  England  as  a  result  of  the  sharp  fall  in  the  poond 
and  it  is  difficult  to  escape  the  conclusion  that  exchange  depreciation  iB 
England  and  elsewhere  promoted  the  price  decline  in  gold  standard  comi' 
tries.  The  fall  in  gold  commodity  prices  since  1981  has  not  been  an  in- 
dependent variable  as  Professor  Warren  implies  but  has  been  a  function 
of  exchange  depreciation  in  the  non-gold  standard  countries. 

8.  It  is  difficult  to  see  how  exchange  depreciation  in  any  event  can  be  as 
beneficial  to  the  United  States  as  to  countries  in  which  foreign  trade  is  a 
more  dominant  element  and  in  which  exchange  depreciation  has  been  largeh 
due  to  pressure  through  the  balance  of  payments. 

4.  The  gains  so  far  attributable  to  our  depreciated  exchanges — and  thej 
should  have  manifested  themselves  already — are,  it  appears,  considerably  less 
than  were  promised  by  Professor  Warren  in  earlier  writings. 

The  third  factor  in  the  equation  is  velocity.  It  has  been  pointed  out  rnanj 
times  that  given  the  return  of  normal  velocity  the  existing  supply  of  mooef 
and  credit  is  sufficient  to  support  a  much  higher  price  level.  It  is  an  opo 
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pieatioii  as  to  how  this  factor  will  respond  to  monetary  manipulation.  The 
[MMsibilities  range  all  the  way  from  complete  loss  of  confidence  and  flight 
from  the  currency  to  restoration  of  confidence  in  the  future  of  the  dollar 
by  adequate  reassurances.  Either  situation  will  speed  up  velocity,  but  no 
me  wishes  the  former  and  many  of  us  desire  the  latter.  Apparently  the 
increase  in  velocity  which  is  most  needed  is  the  speeding  up  of  investment 
in  boildlng  and  the  heavy  industries  and  confidence  in  the  dollar  is  an 
essential  condition  here. 

Finally,  it  is  pertinent  to  ask  what  has  been  the  effect  of  this  combina- 
tion of  forces  on  the  general  level  of  prices  so  far.  It  is  inevitable  that 
diverse  interpretations  should  occur  at  this  point  since  Professor  Warren 
and  other  proponents  of  the  gold  policy  have  pointed  to  the  degree  of  rise 
of  agricultural  and  other  basic  international  conmiodities  since  the  low  levels 
of  last  February.  But  whatever  may  be  said  for  the  policy  on  the  score  of 
political  and  economic  expediency,  the  case  is  not  a  good  one  from  the  point 
of  view  of  Professor  Warren's  theory.  The  following  observations  are  offered: 

1.  Even  if  there  had  been  no  change  in  the  gold  situation,  there  was 
reason  for  expecting  price  advances  from  the  lows  of  last  February;  the 
rise  had  proceeded  some  distance  before  the  gold  standard  was  abandoned 
and  before  advances  in  gold  prices  were  inaugurated. 

2.  Many  other  factors  have  entered  into  such  price  rises  as  have  occurred 
and  no  one  can  say  what  portion  of  this  rise  is  to  be  ascribed  to  the  gold 
policy  per  se.  The  threat  of  inflation  has,  for  example,  been  active  during 
much  of  the  period. 

8.  To  select  fifteen  or  thirty  basic  conmiodities  with  a  world  market — 
commodities  most  subject  to  speculative  influences  and  depreciated  exchanges, 
including  some  commodities  even  in  the  import  category — is  scarcely  a  fair 
proof  of  the  validity  of  the  theory.  The  proof  is  no  more  convincing  when 
this  comparison  is  extended  to  a  number  of  countries. 

4.  The  Bureau  of  Labor  Index  of  wholesale  prices,  itself  biased  by  the 
inclusion  of  international  conmiodities,  has  risen  only  17-20  per  cent  since 
the  old  parity  of  the  dollar  was  abandoned  and  relatively  little  of  that 
increase  has  occurred  since  October  22  when  the  policy  of  raising  gold  prices 
was  inaugurated. 

5.  Since  the  gold  price  has  been  raised  in  the  neighborhood  of  65  per  cent 
it  appears  that  we  might  expect  a  comparable  rise  of  average  prices  or 
at  least  a  continued  movement  towards  that  average  without  further  action 
by  the  government  according  to  the  theory  of  Professor  Warren. 

It  is  certainly  not  my  intention  or  wish  in  any  sense  to  misrepresent  the 
gold  policy  or  the  theory  back  of  it  or  at  this  point  to  argne  the  question 
of  political  expediency.  It  is  only  fair  to  recognize  that  the  proponents  of 
the  monetary  remedy  at  the  present  juncture — and  this  may  express  Pro- 
fessor Warren's  real  views — ^have  regarded  monetary  action  as  a  means  of 
priming  the  economic  pump.  But  priming  the  pump  can  only  be  efficacious 
if  supported  by  a  strong  subterranean  flow  of  trade  and  emplo3rment  and 
it  is  doubtful  how  far  that  supporting  stream  can  be  established  by  the  mero 
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act  of  priming.  In  any  case^  if  the  gold  theory  is  correct^  the  pnnuiig 
should  now  have  occurred  and  it  should  not  be  necessary  to  repeat  the  procen 
continually  and  invoke  other  cures. 

Time  does  not  permit  a  discussion  of  the  issues  which  are  presented  in 
connection  with  the  problem  of  stabilization  and  final  revalnation^  assuming 
that  to  be  the  goal  in  view.  If  revaluation  is  primarily  an  internal  problem 
as  Professor  Warren  has  argued  (Pricei,  p.  898)^  and  if  general  prices  r^ 
spond  directly  to  gold  prices^  then  there  should  be  no  difficulty  in  the  waj  of 
immediate  revaluation  at  the  desired  point.  Unfortunately  the  price  rise  which 
will  accrue  from  definite  revaluation  is  not  predictable  (for  reasons  whid 
have  already  been  pointed  out  in  connection  with  the  gold-baying  policj) 
and  international  considerations  are  very  important.  Nevertheless^  it  bi 
been  and  is  still  my  hope  that  the  government  will  seek  to  end  monetaij 
uncertainty  and  establish  stabilisation  of  the  exchanges  from  our  end  at  n 
early  date  and  that  this  may  open  the  door  again  to  international  discussiotf 
which  will  lead  to  the  formulation  of  terms  by  which  the  gold  standard 
may  be  restored.  There  is  no  objection  to  the  inauguration  of  certain  reasoih 
able  reforms  of  the  old  gold  standard  which  will  economize  gold  at  that  time 
or^  for  that  matter^  to  the  inclusion  of  silver  in  a  more  prominent  position 
provided  the  terms  are  the  subject  of  international  agreement.  In  my  opinkn 
there  is  need  for  renewed  emphasis  on  some  of  the  principles  of  intxt- 
nationalism  which  have  recently  been  pushed  into  the  badcgronnd. 

William  O.  Wktforth. — The  provisions  of  the  Banking  Act  of  1931 
cover  a  wide  range^  and  the  paper  of  Professor  Willis^  giving  An  apprtisil 
of  the  new  legislation^  is  correspondingly  extensive  in  the  scope  of  its  nib- 
ject  matter.  He  has  sketched  in  broad  strokes  his  conception  of  the  defeeb 
in  the  original  Reserve  Act^  and  of  the  subsequent  developments  in  bank- 
ing legislation  and  practice  that  further  contributed  to  the  lack  of  somid- 
ness  in  our  banking  structure^  and  has  then  analyzed  the  principal  featoRS 
of  the  new  Act. 

For  the  purposes  of  my  discussion^  it  will  be  convenient  to  make  a  some- 
what different  classification  of  the  provisions  of  the  Act  from  that  employed 
by  Professor  Willis.  These  provisions  may  be  g^uped  under  four  main  hetd- 
ings:  (1)  those  dealing  with  the  banking  practices  of  member  banks,  such  as 
those  regulating  the  payment  of  interest  on  deposits,  the  further  regulation 
of  loans  and  investments,  and  the  prohibition  of  the  underwriting  of  secaritj 
issues;  (2)  provisions  dealing  with  the  structure  of  the  banking  system,  sodi 
as  those  relating  to  branch  and  group  banking,  those  requiring  the  divorce 
of  investment  affiliates,  and  other  provisions  designed  to  effect  a  separation  of 
commercial  and  investment  banking;  (8)  the  deposit  guaranty  section;  and 
(4)  the  provisions  conferring  increased  powers  upon  the  Federal  Reserve 
banks  and  the  Federal  Reserve  Board  in  the  control  of  credit.  In  view  of 
the  limited  time  at  my  disposal,  it  is  primarily  to  the  latter  provisions  that 
I  should  like  to  devote  my  attention. 

The  Banking  Act  of  1988  undertakes  important  modifications  in  the  tfjpt 
of  credit  control  to  be  exercised  by  the  Reserve  banks  and  the  Federal 
Reserve  Board.  Heretofore  the  credit  policy  of  the  system  had  been  ctiiied 
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out  through  its  rediscount  rates  and  its  open-market  operations^  and  in  1921 
the  Board  had  expressly  denied  that  there  was  anything  in  the  Federal 
Reserve  Act  which  gave  either  the  Board  or  a  Reserve  bank  any  control 
over  the  loan  policy  of  any  member  bank^  except  perhaps  to  the  extent  that 
a  member  bank  might  be  influenced  by  advice  or  exhortation.  In  1929,  how- 
ever, the  Board  apparently  altered  its  views,  and,  in  its  attempt  to  check 
speculative  activity  on  the  stock  exchange,  urged  that  the  Reserve  banks 
should  pursue  a  policy  of  "direct  pressure"  against  the  member  banks;  that 
is,  in  deciding  whether  or  not  to  grant  accommodation  to  a  member,  the 
Reserve  institution  was  to  take  into  consideration  the  policy  of  the  member 
bank  as  to  speculative  security  loans  on  the  stock  exchange.  It  was  doubt- 
less the  objections  raised  by  the  New  York  Reserve  Bank  as  to  the  feas- 
ibility and  legality  of  this  procedure  and  the  ensuing  dispute  with  the  Board 
that  led  to  some  of  the  provisions  of  the  Act  of  1988,  in  which  full  authority 
for  the  employment  of  a  system  of  "direct  pressure"  is  conferred. 

Section  8  of  the  Act  makes  it  the  duty  of  a  Reserve  bank  to  keep  itself 
informed  concerning  the  loan  policy  of  its  member  banks ;  and  in  determin- 
ing whether  or  not  to  grant  accommodation  to  any  member  bank,  the  Reserve 
bank  is  to  take  into  consideration  whether  the  former  is  making  undue  use 
of  bank  credit  for  the  speculative  carrying  of  or  trading  in  securities,  real 
estate,  or  commodities,  or,  indeed,  for  any  other  purpose  inconsistent  with  the 
maintenance  of  sound  credit  conditions.  There  are  other  provisions  of  the 
Act,  mentioned  by  Professor  Willis,  which  further  strengthen  the  control 
which  Federal  Reserve  officials  may  exercise  over  the  loan  policy  of  member 
banli:s. 

The  primary  purpose  of  all  of  these  provisions  seems  to  be  the  preven- 
tion of  the  undue  diversion  of  bank  funds  into  speculative  channels.  But, 
as  remarked  by  Professor  Willis,  there  is  no  provision  that  is  more  difficult 
to  enforce.  Wben,  he  asks,  is  a  bank  lending  "too  freely"  to  the  stock 
market?  The  Act  itself  sets  up  no  standards  to  determine  this,  and  the  matter 
la  left  to  the  judgment  of  the  Reserve  officials.  The  assignment  given  to 
them  is  indeed  a  difficult  one.  Will  they  be  able  to  develop  certain  general 
rules  to  guide  them  or  will  they  be  compelled  to  treat  the  application  of 
each  member  bank  for  accommodation  as  an  individual  case  ?  And  if  the  latter 
18  attempted  and  one  bank  is  granted  accommodation  and  another  denied  it 
on  the  very  indefinite  ground  that  the  loan  policy  of  the  latter  is  detrimental 
to  the  maintenance  of  sound  credit  conditions,  may  there  not  arise  charges 
of  unjust  discrimination  that  will  injure  the  prestige  of  the  entire  system? 

The  provisions  of  the  Banking  Act  of  1988  in  regard  to  control  over  the 
loan  policy  of  member  banks  mark  a  new  departure  in  another  respect.  The 
powers  and  responsibilities  of  the  Federal  Reserve  Board  in  the  formulation 
of  the  credit  policies  of  the  system  are  decidedly  increased,  since  that  Board 
ia  given  the  right,  irrespective  of  the  approval  or  wishes  of  a  Federal 
Beacrve  bai^,  to  deny  to  a  member  bank  the  privilege  of  accommodation  at 
its  Beserve  institution  if  the  Board  is  of  the  opinion  that  the  member  bank 
Is  niaking  improper  use  of  its  funds.  So  far,  therefore,  as  the  credit  policy  of 
the  ajatem  is  to  be  carried  out  by  methods  of  "direct  pressure,"  the  Board 
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is  given  plenary  powers.  This  is  in  marked  contrast  to  the  position  of  tiie 
Board  with  respect  to  the  two  traditional  instruments  of  credit  policy — name- 
ly^ the  rediscount  rate  and  open-market  operations — ^where  the  powers  of  tk 
Board  seem  to  be  only  negative  and  changes  in  policy  cannot  be  put  into  effect 
without  the  consent  of  the  regional  banks.  In  other  words^  so  far  as  tlie 
policy  of  "direct  pressure"  is  concerned^  the  Act  represents  a  decided  sd- 
vance  in  the  direction  of  centralized  power^  whereas  with  respect  to  the 
discount  rate  and  open-market  operations^  greater  consideration  is  shown 
for  the  autonomy  of  the  regional  banks^  and  there  prevaila  a  system  of 
checks  and  balances  and  divided  authority  between  the  Board  and  the  banki 
It  is  my  belief  that  important  changes  in  credit  policy  most  be  based 
upon  considerations  that  are  national  rather  than  regional  in  scope  and  thit 
in  the  interests  of  an  effective  policy  greater  centralization  of  authority  it 
desirable.  The  Banking  Act  of  1988^  however^  seems  to  embody  no  cleailj 
defined  or  logical  conception  of  the  place  of  the  Federal  Reserve  Board 
in  the  system.  The  Board  is  given  very  great  powers  and  responsibilitiei 
over  the  loan  policies  of  individual  member  banks.  The  proper  exercise  of 
these  powers,  however,  will  involve  an  intimate  knowledge  and  independort 

8  judgment  concerning  the  activities  of  thousands  of  separate  institutions,  sod 

a  central  board  would  not  seem  to  be  well  adapted  for  such  duties.  On  the 
other  hand,  the  Act  makes  no  attempt  to  clarify  or  enlarge  the  circumscribed 
powers  of  the  Board  over  discount  rates  and  open-market  operations,  although 
it  is  in  just  these  respects  that,  from  an  administrative  point  of  view,  the 
Board  would  be  in  the  best  position  to  put  into  effect  a  national  credit 
policy.  If  we  wish  to  make  the  Board  ultimately  responsible  for  the  credit 
policy  of  the  system,  ought  we  not  to  grant  to  that  body  fall  powers  com- 
mensurate with  its  responsibilities  ? 

I  am  quite  in  agreement  with  Professor  Willis  as  to  the  low-water  mtik 
which  the  Board  has  reached  as  to  prestige  and  ability  at  the  present  time 
and  also  with  his  strictures  as  to  the  partisan  character  of  its  membership. 
In  view  of  these  considerations  it  may  be  questioned  whether  further  en- 
j{  largement  of  the  Board's  powers  is  desirable.  But  it  must  be  borne  in  mind 

J!  that,  although  the  present  powers  of  the  Board  may  be  insufficient  to  en- 

able it  to  carry  out  a  credit  policy  of  its  own  with  respect  to  discount  rates 
and  open-market  operations,  nevertheless,  it  does  already  possess  ample 
powers  to  enable  it  to  obstruct  a  vigorous  policy  which  certain  regional 
banks  might  desire  to  put  into  effect.  A  weak  Board,  unduly  influenced  bj 
political  considerations,  is,  therefore,  a  constant  menace  to  the  soundness  and 
effectiveness  of  the  system's  credit  policy.  The  cure  for  this  situation  is  not 
to  be  found  in  any  piecemeal  enlargement  of  the  Board's  powers  as  pro- 
vided for  in  the  recent  Act  but  in  a  full  recognition  of  its  powers  and 
responsibilities  with  respect  to  credit  policy.  In  this  way  its  prestige  should 
be  much  enhanced  and  probably  a  higher  type  of  ability  attraeted  to  its 
membership  than  has  been  available  at  times  in  the  past. 

Perhaps  some  modification  of  the  Board's  eoBxpotMom  to  as  to 
the  danger  of  political  dominatton  wodd  hti 
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decision  on  tins  matter  must  wait  until  it  becomes  more  apparent  what  is  to 
be  the  status  of  the  Federal  Reserve  system  in  the  altered  economic  struc- 
ture that  is  being  reared  under  the  "New  Deal." 

Before  closing  I  should  like  to  speak  in  very  brief  general  terms  of  some 
of  the  other  provisions  of  the  Act.  In  the  main  I  believe  that  those  sections 
dealing  with  the  banking  practices  and  the  structure  of  member  banks 
represent  desirable  modifications  of  our  banking  law.  Certainly  the  experi- 
ences of  recent  years  have  indicated  the  necessity  for  the  separation  of 
investment  affiliates  from  commercial  banks  and  for  a  larger  measure  of 
control  over  chain  and  group  banking.  But  I  believe  that  Dr.  Willis  is  cor- 
rect in  his  appraisal  of  the  Act  as  transitional^  rjxd  that  the  more  funda- 
mental changes  necessary  in  our  banking  system  are  yet  to  be  effected. 
Among  these  I  would  include:  enlargement  of  the  sphere  of  branch  banking 
beyond  the  moderate  provisions  of  the  Act  of  1988;  a  modification  of  the 
system  of  calculating  reserve  requirements  so  as  to  avoid  the  weakening 
of  reserves  that  has  accompanied  the  distinction  between  demand  and  time 
deposits;  a  strengthening  of  the  capital  requirements  of  member  banks  and 
the  calculation  of  these  requirements  on  some  more  logical  basis  than  the 
present  crude  system;  and  finally  the  establishment  of  a  unified  banking 
system  under  federal  control,  so  as  to  avoid  what  has  been  called  a  "compe- 
tition in  laxity"  between  the  state  and  national  systems. 

Perhaps  the  provisions  for  deposit  insurance  with  their  requirements  for 
membership  in  the  Federal  Reserve  system  will  prove  an  indirect  means  of 
achieving  the  last  result  Senator  Glass,  to  whom  deposit  insurance  was  in 
itself  thoroughly  unpalatable,  has  said  that  the  only  thing  that  induced  him 
to  support  the  scheme  was  the  thought  that  it  might  "bring  us  approximately 
to  a  unified  banking  system."  But  deposit  insurance  may  be  too  high  a 
price  to  pay  even  for  such  a  consununation  as  a  unified  bating  system.  The 
experience  of  other  countries  seems  to  indicate  that  sound  banking  is  far  more 
a  matter  of  good  bankers  than  governmental  regulation.  Yet  we  seem  to  be 
embarking  upon  a  policy  that  offers  less  encouragement  to  good  bankers 
and  places  greater  and  greater  dependence  upon  more  and  more  regulation. 


SESSION  ON  PROBLEMS  OF  PUBLIC  FINANCE 
IN  THE  DEPRESSION 

THE  PROBLEM  OF  TAX  DELINQUENCY 

I  By  Feed  Rooees  Faiechild 

\  YdU  Vvivertity 

'  Failure  to  collect  the  taxes  lawfully  due  is  a  symptom  of  weakness  i 

|,  the  very  heart  of  government.  And  the  spectacle  of  homes  and  farm 

1^:  and  forests  in  substantial  volume  passing  out  of  the  hands  of  their  own 

ers  on  account  of  delinquent  taxes  is  evidence  of  a  condition  that  seri 
ously  threatens  the  security  of  private  property.  Tax  delinquency  i 
large  and  increasing  amount  is  therefore  a  phenomenon  of  serious  sif 
nificance  both  to  government  and  to  the  owners  of  taxable  property. 

Delinquency  is  chiefly  a  phenomenon  of  the  property  tax.  Other  taxc 
experience  their  ups  and  down  due  to  changes  in  the  tax  base,  but  whil 
the  amounts  due  may  diminish,  government  generally  succeeds  in  col 
lecting  substantially  what  is  due.  It  is  only  the  property  tax  that  pn 
sents  the  spectacle  of  large  sums  legally  due  but  remaining  unpaid  fo 
months  or  years.  I  am  justified,  therefore,  in  proposing  to  limit  the  tqpi 
to  which  I  invite  your  attention  to  delinquency  in  payment  of  the  prof 
erty  tax.  This  obviously  limits  the  problem  to  the  tax  systems  of  the  stai 
and  local  governments. 

That  tax  delinquency  has  at  present  reached  the  proportions  of 

major  problem  in  the  finances  of  many  cities,  counties,  and  towns  i 

realized  in  a  general  way  by  all  well-informed  persons.  On  the  otlic 

hand,  the  task  of  giving  to  the  picture  that  quantitative  precision  whic 

scientific  investigation  would  prefer  is  frougfat  with  extreme  diflkolt] 

|.  Reports  of  tax  delinquency  from  individual  cities,  counties,  and  towi 

|r  are  at  hand  in  abundance.  For  some  of  them  carefully  analyzed  figon 

I  are  available.  There  are  a  few  summaries  of  delinquency  conditions  fc 

^  groups  of  selected  cities  and  counties,  some  of  them  carefully  con 

I  piled.  There  is  lacking,  however,  any  authoritative  compilation  of  tl 

i^  figures  for  the  country  as  a  whole  or  even  for  a  single  state.  A  commii 

|,  tee  of  the  National  Tax  Association,  aided  by  the  staff  of  the  Unite 

*  States  Forest  Taxation  Inquiry,  prepared  in  1982  a  general  summsr 

1;  of  the  statistical  material  on  tax  delinquency.  While  admittedly  ii 

«  complete,  this  summary  provides  the  best  picture  of  the  general  ddii 

quency  situation  that  is  now  available.  I  shall  make  no  attempt  in  thi 

essay  to  present  detailed  figures  but  may  be  understood  to  be  rdyisi 

chiefly  upon  this  conmiittee  report  for  the  factual  basis  of  my  disciu 

sion. 

A  special  difficulty  confronting  the  student  who  seeks  the  facts  of  ttf 
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delinquency  lies  in  the  varying  degrees  of  delay  or  nonpayment  which 
are  embraced  in  the  general  term  *Hax  delinquency."  This  goes  all  the 
way  from  taxes  which,  a  few  weeks  after  the  due  date,  have  not  been 
collected  to  taxes  that  have  remained  unpaid  for  years  and  will  in  all 
probability  never  be  paid.  Collection  calendars  and  procedures  vary  so 
greatly  between  the  different  states  and  even  among  the  several  taxing 
jurisdictions  within  a  given  state  that  no  precise  definition  of  the  term 
**tax  delinquency"  that  would  be  of  general  application  appears  to  be 
possible.  As  a  result,  popular  discussion  of  this  matter  is  involved  in 
much  confusion.  On  the  one  hand,  the  newspapers  frequently  present 
lurid  accounts  of  wholesale  delinquency  in  some  county  or  city  or  state, 
reporting  a  great  part  of  the  public  revenue  not  collected  and  hundreds 
or  thousands  of  citizens  about  to  lose  their  homes  and  farms,  whereas 
a  true  understanding  of  the  facts  would  disclose,  on  the  part  of  the 
great  majority  of  delinquent  taxpayers,  merely  a  disposition  to  let  the 
local  government  carry  them  on  credit  till  a  more  convenient  time  of 
payment.  On  the  other  hand,  the  very  prevalence  of  delayed  tax  pay- 
ments may  become  so  much  a  matter  of  the  conmionplace  that  public 
opinion  fails  to  realize  that  some  of  these  unpaid  taxes  are  destined 
never  to  be  paid,  with  consequences  most  serious  to  the  government 
and  to  the  owners  of  the  property  involved. 

The  various  stages  of  delinquency  to  which  I  have  called  attention 
are  of  course  a  matter  of  degree,  but  they  are  more  than  that.  In  fact 
it  is  possible  to  distinguish  rather  definitely  two  classes  of  tax  delin- 
quency which  in  their  practical  significance  represent  a  real  difference  in 
kind.  These  we  may  designate  "short-term"  and  "long-term."  We  may 
safely  adopt  the  definitions  suggested  by  the  National  Tax  Association 
Committee,  to  which  I  have  referred : 

Sbort-tenn  delinquency  may  be  defined  as  that  which  exists  when  a  tax  remains  un- 
paid at  the  end  of  the  regular  collecting  period  and  becomes  subject  to  a  penalty. 
Usually  the  penalty  Is  rather  light  for  the  first  several  months,  or  even  for  a  year  or 
more,  and  hence  taxpayers  may  deliberately  delay  pa3rment  for  a  while  in  order  to 
meet  more  pressing  demands.  While,  of  course,  it  causes  the  political  units  some  tem- 
porary embarrassment,  short-term  delinquency  does  not  necessarily  result  in  permanent 

Long-term  delinquency  may  be  said  to  exist  when  taxes  are  two  or  more  years  in 
default  and  the  taxpayer  is  in  some  real  danger  of  losing  his  property,  llie  period 
cannot  be  stated  with  exactness  because  of  wide  variety  in  the  statutes  and  in  the 
mamier  in  which  they  are  enforced.  Viewed  from  the  point  of  view  of  the  govern- 
ment, long-term  delinquency  exists  when  there  is  an  accumulation  of  unpaid  taxes 
against  a  property  and  a  prospect  of  eventually  losing  the  property  from  the  tax  rolL 
Long-term  delinquency  thus  constitutes  a  serious  governmental  problem. 

In  spite  of  the  loose  terminology  in  common  use,  the  paucity  of  sta- 
tistics, and  the  unreliability  of  many  published  reports,  there  is  avail- 
able, I  think,  enough  knowledge  to  demonstrate  that  tax  delinquency  has 
today  reached  serious  proportions,  presenting  a  menace  to  the  stability 
of  many  local  governments  and  an  ominous  threat  to  the  security  of 
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private  property  in  many  localities.  Devotion  of  time  and  labor  to  the 
scrutiny  of  the  causes  of  tax  delinquency  and  the  search  for  a  remedy 
would  appear  to  be  fully  warranted. 

The  economic  depression  of  the  past  four  years  has  caused  a  great 
increase  in  tax  delinquency  and  has  attracted  unusual  attention  to  \bit 
subject.  But  tax  delinquency  is  by  no  means  solely  a  depression  phe- 
nomenon. Some  degree  of  delinquency  has  long  been  a  chronic  situation 
in  most  parts  of  the  United  States,  while  in  certain  regions  it  presented 
a  serious  problem  long  before  the  crisis  of  1929. 

The  consequences  of  depression,  in  bringing  to  a  focus  and  frequaiU; 
making  desperate  a  chronic  condition  of  tax  delinquency,  should  be 
fairly  obvious.  Business  failures,  collapse  of  farm  incomes,  default  of 
tenants  on  their  rent  payments,  and  the  general  decline  of  incomes, 
necessarily  place  thousands  of  taxpayers  in  a  position  where  they  simplj 
do  not  have  the  money  to  pay  their  taxes.  The  only  real  remedy  for  thtf 
condition  is  the  restoration  of  a  healthy  industrial  life.  In  ibe  mean- 
time it  is  inevitable  that  many  taxpayers  will  not  pay  their  taxes,  that 
many  local  governments  will  be  in  financial  straits,  and  that  manj 
owners  will  lose  title  to  their  property.  Measures  should  undoubtedlj 
be  taken  to  make  this  situation  as  tolerable  as  possible  to  all  con- 
cerned. Special  leniency  in  tax  collection  and  tax  foreclosure  may  need 
to  be  employed.  Many  cities  and  counties  and  towns  will  borrow  to  meet 
current  needs.  But  it  should  be  clearly  recognized  that  all  such  measures 
— necessary  as  they  may  be — are  after  all  only  treating  the  symptoms. 
In  a  long-continued  depression  they  will  only  partially  succeed  in  ward- 
ing off  the  consequences  of  deep-seated  economic  forces,  and  they  do 
nothing  whatever  to  attack  the  causes  of  the  disease.  It  should  further 
be  emphasized  that  had  delinquency  not  been  permitted  to  become  a 
chronic  condition  in  normal  times,  the  depression  need  not  have  brou^t 
the  taxpayers  and  the  governments  into  such  desperate  straits.  Also 
let  us  observe  here,  what  I  shall  discuss  more  fully  later,  that  measures 
of  leniency  run  the  great  risk  of  intensifying  the  causes  of  delinquenc; 
and  so  laying  up  more  trouble  for  the  future.  With  no  desire  to  mini- 
mize the  seriousness  of  the  present  crisis  or  the  necessity  of  temporary 
measures  of  relief,  I  confess  that  my  chief  interest  is  in  the  search  for 
the  basic  causes  of  chronic  delinquency  and  the  remedy  therefor. 

Before  proceeding  on  this  quest,  we  may  profitably  pause  to  consider 
what  to  me  appears  to  be  a  question  of  considerable  interest;  namdjf 
why  is  it  that  tax  delinquency  appears  to  be  almost  exclusively  a  phe- 
nomenon of  the  property  tax?  The  United  States  government  generaDj 
collects  promptly  its  customs  tariff,  its  internal  revenue  taxes  on  tobaceo 
and  other  commodities  and  activities,  and  its  income  tax.  The  states 
collect  their  corporation  taxes,  their  income  taxes,  and  their  motor 
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licenses  and  gasoline  taxes.  State  and  federal  governments  are  success- 
ful in  the  collection  of  estate  and  inheritance  taxes.  Why  is  it  that,  in 
the  whole  American  system  of  taxation,  it  is  the  property  tax  Idone 
that  presents  a  serious  problem  of  collection?  The  answer  lies,  I  think, 
partly  in  the  inherent  nature  of  the  property  tax,  partly  in  collection 
proc^ure  and  administration.  The  second  part  of  the  answer  will  de- 
velop in  connection  with  our  investigation  of  the  basic  causes  of  tax  de- 
linquency. The  first  may  merit  some  brief  notice  at  this  point. 

Indirect  taxes,  such  as  the  customs  and  excise  taxes,  are  regularly 
counted  as  part  of  the  cost  of  business  of  those  who  are  called  upon  to 
pay  them,  and  they  are  regularly  reimbursed  in  the  prices  paid  for  the 
taxed  articles.  The  special  corporation  taxes  and  other  business  taxes 
generally  bear  some  relation  to  business  income  and  find  the  taxpayer 
usually  in  possession  of  money  with  which  to  pay.  Turning  to  the  direct 
taxes,  levy  of  an  income  tax  generally  presupposes  a  net  income  from 
which  the  tax  may  be  paid.  Death  taxes,  in  spite  of  the  convenient  fiction 
that  they  are  an  excise  upon  the  right  of  transfer,  are  in  actuality  a 
sharing  by  government  in  the  transferred  estate,  and  the  demand  for 
their  payment  is  presented  to  an  administrator  with  funds  in  his  pos- 
session, the  disposition  of  a  part  of  which  in  payment  of  inheritance 
taxes  is  the  normal  thing. 

The  property  tax,  though  a  direct  tax  levied  upon  capital  value,  is 
intended,  not  to  deprive  the  taxpayer  of  a  part  of  his  capital  funds,  but 
to  be  paid  out  of  income.  But  the  tax  is  levied  obviously  without  refer- 
ence to  current  income;  though  the  capital  value  is  there,  present  in- 
come may  be  lacking.  And  sale  of  the  taxed  property  to  meet  the  taxes 
is  not  in  the  normal  scheme  of  things — is  indeed  an  indication  of  eco- 
nomic breakdown.  It  may  thus  occur  that  a  property  tax,  legally  levied, 
finds  the  taxpayer  without  money  to  pay  or  so  short  of  cash  that  he 
feels  forced  to  put  other  obligations  ahead  of  taxes.  So  he  postpones 
payment,  and  delinquency  results,  as  does  not  ordinarily  occur  in  con- 
nection with  other  forms  of  taxation. 

No  one  can  go  far  in  the  search  for  the  causes  of  property  tax  de- 
linquency without  reaching  the  conviction  that  the  chief  cause,  of  short- 
term  delinquency  at  least,  is  to  be  found  in  the  methods  that  are  ordi- 
narily employed  in  collection.  It  becomes  at  once  evident  that  collection 
procedure,  as  it  has  developed  in  most  of  our  states,  appears  in  many 
ways  to  invite  laxity  in  the  payment  of  the  property  tax.  Grenerally 
an  extended  period  is  allowed  between  the  date  of  assessment  and  the 
time  when  taxes  are  due — frequently  as  long  as  a  year  or  even  longer. 
On  top  of  this  a  further  period,  frequently  extending  over  several 
months,  elapses  before  any  penalty  for  delayed  payment  is  imposed.  In 
this  long  interval  before  effective  measures  are  invoked  to  enforce  pay- 
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menty  people  move  away,  property  changes  hands,  values  shrink  or 
disappear. 

The  time  of  payment  is  frequently  set  with  no  regard  either  to  the 
convenience  of  the  taxpayer  or  the  needs  of  the  government.  Many 
jurisdictions  display  their  lack  of  businesslike  method  by  failure  to 
send  bills  to  the  taxpayers,  thus  making  it  difficult  for  them  to  ascer- 
tain their  tax  liability  and  to  pay  promptly  even  though  they  may  de- 
sire to  do  so.  Penalties  for  delay  in  paying  taxes  are  generally  applied 
only  after  a  long  interval.  During  the  first  few  months  of  ddinquencj 
they  are  often  too  trifling  to  have  much  effect.  Later  they  become  more 
severe  and  are  increased  by  accumulated  interest  charges  and  other 
costs,  so  that  the  total  becomes  often  a  crushing  burden  on  the  property. 
Weak  as  collecting  procedure  generally  is,  most  states  experience  diffi- 
culty in  getting  the  law  enforced  with  diligence.  In  most  local  jurisdic- 
tions the  collection  of  taxes  is  performed  by  a  person  who  holds  his 
office  by  popular  election.  No  one  likes  to  pay  taxes ;  the  collector  knowi 
that  his  is  an  unpopular  function.  He  is  constantly  importuned  to  grant 
special  favors  in  the  form  of  extension  of  time  for  paying  taxes,  remif- 
sion  of  penalties,  or  withholding  of  the  taxpayer's  name  from  the  ad- 
vertised list.  Having  his  mind  on  the  coming  election,  the  collector  is 
under  constant  temptation  to  proceed  leniently  in  collection  and  has  ob- 
vious difficulty  in  resisting  pleas  for  special  favors.  Influences  of  tk 
same  sort  operate  upon  the  other  political  officers  concerned  with  tax 
collection.  Sheriffs  and  county  and  city  attorneys  often  fail  to  institute 
foreclosure  proceedings  on  time  or  do  not  prosecute  them  with  vigor. 

If  it  is  the  weaknesses  of  local  government  that  produce  laxity  in  the 
administration  of  the  laws  relating  to  tax  collection,  the  blame  is  not 
all  here.  Even  the  lawmakers  of  the  state  are  unable  to  resist  the  forces 
that  tend  to  weaken  tax  collection  procedure.  In  numerous  states  tk 

^  legislatures  have  recently  passed  laws  extending  the  time  of  payment, 

I  reducing  or  waiving  penalties  already  accrued  for  delinquency,  or  post- 

I  poning  the  date  of  sale. 

!  Altogether  the  taxpayer  is  given  an  impression  of  laxity  and  un- 

businesslike method  on  the  part  of  government  which  invites  correspond- 
ing laxity  on  his  own  part.  He  sees  a  legal  procedure  which  on  its  ftee 
is  poorly  devised  to  secure  prompt  and  certain  collection  of  taxes.  He 
j|~  finds  that  the  officials  are  prone  to  disregard  the  law.  Still  worse,  he  tf 

,  H.  led  to  hope  that  the  legislature,  which  has  heretofore  relaxed  the  pro- 

1  if'  visions  of  the  tax  law,  may  do  so  again.  Such  weakening  of  the  law  is 

most  demoralizing.  It  is  grossly  imfair  to  those  taxpayers  who  have  paid 
according  to  the  letter  of  the  law  or  who,  having  delayed,  have  paid  the 
full  penalty  and  who  now  see  favors  granted  to  those  taxpayers  who 
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have  been  the  most  dilatory.  Evidence  shows  that  the  taxpayers  have 
frequently  taken  such  legislation  as  a  direct  invitation  to  go  slow  in 
paying  future  taxes  in  the  hope  of  further  legislative  relief. 

Here  is,  I  think,  evidence  enough  to  show  that  it  is  faulty  collection 
procedure  and  administration  and  a  false  attitude  on  the  part  of  gov- 
ernment itself  that  is  chiefly  responsible  for  at  least  short-term  delin- 
quency. There  is  every  reason  to  believe  that  if  the  legal  procedure  were 
carefully  devised  with  the  purpose  of  requiring  prompt  payment  with 
adequate  penalties  for  delay,  if  collection  were  in  the  hands  of  compe- 
tent officials  free  from  local  political  influence,  and  if  the  legislature,  in- 
stead of  betraying  the  efficient  and  energetic  collector  by  progressively 
weakening  the  law,  should  maintain  the  law  and  make  amendments  only 
for  the  purpose  of  strengthening  it,  most  counties  and  cities  and  towns 
could  collect  practically  all  their  taxes  on  time,  the  overwhelming  ma- 
jority of  taxpayers  would  be  free  of  liability  for  back  taxes,  and  ordi- 
nary short-term  delinquency  would  in  normal  times  practically  cease  to 
exist.  Numerous  cities  and  counties  could  be  cited  which,  even  without 
all  these  favorable  conditions,  are  today  collecting  their  taxes  with  a 
high  degree  of  success.  They  succeed  by  means  of  sound  collection  pro- 
cedure administered  by  intelligent,  energetic,  and  courageous  officials. 

Remedying  the  defects  of  collection  procedure  and  administration 
would  do  more  than  solve  the  problem  of  short-term  delinquency.  It 
would  go  a  long  way  toward  removing  the  causes  of  long-term  delin- 
quency also.  All  delinquency  originates,  of  course,  in  short-term  delin- 
quency. Easy  going  collection  methods  invite  the  taxpayer  to  postpone 
payments  which  he  might  have  made.  As  he  falls  farther  behind,  he  finds 
it  constantly  harder  to  catch  up.  The  officials  are  generally  even  more 
derelict  in  collecting  back  taxes  than  in  enforcing  current  payments. 
Sometimes  the  law  is  indefinite  as  to  foreclosure  procedure  or  as  to  the 
disposition  of  property  acquired  through  foreclosure,  thus  encouraging 
the  officials  to  avoid  embarrassment  by  postponing  positive  action.  So 
the  less  careful  taxpayers  are  gradually  led  into  a  position  of  long-term 
delinquency  from  which  they  may  not  be  able  to  extricate  themselves. 
Long-term  delinquency  arising  thus  might  have  been  largely  avoided  by 
effective  collection  from  the  start. 

There  would  still  remain,  however,  a  certain  amount  of  long-term 
delinquency,  due  to  causes  quite  apart  from  collection.  The  chief  of  these 
IB  faulty  assessment  of  the  property  tax.  Meeting  one's  tax  obligation 
when  the  taxable  value  is  there  and  the  tax  burden  is  justly  distributed 
by  means  of  a  true  assessment  is  one  thing.  It  is  something  different 
w^ien  the  taxpayer  finds  his  property  assessed  at  more  than  its  value 
or  (what  amounts  to  the  same  thing)  when,  in  connection  with  prevail- 
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ing  undervaluation,  his  property  is  assessed  above  the  average  ratio  to 
true  value.  The  owner  who  might  meet  a  just  tax  may  be  brought  to 
ruin  by  an  excessive  tax  resulting  from  unfair  assessment. 

Perhaps  less  definitely  unjust,  but  no  less  disastrous  economicallj, 
is  the  situation  in  which  a  whole  class  of  property  is  assessed  abcnre  iti 
true  value.  This  occurs  frequently  when  assessment  fails  to  take  accoani 
of  a  drastic  decline  in  values,  whether  resulting  from  general  causes,  si 
in  time  of  economic  depression,  or  from  causes  peculiar  to  the  localit; 
A  striking  example  of  the  latter  case  has  been  visible  for  a  good  man] 
recent  years  in  the  cut-over  areas  of  the  Lake  states,  and  is  well  reported 
by  the  National  Tax  Association  Committee  on  Tax  Delinquency  as  fol- 
lows: 

After  the  timber  was  cut  from  this  land  it  was  dther  hdd  by  the  Inmber  eompanies 
or  sold  to  land  companies  for  subsequent  affricultoral  devdopment.  The  owners  cat 
tinued  to  pay  taxes  on  it  in  the  confident  bdlef  that  it  would  later  be  sold  to  fannen 
at  a  profit.  Since  the  World  War  it  has  become  recogniaed  that  most  of  this  land  is 
submarginal  for  agriculture  under  prevailing  conditions,  is  not  needed  for  agriea!- 
ture,  and  has  practically  no  marketaoillty.  Yet  it  continues  to  be  assessed  as  poiestiil 
agricultural  land  and  far  in  excess  of  Its  actual  market  value. 

The  overassessment  appears  to  persist  because  of  several  reasons — ^the  fact  that  noA 
of  the  cut-over  land  is  neld  by  absentee  owners  who  find  it  inconvenient  and  costly  to 
appear  in  protest,  the  fact  that  all  cut-over  land  is  overassessed  and  hence  that  tfaere 
is  no  willful  discrimination  as  between  individuals,  and  the  fact  that  the  goveniitf 
bodies  are  rductant  to  reduce  the  assessment  on  cut-over  land  because  it  occupies  saa 
a  large  place  in  the  tax  base.  They  recognise  that  even  a  moderate  reduction  in  tbe 
assessment  of  cut-over  land  would  involve  an  appreciable  Increase  in  tax  rate  ind 
hence  an  increased  burden  on  the  few  scattered  and  not  too  prosperous  farms,  tbef 
are  frankly  trying  to  protect  and  preserve  such  settlement  as  exists." 

Overassessment  due  to  similar  cause  is  often  witnessed  in  the  wait 
of  an  unsuccessful  real  estate  development  or  after  the  collapse  of  t 
general  land  boom.  Thus  thousands  of  lots  purchased  at  fabulous  pricei 
in  Florida  subdivisions  have  since  lost  most  of  their  value.  The  taies, 
when  considered  in  the  light  of  actual  present  values,  are  so  high  that 
I  few  owners  see  any  hope  of  ever  coming  out  even.   Wholesale  ddia- 

quency  has  thus  resulted  over  large  areas. 

Of  course  assessment  above  true  value  is  illegal.  So  is  assessment  be- 
low true  value,  with  the  resulting  injustice  on  account  of  inequality  is 
the  assessment  ratio.  But  that  such  illegal  assessment  is  the  nonssl 
situation  in  many  taxing  districts  throughout  the  United  States  is  lo 
well  known  as  to  be  generally  taken  as  a  matter  of  course.  It  is  time  n 
recognized  that  incorrect  assessment,  contrary  to  law,  is  one  of  the 
V  basic  causes  of  tax  delinquency— delinquency  moreover  of  a  peculiarlj 

indefensible  sort,  since  it  frequently  leads  to  confiscation  of  the  prop- 
\^  erty  of  the  citizens  through  sale  or  foreclosure  of  tax  liens. 

The  sheer  burden  of  taxation,  resulting  from  the  heavy  and  increti- 

*  As  reported  by  the  National  Tax  Association  Committee  on  Tax  Ddinqueneyi  fls 
the  basis  of  studies  made  by  the  United  States  Forest  Taxation  Inquiry. 
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ing  cost  of  state  and  local  government,  and  quite  apart  from  inequities 
in  assessment,  is  without  doubt  an  important  cause  of  long-term  delin- 
quency. As  is  well  known,  there  has  been  a  steady  growth  in  the  burden 
of  American  taxation  for  a  generation  and  more.  The  total  of  all  taxes 
in  the  United  States  absorbed  7.2  per  cent  of  the  total  income  of  the 
people  in  1890;  in  1980  it  took  14.4  per  cent,  exactly  twice  as  large  a 
share  of  the  national  income.  Today  of  course  this  ratio  is  much  higher, 
perhaps  as  much  as  25  or  80  per  cent.  Figures  prepared  by  the  United 
States  Bureau  of  Agricultural  Economics  and  presented  in  the  report 
of  the  National  Tax  Association  Committee,  to  which  reference  has  been 
made,  show  that,  whereas  the  index  of  the  average  value  per  acre  of  ten 
leading  crops  had  declined  from  100  in  1918  to  81  in  1980,  the  index 
of  farm  real  estate  taxes  per  acre  had  increased  from  100  in  1918  to 
▼arious  heights  from  240  to  262  according  to  the  geographical  region. 
In  other  fields  of  industry  the  tax  burden  has  been  similarly  growing. 
While  statistical  data  are  not  available  to  show  the  correlation,  it  is 
obvious  that,  with  such  steady  increase  in  tax  burdens,  the  number  of 
taxpayers  who  finally  give  up  the  struggle  to  keep  out  of  delinquency 
must  be  increased.  Tliis  situation  is  frequently  concentrated  in  particu- 
lar localities,  where  the  local  governments  have  undertaken  public  serv- 
ices on  a  lavish  scale  beyond  the  ability  of  the  local  property  to  sup- 
port. Large  areas  of  land  have  thus  occasionally  been  driven  into  de- 
linquency, frequently  in  connection  with  a  collapse  of  speculative 
values.    . 

An  important  cause  of  the  existence  at  any  time  of  so  great  a  volume 
of  long-term  delinquency  is  the  ineffectiveness  of  the  existing  means  of 
disposing  of  the  tax  levying  government's  claim  against  property  that 
has  fallen  into  the  delinquent  class.  In  general  the  theory  of  the  law, 
as  it  everywhere  exists,  is  clear  enough,  giving  to  the  state  or  county 
or  town  the  right  to  sell  the  property,  or  a  part  of  it  or  a  lien  upon 
it,  or  itself  to  take  the  property  in  satisfaction  of  the  claim  for  unpaid 
taxes.  On  the  other  hand,  the  practical  technicalities,  legal  and  eco- 
nomic, approach  the  infinite.  There  is  not  opportunity  here  to  discuss 
this  troublesome  phase  of  the  delinquency  problem.  Suffice  it  to  point 
ont  that,  under  existing  law  and  practice,  the  greatest  difficulties  stand 
in  the  way  of  a  final  settlement  of  tax  claims  in  the  manner  laid  down. 
The  courts,  quite  properly  no  doubt,  are  inclined  to  protect  to  the  limit 
the  taxpayer  against  loss  of  his  property.  The  procedure  is  compli- 
cated, time-consuming,  and  costly.  Tax  liens  and  titles  obtained  through 
tax  sales  are  very  apt  to  be  open  to  question.  In  many  localities  where 
tax  delinquency  is  prevalent  the  situation  is  chaotic.  Large  areas  are 
held  by  their  owners  under  a  cloud  of  unpaid  taxes.  Tax  liens  are  held, 
either  by  private  speculators  or  by  the  county  or  state.  Large  areas 
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are  actually  forfeited  to  the  government,  which  is  unaUe  to  dispose  of 
them  with  a  clear  title  to  new  owners. 

In  the  meantime  the  public  revenues  suffer.  Some  revenue  may  be  re- 
ceived from  the  sale  of  tax  liens,  but,  unless  the  lands  can  be  put  into 
the  hands  of  those  who  will  use  them  productivdy,  this  is  but  a  tempo- 
rary help.  Lands  that  have  definitely  gone  delinquent  pay  no  taxes. 
New  owners  are  hard  to  find,  because  of  the  character  of  the  titles,  or 
because  the  excessive  tax  burden  which  originally  forced  the  lands  into 
delinquency  may  stiU  operate  as  a  warning  to  purchasers  who  would 
look  forward  to  taking  title,  as  contrasted  with  the  mere  speculators  in 
tax  liens.  The  greater  the  volume  of  delinquency,  the  heavier  is  the 
burden  required  to  meet  governmental  expenses,  on  those  lands  that  arc 
still  paying  taxes,  and  the  heavier  is  the  pressure  to  drive  more  luidi 
into  delinquency.  A  community  in  this  state  is  on  the  path  to  breakdown 
of  its  governmental  finances. 

From  the  side  of  the  property  owner,  the  prospect  is  no  less  distrest- 
ing.  Heavy  costs  of  government,  beyond  what  the  community  can  af- 
ford, inequitable  and  illegal  assessment,  slipshod  methods  of  collectiog 
taxes — these  are  the  forces  which,  singly  or  in  combination,  are  leading, 
under  guise  of  law,  to  the  confiscation  of  private  property  on  a  large 
scale  through  tax  delinquency.  There  is  no  valid  defense  availaUe  to 
any  government  to  justify  such  destruction  of  property  rights. 

In  suggesting  remedies  for  the  present  unhappy  state  of  tax  ddin- 
quency,  I  am  necessarily  limited  to  only  the  barest  outline.  It  may  be 
taken  for  granted,  I  presume,  that  so  far  as  the  evils  of  tax  ddinqnencj 
^  are  the  result  of  wasteful  and  extravagant  governmental  expenditures  or 
/:  expenditures  beyond  the  means  of  the  community,  the  remedy  is  obvious. 

\^'J.  We  have  here  simply  another  argument  to  add  to  the  case  in  favor  of 
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efficient  and  economical  government.  So  far  as  tax  delinquency  is  due 
I  to  imperfect  assessment  of  the  property  tax,  the  remedy  again  is  ob- 

vious, and  we  are  adding  to  the  argument,  already  supported  by  other 
weighty  considerations,  in  favor  of  sound  assessment. 

More  particularly,  if  the  evils  of  tax  delinquency  are  to  be  rdiefed, 
there  must  be  reform  of  the  prevailing  methods  of  tax  collection.  Msy 
I  merely  indicate  some  of  the  essentials  of  what  I  should  consider  sound 
collection  procedure. 

The  various  steps  in  the  process  of  levy  and  collection,  from  the  u- 
sessment  to  the  final  sale  of  delinquent  property,  should  be  clear,  defi- 
nite, regular,  and  as  undeviating  and  as  swift  as  possible.  It  would  seem 
that  ordinarily  the  public  budget  should  be  adopted  and  the  tax  rate 
fixed  within  one  month  of  the  completion  of  the  assessment.  Bills  shooM 
J:  '  be  sent  to  every  taxpayer  just  as  soon  as  they  can  be  prepared;  thii 

u;  should  seldom  require  as  much  as  a  month.  A  date  should  be  set,  not 
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more  than  a  month  after  the  time  when  the  last  tax  bill  would  ordi- 
narily have  been  sent  out,  at  which  the  tax  would  be  due  (or  the  first 
installment,  when  payment  in  installments  is  permitted).  Taxes  not  paid 
on  that  date  should  be  immediately  delinquent,  and  a  moderate  penalty 
added.  In  addition  interest  at  a  fairly  heavy  rate  should  be  charged  from 
the  date  when  taxes  were  due.  Matters  should  be  allowed  to  ride  thus  for^ 
a  reasonable  time,  not  more  than  a  year.  Within  the  year  steps  should 
be  commenced  leading  to  foreclosure,  which  should  be  carried  through 
just  as  speedily  as  regard  for  the  rights  of  all  parties  interested  would 
permit.  The  procedure  should  be  the  same  as  for  an  ordinary  mortgage  "^ 
foreclosure  sale,  and  the  property  itself  (or  in  some  cases  a  part  of  it), 
not  a  tax  certificate  or  lien,  should  be  sold.  Thereafter  a  period,  ordi- 
narily not  exceeding  six  months,  should  be  allowed,  within  which  the 
owner  or  any  party  at  interest  might  redeem  the  property,  by  paying 
all  taxes  and  other  charges  that  had  accumulated,  or  might  commence 
suit  to  set  aside  the  sale  on  account  of  error.  In  case  no  such  action 
were  taken,  the  purchaser  should  be  given  absolute  title.  If  at  the  fore- 
closure sale  no  purchaser  bids  an  amount  as  great  as  the  total  of  taxes, 
penalties,  interest,  and  other  charges  standing  against  the  property,  the  ^~ 
government  (state,  county,  or  town,  according  to  the  circumstances) 
should  acquire  the  property  through  the  same  procedure  as  in  case  of 
purchase  by  a  private  person.  In  all  this  procedure  there  should  ordi- 
narily be  no  deviation,  and  especially  no  extensions. 

Although  the  undeviating  nature  of  this  suggested  procedure  is  one 
of  its  chief  virtues,  there  is  room  at  one  point  for  some  relaxation  in  the 
interest  of  the  taxpayer  who,  though  apparently  solvent,  finds  diffi- 
culty in  meeting  his  taxes  on  account  of  lack  of  present  cash.  To  such 
a  one  there  might  well  be  given  the  option  of  postponing  payment  for  a 
short  period,  not  exceeding  five  years.  This  option  should  be  conditioned  ^ 
on  the  taxpayer  paying  at  the  regular  time  some  definite  part  of  his 
tax,  such  as  10  or  20  per  cent,  and  also  paying  in  advance  interest  on 
the  deferred  balance  at  a  rate  slightly  above  the  market  rate  of  interest. 
Por  this  idea  I  am  indebted  to  a  suggestion  offered  by  Professor  Simp- 
son.* The  plan  would  deal  fairly  with  those  who  intend  in  good  faith 
to  pay  their  taxes,  while  from  the  viewpoint  of  public  finance  it  would 
be  vastly  superior  to  the  accumulation  of  delinquent  taxes,  which  is  today 
the  ordinary  alternative. 

I  recognize  that  this  brief  sketch  leaves  much  that  might  well  call 
for  explanation  and  defense.  I  know  that  there  are  those  who  would  pre- 
fer a  different  procedure — at  least  at  certain  stages.  I  admit  freely  that 
this  procedure  may  appear  to  some  unduly  swift  and  summary  and 

'Herbert  D.  Simpson,  **Tax  Delinquency,  Economic  Aspects,"  Illinois  Lcno  Bsview, 
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lacking  in  that  leniency  and  elasticity  which  due  regard  for  the  interests 
of  unfortunate  taxpayers  might  require.  I  am  convinced,  however,  that 
uncertainty,  delay,  and  leniency  do  not  in  the  long  run  serve  the  interest 
of  the  taxpayer.  All  our  experience  is  evidence  as  to  this.  I  believe  that 
the  cause  of  good  government  and  the  welfare  of  the  whole  group  of 
taxpayers  may  best  be  served  by  providing  a  swift,  sure,  and  depend- 
able procedure  in  place  of  the  maze  of  tradition,  historic  safeguards, 
legal  technicalities,  and  administrative  weaknesses  that  now  confuse  and 
delay  tax  collections. 

As  to  differences  of  opinion  which  may  exist,  my  hope  is  that  the  posi- 
tive statement  of  the  program  which  I  am  proposing  may  serve  to  brinf 
out  opposing  plans,  to  arouse  discussion,  and  so  to  lead  finally  to  a  soond 
consensus  of  opinion  as  to  the  best  way  to  deal  with  this  most  trouble 
some  problem  of  tax  delinquency. 


THE  PROBLEM  OF  EXPANDING  GOVERNMENTAL 
ACTIVITIES 

By  Heubeut  D.  Simpson 
Northwestern  Unherrity 

In  assuming  to  discuss  such  a  stupendous  subject  as  the  whole  prob- 
lem of  expanding  governmental  activities,  I  shall  attempt,  within  the 
icoi>e  of  this  paper,  to  do  only  three  things.  I  should  like,  in  the  first 
place,  to  propose  a  background  or  perspective  in  which  to  set  the  prob- 
lem; in  the  second  place,  to  enumerate  some  of  the  specific  problems 
nrhich  the  present  movement  is  precipitating;  and  in  the  third  place,  to 
concentrate  my  remaining  discussion  upon  the  one  problem  which  ap- 
pears to  be  the  most  significant  from  the  standpoint  of  public  finance  and 
taxation. 

Peespectivx 

The  first  prerequisite,  it  seems  to  me,  for  any  sound  interpretation  of 
the  changing  sphere  of  government  activity  is  not  facts,  data,  or  statis- 
tics, but  perspective.  I  say  this  partly  because  it  appears  to  be  the  one 
Ihing  lacking  in  most  of  the  discussion  of  the  subject.  In  all  the  discus- 
4sion  of  the  changing  sphere  of  governmental  activity  by  business  men, 
statesmen,  and  economists  for  decades  past,  the  traditional  picture  has 
leen  that  of  increasing  governmental  activity  against  the  background  of 
a  supposed  preceding  period  of  laissez  faire,  in  which  governmental  ac- 
tivity was  at  a  minimum.  In  most  of  our  economic  texts  the  student  is 
told  of  a  period  in  which  governmental  activity  was  limited  to  national 
<lefense,  the  protection  of  life  and  property  and  a  few  essential  func- 
tions, and  in  which  individual  freedom  characterized  the  economic  sys- 
tem. 

In  contrast  with  this  period  of  supposed  individual  freedom,  he  is 
told  that  we  have  for  some  time  been  in  a  period  of  increasing  govern- 
jnental  control  and  activity.  Economists  have  often  been  put  on  the  de- 
fensive in  efforts  to  explain  or  justify  this  expansion  of  the  governmen- 
tal sphere.  And  yet  with  all  the  theory  and  philosophy  that  have  been 
brought  to  bear  upon  recent  trends  and  developments,  economists  have 
never  purported  to  disturb  the  popular  picture  of  the  preceding  century 
as  a  golden  age  of  individual  freedom,  when  governmental  control  over 
economic  affairs  was  actually  at  a  minimum;  and  one  of  the  strangest 
bodies  of  economic  literature  is  that  which  has  to  do  with  *Hhe  passing 
of  laissez  faire."  So  far  as  this  refers  merely  to  the  passing  of  a  theory, 
no  one  will  question  it;  but  so  far  as  it  refers  to  the  passing  of  a  sys- 
tem, supposed  to  have  actually  existed,  it  has  led  to  a  great  deal  of  con- 
fusion in  the  popular  mind,  if  not  in  the  minds  of  economic  writers  them- 
•dves. 
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For  judged  by  any  sound  historical  criteria,  I  know  of  no  evidence 
that  any  such  period  ever  existed  either  in  Europe  or  this  country— ex 
cept  in  the  realm  of  theory.  And  while  there  is  no  statistical  or  othe 
technique  for  measuring  quantitatively  the  aggregate  amount  of  govern 
mental  interference,  on  the  one  hand,  or  of  individual  freedom,  on  tb 
other,  nevertheless,  measured  by  any  rational  norm,  it  may  be  double 
whether — down  to  the  advent  of  the  present  national  administratioit- 
the  total  sphere  of  governmental  control  and  activity  had  expanded  a 
all  in  the  past  hundred  years.  The  nature  and  objects  of  govemmentj 
activity  had  changed  greatly ;  the  amount  of  governmental  interferoic 
with  reference  to  particular  fields  and  particular  groups  had  likewia 
changed  greatly;  but  if  we  are  speaking  with  reference  to  the  ▼hd 
population  and  the  whole  field  of  economic  life,  it  is  extremely  doubtfn 
whether  the  aggregate  amount  of  governmental  activity  had  increased  i 
particle. 

In  the  United  States  of  a  hundred  years  ago — the  acme  of  this  golds 
age  of  liberty  and  unrestricted  individualism — upwards  of  one-tenth  oi 
the  entire  population  of  the  country  was  in  slavery,  a  slavery  estab 
lished  and  maintained  by  both  state  and  federal  governments.  In  bod 
England  and  America  half  of  the  adult  population,  namely,  women,  were 
restricted  by  governmental  authority  to  the  barest  Tninimnm  of  eco- 
nomic and  political  rights.  In  both  countries  the  laboring  population  wii 
subjected  to  severe  restrictions  through  rigid  laws  of  apprenticeship  and 
indenture,  through  laws  prohibiting  labor  organizations,  and  throng 
severe  application  of  the  law  of  conspiracy  to  almost  any  form  of  agita- 
tion or  activity  on  the  part  of  millions  of  the  laboring  population,  in  ef- 
forts to  improve  their  situation.  The  general  practice  of  imprisonmoi 
for  debt  was  a  further  powerful  means  of  keeping  the  laboring  and  poorer 
classes  in  subjection  to  the  employing  and  capitalistic  classes — and  al 
this  through  the  direct  exercise  of  governmental  authority. 
^\.[  I  am  aware  that  in  bringing  slavery,  the  economic  position  of  wom 

; !  and  certain  other  fields  into  our  appraisal  of  the  area  of  govemmeDtal 

■  ■<  authority,  I  am  likely  to  be  ruled  "out  of  bounds,"  so  to  speak,  of  tk 

usual  scope  of  discussion  of  this  subject.  Bui;  after  all  it  is  only  by  goial 
out  of  bounds  of  the  traditional  picture  that  we  will  get  any  compWc 
appraisal  of  the  relative  areas  of  governmental  interference  and  indi- 
l  vidual  liberty  throughout  this  period. 

And  if  we  pass  from  these  areas  of  governmental  restriction  to  areas 
of  more  direct  governmental  activity,  we  find  in  England  a  large  &U 
of  state  enterprise  in  the  form  of  the  established  church,  supported  ij 
compulsory  taxation  of  Baptists,  Methodists,  and  Presbyterians,  dova 
to  the  Church  Rate  Abolition  Act  of  1868.  In  economic  fields  we  fiadtk 
English  government,  throughout  the  first  part  of  this  period,  maintair 
ing  elaborate  systems  of  tariffs  and  embargoes  on  foreign  trade;  ui 
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hroughout  the  later  part  of  the  period  throwing  the  whole  machinery 
•f  government,  financial,  diplomatic,  and  military,  into  ^paternalistic" 
upport  of  various  fields,  particularly  of  foreign  trade.  Vast  colonization 
chemes  for  the  purpose  of  commercial  exploitation  were  subsidized  by 
he  British  government.  Huge  trading  corporations  were  formed  and 
ndowed  with  semigovemmental  authority  to  exploit  the  resources  and 
rade  of  vast  areas  in  Canada,  Africa,  and  the  Orient.  The  maintenance 
>f  these  economic  enterprises  involved  the  support  not  only  of  the  diplo- 
natic  resources  but  also  of  the  armed  forces  of  the  Empire,  and  resulted 
a  almost  constant  warfare  either  against  native  governments  or  rival 
European  governments  in  Egypt,  the  Sudan,  South  Africa,  India,  China, 
ind  other  quarters  of  the  globe. 

In  the  United  States,  this  period  of  a  supposed  '^minimum  sphere"  of 
j^vemmental  activity  was  characterized  by  the  wholesale  participation 
>f  national,  state,  and  local  governments  in  the  promotion,  financing,  and 
M>nstruction  of  railroads,  canals,  and  other  huge  economic  enterprises 
— a  participation  so  widespread  and  extravagant  that  it  resulted  in 
bankrupting  many  of  the  states  and  thousands  of  municipalities  and  lo- 
tml  governments,  and  was  a  major  factor  in  precipitating  the  crisis  of 
1887  and  the  periods  of  ^^hard  times"  that  followed.  Sixty-eight  cities 
in  Illinois  alone  went  bankrupt  on  this  ^^minimum"  of  governmental 
activity. 

In  addition  to  these  larger  areas  of  governmental  activity,  there  was 
throughout  varying  portions  of  this  period  a  vast  amount  of  miscel- 
laneous and  detailed  regulation — *Toor  Laws"  in  England,  **Blue  Laws" 
in  New  England,  prohibitions  and  repressions  with  which  every  histo- 
rian and  economist  is  perfectly  familiar. 

With  this  rou|^  and  somewhat  impressionistic  sketch  of  what  was  ac- 
tuaUy  embraced  in  the  supposed  '^minimum  sphere"  of  governmental  ac- 
tivity, a  picture  of  modem  governmental  activity  does  indeed  afford  some 
•harp  contrasts.  We  have  had  a  large  field  of  railroad  and  public  utility 
icgolation,  a  considerable  body  of  banking  and  general  business  regula- 
tion— although  actually  not  nearly  so  large  or  effective  as  it  is  common- 
ly represented — some  subsidizing  policies,  an  enormous  development  of 
public  education,  and  a  considerable  development  of  public  health  and 
^general  welfare"  activities. 

These  are  sharp  contrasts,  but  they  are  contrasts  of  character  and 
porpose,  not  of  amount.  Many  of  them  represent  the  same  fields  of  activ- 
ity as  formerly,  but  the  type  of  activity  in  these  fields  has  changed.  Rail- 
roads and  public  utilities  are  regulated;  in  the  preceding  century  they 
were  extravagantly  subsidized.  Now,  regulation  may  be  more  distasteful 
than  subsidy,  but  the  one  does  not  necessarily  represent  any  larger  de- 
gree of  governmental  activity  than  the  other.  Indeed,  there  can  scarcely 
be  qocstian  that,  measured  in  total,  governmental  activity  on  the  ^""^ 
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of  national,  state,  and  local  governments  was  a  larger  factor  in  the  nil- 
road  industry  of  fifty  to  a  hundred  years  ago  than  it  is  today. 

Even  in  the  field  of  agriculture,  all  of  our  governmental  efforti— 
speaking  again  of  developments  down  to  the  advent  of  the  present  nt- 
tional  administration — ^have  been  trifling  in  comparison  with  the  scope 
played  by  the  Homestead  Act  and  other  public  land  policies,  the  rulroad 
and  canal  building,  and  the  immigratioji  and  colonization  schemes  in  the 
government's  agricultural  policy  of  seventy-five  years  ago. 

In  the  field  of  industry,  regulations  in  the  interest  of  labor  have  re- 
placed a  body  of  rigid  regulation  in  the  interest  of  employers.  FuUk 
education,  in  some  degree,  has  replaced  public  '^operation'^  of  an  elabo- 
rate system  of  state  religion  in  European  countries.  And  it  may  be 
doubted  whether  even  the  playgrounds,  municipal  bathing  beaches,  and 
other  so-called  public  welfare  agencies  of  today  constitute  any  heafier 
drain  proportionately  upon  a  nation's  wealth  than  did  the  extennve 
domains  and  hunting  preserves,  the  gardens,  castles,  and  palaces  lot- 
merly  maintained  for  the  '^welfare"  of  a  top  heavy  nobility  and  aris- 
tocracy. 

The  large  areas  from  which  government  has  definitely  withdrawn  we 
need  scarcely  enumerate — slavery,  restrictions  upon  the  economic  statm 
of  women,  prohibitions  upon  collective  activities  of  workingmen,  im- 
prisonment for  debt,  the  endowment  of  large  trading  companies  with 
quasi-governmental  authority,  and  so  forth. 

When  we  compare  the  broad  outlines  of  the  two  pictures — ^that  of  t 
century  ago  and  that  of  today — it  is  apparent  that  there  is  at  Icail 
serious  question  whether  the  total  area  of  governmental  activity  hii 
really  "expanded"  at  all. 

Sometime  perhaps  the  Econometric  Society  or  someone  else  will  work 
out  an  "index"  of  the  relative  magnitudes  of  governmental  and  indi^ 
ual  activity.  If  so,  one  further  problem  they  will  have  to  confront  wil 
be  the  adjustment  of  such  an  index  to  changes  in  the  total  area  of  ho- 
man  activity.  President  Nicholas  Murray  Butler  has  observed  that  ig- 
norance is  more  excusable  now  than  formerly,  because  there  are  so  manj 
more  things  to  be  ignorant  of.  In  the  same  way,  it  is  possible  that  gov- 
ernment may  actually  be  directing  a  greater  number  of  activities  today 
and  yet  the  individual  stiU  have  as  large  a  proportionate  sphere  of  ac- 
tivity as  formerly — ^because  there  are  so  many  more  activities  for  both 
of  them  to  engage  in.  If  we  qualify  our  index  by  recognition  of  this  vait 
increase  in  the  aggregate  area  of  human  activity,  there  is  still  further 
question  whether  the  governmental  area  would  not  have  bulked  as  large 
on  any  complete  map  of  human  activities  under  the  laissez  faire  r^imeof 
a  century  ago  as  it  did  in  this  country  a  year  ago. 

Perhaps  I  should  say  that  in  discussing  this  earlier  period  under  tie 
term  ^-^— — ^-^re,  I  have  no  intention  of  attadiing  undue  emphasis  to 
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the  term  itself.  I  am  concerned  here  with  pointing  out  the  faUaciousness 
of  the  traditional  picture  of  this  past  period,  which  is  held  almost  uni- 
▼ersally  by  American  business  men,  which  they  have  derived  largely  from 
their  economic  courses  in  college  and  their  reading  of  economic  litera- 
ture, and  which  has  given  them  a  distorted  perspective  for  forming  judg- 
ments with  regard  to  present  developments.  I  am  aware,  of  course,  that 
the  term  laissez  faire  is  sometimes  used  by  economic  writers  chiefly  to 
emphasize  the  increased  freedom  of  a  century  ago,  compared  with  the 
mercantilistic  and  feudal  restrictions  of  a  preceding  period.  This  would 
be  an  accurate  use  of  the  term ;  but  laissez  faire  in  this  connotation  af- 
fords no  basis  for  the  invidious  comparisons  that  are  commonly  made 
between  the  past  century  and  the  present.  The  term  is  used  also  in  the 
sense  primarily  of  the  enterpreneural  freedom  which  did  characterize 
the  period ;  but  in  that  case,  the  traditional  picture  of  a  general  condi- 
tion of  individual  freedom  is  entirely  erroneous.  Or  the  term  may  pos- 
sibly be  employed  merely  to  designate  the  modem  regime  of  private  prop- 
erty, freedom  of  contract,  and  the  general  legal  framework  of  modem 
times.  But  in  that  sense  obviously  there  can  be  no  occasion  to  speak  of 
*Hhe  passing  of  laissez  faire,"  as  economists  have  been  doing  for  the  past 
quarter  of  a  century.  Therein,  it  seems  to  me,  economists  have  assumed 
mn  unnecessary  onus  and  have  allowed  themselves  and  their  viewpoints 
to  be  put  in  a  distinctly  weaker  position,  than  if  they  had  pointed  out 
that  what  has  been  going  on  is  not  necessarily  any  increase  in  govern- 
ment control  or  expansion  of  governmental  activity  but  changes  in  the 
character  and  purpose  of  both. 

How  THE  Laissez  Faiee  Myth  Aeose 

The  truth  is  that  the  tradition  of  a  mythical  period  of  individual  lib- 
erty arose  in  the  same  way  that  much  other  mythology  has  arisen.  The 
new  manufacturing  and  merchant  classes  that  arose  with  the  invention 
of  machinery  in  England  and  America  not  only  dominated  the  industrial 
life  of  that  time  but  impressed  their  viewpoint  upon  the  legislation,  poli- 
tiG8,.and  economic  theory  of  the  period.  They  secured  the  repeal  of  a 
large  body  of  feudal,  medieval,  and  mercantilistic  laws  and  regula- 
tions, leaving  themselves  almost  unrestricted  freedom  in  methods  of  pro- 
duction, in  the  determination  of  wages  and  conditions  of  labor,  in  the 
prices  and  character  of  their  products,  and  in  methods  of  competition. 
In  short,  they  secured  laissez  faire  for  themselves — ^but  at  the  expense 
of  pretty  much  everybody  else.  Nevertheless  they  and  their  spokesmen 
in  Parliament,  Congress,  and  the  courts,  in  the  press,  the  universities  and 
elsewhere  talked  and  wrote  so  much  about  laissez  faire  that  they  eventu- 
ally created  an  imaginary  state  of  laissez  faire,  which  in  time  became 
cmbodkd  in  the  literature  of  the  period.  It  was  much  the  same  process 
bj  irfiidi  the  conventional  history  of  the  Roman  Republic  was  written 
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by  representatives  of  the  patrician  dass,  and  the  downfall  of  the  Be- 
public  was  represented  as  the  downfall  of  human  liberties.  We  know  now 
that  the  ^^downf all"  of  the  Roman  Republic  was  primarily  the  downfall 
of  a  patrician  oligarchy,  and  that  it  resulted  in  an  enormous  increaie 
in  the  aggregate  of  political  freedom  throughout  the  Roman  world.  So 
the  history  of  the  laissez  f aire  period  was  written  from  the  viewpoint  of 
the  dominant  classes  of  that  time,  and  much  of  this  conventionaliifd 
history  still  survives. 

Constant  RsDEPiNrrioN  of  Gtove&nmsntai.  Sphskk 

And  yet  it  is  clear  that  what  has  actually  been  happening  throu^ 
out  the  past  century  is  a  constant  redefinition  of  the  govemmentsl 
sphere,  not  in  terms  of  amoimt  of  activity  but  in  terms  of  the  nature  and 
purpose  of  the  changing  activities  which  from  time  to  time  make  up  the 
content  of  this  governmental  sphere.  Broad  areas  of  governmental  con- 
trol or  activity  have  been  completely  abandoned ;  new  areas  have  been 
explored,  occupied,  and  in  turn  abandoned.  The  frontier,  the  advanong 
sector,  is  always  the  line  of  fiercest  conflict  and  therefore  the  <me  wUdi 
conmionly  attracts  most  attention.  The  areas  evacuated  in  the  rear  ft- 
ceive  relatively  little  notice.  In  general,  those  classes  which  were  under 
the  most  rigid  repression  in  the  earlier  period  have  enjoyed  the  largest 
degree  of  liberation  since  that  time;  and  those  classes  which  were  the 
I    ;.■!  chief  beneficiaries  of  governmental  policies  in  the  former  period  have 

I    ^^  since  then  been  subjected  to  a  considerable  degree  of  control.  To  the 

j    ij  latter  the  change  in  point  of  view  naturally  seems  like  an  increase  in  tiie 

: '    I  amount  of  regulation.  The  modern  business  man,  if  he  finds  himsdf  r^o- 

■    ,  f  lated  instead  of  subsidized  in  some  form  or  other,  instinctively  feds  that 

?  government  should  be  restricted  to  more  ^^essential"  functions. 

r  ^  In  this  process  of  constant  definition  and  redefinition  the  "curve"  of 

"^   !  governmental  activity  has   sometimes  moved  definitely   upward,  and 

I  sometimes  as  definitely  downward.  From  the  beginning  of  our  national 

:,  history,  the  scope  of  governmental  authority  and  activities  expanded, 

with  temporary  recessions,  until  it  culminated  in  the  general  crisis  of 
1887.  From  that  "peak"  the  curve  receded,  down  to  the  Civil  War,  when 
the  convergence  of  a  number  of  factors  reversed  its  direction  and  tk 
curve  rose  rapidly  to  another  culmination  in  the  general  period  marked 
by  the  crisis  of  1878.  From  that  point,  the  curve  declined  again  till  wdl 
toward  the  end  of  the  century,  when  accumulated  grievances  and  agita- 
tion forced  a  reversal  of  its  trend  again ;  and  from  that  time  the  carte 
moved  upward,  continuing  throughout  the  Roosevelt  and  Wilson  rigdatBf 
accelerated  by  the  World  War,  and  culminating  with  the  Eighteoith 
Amendment,  the  adoption  of  restrictive  tariff  and  immigration  potieieii 
and  with  enormous  highway,  school,  and  developmental  programs  on  die 
—        part  of  state  and  mimicip«d  governments. 
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From  that  point  throughout  the  following  decade,  the  curve  of  gOT- 
emmental  activity  "flattened'*  out  perceptibly.  This  flattening,  however, 
took  the  form  not  of  repeal  of  legislation  or  of  formal  withdrawal  from 
fields  of  activity  but  of  a  general  laxity  of  law  enforcement  and  an  in- 
competent or  corrupt  indifference  to  the  performance  of  official  duties, 
which  in  some  communities  has  amounted  almost  to  complete  paralysis 
of  governmental  leadership  and  influence,  if  not  of  the  performance  of 
governmental  functions  themselves.  State  legislatures  and  city  adminis- 
trations have  largely  abdicated  the  direction  of  governmental  affairs 
and  sometimes  the  administration  of  governmental  functions  to  citizens' 
committees,  civic  bodies,  and  business  organizations  of  one  kind  or 
another.  The  whole  decade  from  1920  to  1980  was  a  period  of  conspicu- 
ous governmental  incompetence,  with  a  consequent  increase  in  lawless- 
ness and  crime,  the  development  of  vicious  types  of  business  organiza- 
tion and  methods,  and  the  growth  of  a  deep  penumbra  of  racketeering 
practices  around  the  ragged  fringe  of  corrupt  and  incompetent  govern- 
ment. We  have  had  such  periods  before.  Sometimes  they  result  in  a  re- 
sentful curtailment  of  governmental  powers  and  activities;  generally 
they  have  resulted  in  violent  demands  for  more  rigorous  governmental 
action  against  the  sources  of  grievance.  Needless  to  say,  the  latter  has 
been  the  case  in  our  present  situation. 

Thb  Paesent  Movement 

It  is  this  that  creates  our  problem;  and  if  I  have  devoted  a  dispro- 
portionate space  to  developing  the  background  rather  than  discussing 
specific  problems,  it  is  because  in  this  problem  I  believe  the  perspective 
is  more  important  than  the  detail.  When  set  in  this  perspective,  I  infer 
that  our  present  movement  is  one  of  those  broad  upward  swings  in  the 
curve  of  government  activity,  such  as  we  have  had  before ;  that  it  repre- 
'    sents  largely  a  reaction  against  certain  specific  antecedent  conditions ; 

-  and  that  when  this  particular  movement  is  over,  we  will  find  that  its 
net  result  will  consist  much  more  in  changes  in  the  nature  and  objectives 

'    of  governmental  activity  than  in  any  change  in  the  amount  of  such  ac- 
tivity. 

It  may  be,  of  course,  that  past  history,  that  our  background  of  racial 
'  antecedents  and  national  attitudes  afford  no  guide  in  our  present  crisis. 
"'  It  may  be  that  we  are  plunging  into  socialism  or  fascism ;  that  we  are 
I  developing  an  American  Soviet,  in  which  business  "soviets"  will  cor- 
>  Kspond  to  the  Workingmen's  Soviets  of  Russia;  or  that  we  are  en- 
=  tering  upon  some  other  new-fangled  type  of  dictatorship.  It  looks,  in 
=  facty  as  if  at  the  moment  we  were  trying  to  adopt  all  of  them  at  once. 

-  I  assume  no  wisdom  to  predict  what  the  future  may  bring  forth.  But 
I  think  we  can  say  that  so  far  as  any  visible  elements  in  the  situation 
are  concerned,  most  of  them  are  familiar;  none  of  them  necessarily 
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imply  any  violent  expansion  of  the  govemmental  sphere  or  any  Yioloit 
departure  from  its  past  orbit  of  evolution. 

I  realize  that  those  who  hold  that  all  our  troubles  are  due  to  oar 
unhappy  progress  in  mastering  the  productive  forces  of  nature  and  to 
the  sad  limitation  of  human  wants  in  the  face  of  such  abundance  muit 
place  a  wholly  different  interpretation  upon  our  present  situation.  But 
between  that  school  of  economics  and  any  process  of  thought  which  the 
present  writer  is  capable  of,  there  is  *^a  deep  gulf  fixed,"  so  deep  that, 
as  with  Lazarus  and  Dives,  discussion  is  impossible — ^beyond  the  limited 
conversation  recorded  in  that  Biblical  parable,  which  I  would  commend 
to  the  holders  of  those  theories. 

PnACTICAIi  PaOBLEMS 

But  whatever  the  outcome,  those  of  us  who  are  working  in  the  hmnbk 
fields  of  taxation  will  be  called  upon  to  face  the  practical  problems  wUdi 
the  present  movement  is  precipitating.  This  movement  may  be  characte^ 
ized  by  the  following  broad  features,  omitting  the  purely  regulatory 
activities  which  do  not  directly  concern  the  fields  of  finance  and  taxa- 
tion :  the  employment  of  national  credit,  on  a  huge  scale,  as  an  agency 
for  industrial  recovery;  an  enormous  development  of  a  policy  of  sub- 
ventions from  the  national  government  to  state  and  local  governments; 
a  policy  of  vast  private  subsidies ;  the  direct  expenditure  of  other  hnge 
sums  by  federal  and  state  governments  for  relief  and  for  providing  mr 
ployment ;  the  development  of  a  vast  bureaucratic  machinery,  with  a 
large  degree  of  discretionary  control  over  federal  expenditures. 

These  developments  are  precipitating  certain  gigantic  problems  of 
finance  and  taxation,  which  I  will  only  enumerate: 

1.  All  the  problems  of  financing  the  public  debt,  particularly  the 
huge  federal  debt,  now  amounting  to  $24,000,000,000,  but  induding 
also  a  wide  range  of  difficult  problems  in  connection  with  an  enormooi 
amount  of  state  and  municipal  indebtedness. 

2.  All  the  problems  of  providing  revenue,  not  only  for  carrying  tix 
accumulated  indebtedness  but  for  financing  the  current  necessities  d 
government  sufficiently  to  prevent  the  crippling  of  essential  services. 

8.  All  the  problems  of  ^demobilization" — of  disbanding  the  army  thai 
has  been  mobilized  by  federal,  state,  and  municipal  governments  in  tk 
course  of  this  ^^ar  on  Depression"  and  of  dismantling  the  emergesej 
machinery  that  has  been  built  up.  On  the  other  hand,  the  sentiment  hai 
frequently  been  expressed  at  these  meetings  that  no  demobilizatioB  ii 
contemplated  by  the  federal  government ;  and  this  may  conodvaUy  proic 
to  be  the  case.  But  I  think  it  is  proper  to  remind  those  who  lod[  npoi 
all  of  the  present  activities  of  government  as  permanent  that  the  qnet- 
tion  of  their  permanence  does  not  depend  solely  upon  the  present  is- 
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tentions  of  those  groups  who  are  now  shaping  these  policies.  There  will 
be  other  prophets,  other  voices  in  the  wilderness — and  other  lost  tribes 
to  follow  them.  Personally  I  should  still  conjecture  that  sooner  or  later 
we  will  have  considerable  demobilization  to  go  through. 

4.  The  problem  of  salvaging  state  and  local  governments  in  this 
coontry  from  the  demoralized  condition  into  which  they  have  fallen  and 
from  the  menace  of  being  submerged  under  the  weight  of  federal  sub- 
ventions, subsidies,  and  grants.  In  short,  the  problem  of  preserving  the 
integrity  of  state  and  municipal  government,  under  the  menace  of 
financial  demoralization  within  and  of  federal  domination  from  without. 
Of  these,  I  take  it  that  the  problems  of  demobilization  will  be  the  most 
disagreeable ;  the  problem  of  financing  the  federal  and  municipal  debts 
may  possibly  be  the  most  complicated;  and  the  problem  of  providing 
revenue  will  certainly  be  the  most  difficult ;  but  of  all  of  these,  I  believe 
the  problem  of  restoring  and  maintaining  the  integrity  of  state  and  local 
government  is  the  most  important ;  and  my  concluding  observations  will 
have  to  do  with  this  latter  problem. 

Herein  I  am  not  concerned  over  any  traditional  doctrine  of  "states* 
rights,''  theories  of  constitutional  balances,  or  any  superstitious  devo- 
tion to  •Tiome  rule*'  or  local  government.  I  am  concerned  over  a  condition 
,  approaching  demoralization  in  the  tax  systems  and  finances  and  the 
administration  of  governmental  services  in  our  state  and  local  govern- 
ments— a  demoralization  that  has  taken  the  form  of  outright  default 
cm  the  bonds  and  other  obligations  of  something  more  than  a  thousand 
mmiicipalities  and  local  governments,  of  a  condition  of  virtual  insol- 
vency on  the  part  of  many  more,  of  taxes  whose  confiscatory  burdens 
'  have  forced  a  drastic  defiation  of  real  estate  and  property  values,  with 
consequent  delinquency,  "tax  strikes,"  and  other  disturbances,  and  of 
[  the  crippling  or  suspension  of  essential  public  services. 

In  this  condition  of  bankruptcy  and  helplessness,  the  federal  gov- 
ernment has  attempted  to  come  to  the  rescue  by  a  policy  of  subventions 
and  subsidies  to  state  and  local  governments  on  a  scale  hitherto  un- 
'  precedented.  These  subsidies  were  at  first  surrounded  with  conditions 
and  restrictions  intended  to  insure  their  grant  only  in  cases  of  grave 
'  emergency,  which  state  or  municipal  governments  were  temporarily  in- 
^  capable  of  meeting.  But  these  conditions  have  been  waived  or  relaxed 
^  and  subsidies  granted  in  increasing  magnitude,  until  the  acquisition  of 
^federal  "easy  money**  for  one*s  state  or  city  has  become  almost  the 
goal  of  American  statesmanship.  The  Chicago  Tribune  carried  a  recent 
editorial  exhorting  Senator  Lewis  that  he  must  "bring  home  the  bacon** 
more  rapidly  than  he  had  been  doing — and  Senator  Lewis*  past  per- 
formance with  the  bacon  could  scarcely  be  described  as  slow.  And  when 
our  distinguished  mayor  of  Chicago  was  inaugurated  into  office,  as  head 
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of  the  second  largest  city  in  the  New  World,  almost  his  opening  dedara- 
tion  was,  ^'I  shall  immediately  go  to  Washington''  and  endeayor  to 
secure  money  to  pay  the  teachers,  etc.  Statesmanship  throughoat  the 
nation  consists  in  ^'immediately  going  to  Washington.'' 

The  result  is  that  we  are  in  process  of  setting  up  a  system  of  yeritaUe 
^'carpetbag"  governments  again,  which  differ  of  course  f  r<un  the  '^carpet- 
bag"  governments  after  the  Civil  War,  but  whose  consequences  are  likdj 
to  be  similar  in  many  respects.  In  the  present  case,  it  happens  that  tfau 
is  not  primarily  a  reflection  on  the  federal  government.  It  is  vastly  to 
the  credit  of  the  administrators  of  the  federal  government  and  to  oor 
type  of  federal  government  itself,  that  it  should  have  come  through  all 
the  vicissitudes  of  the  past  two  decades  with  its  finances  intact  and  iti 
credit  and  resources  unimpaired,  and  should  be  in  position  therefore  to 
extend  its  credit  and  resources  for  the  relief  of  state  and  municipal  gov- 
ernments in  distress.  And  it  is  vastly  to  the  discredit  of  the  admmia- 
trators  of  state  and  municipal  government  and  to  our  whole  type  of 
state  and  municipal  government  that  these  governments  should  lian 
collapsed  at  a  critical  time  when  their  eflScient  functioning  was  most 
necessary. 

And  this  collapse  has  been  brought  about  not  by  excessive  or  un- 
foreseen burdens  thrust  upon  them,  in  relation  to  the  resources  of  their 
various  communities.  It  has  been  brought  about  by  the  prevalence  of 
antiquated  and  inequitable  revenue  systems,  by  a  hopelessly  incompetent 
type  of  governmental  organization  on  the  part  of  a  heterogeneous  oaor 
glomeration  of  local  governments,  by  unsystematic  and  irresponsBik 
types  of  budget  making  and  expenditures,  and  by  the  low  types  of  puUic 
office  holder  which  these  conditions  place  in  public  office  and  maintain 
there. 

The  remedy,  therefore,  lies  not  in  spinning  attenuated  theories  of 
constitutional  law  or  in  berating  the  federal  government  for  its  usurpa- 
tions in  the  field  of  state  and  local  government.  The  remedy  may  possiUi 
involve  some  revision  of  our  concepts  of  the  fields  of  federal,  state,  and 
local  government ;  but  it  will  consist  chiefly  in  such  thorough-going  re- 
building of  the  whole  organization  of  local  government,  such  reorganiu- 
tion  of  systems  of  budget  making,  expenditure,  and  financing,  and  sodi 
revision  of  tax  and  revenue  systems  as  will  prevent  a  repetition  of  the 
present  humiliating  conditions  and  will  put  state  and  municipal  gov- 
ernments in  a  position  to  maintain  the  integrity  and  perform  the  fone- 
tions  of  their  respective  fields.  Of  all  the  problems  of  public  finance  sad 
taxation  which  the  present  period  of  expanding  activities  has  preopi- 
tated,  I  believe  this  will  prove  to  be  the  most  important. 


DISCUSSION 

F.  P.  Wkaykr. — I  find  myself  in  practically  complete  agreement  with 
Doctor  Fairchild's  paper  on  "Tax  Delinquency."  I  need,  therefore,  take 
only  a  few  minutes  of  your  time  to  add  emphasis  to  certain  phases  which 
in  my  mind  are  of  outstanding  importance  in  causing  tax  delinquency. 

I  refer  first  to  the  statement  that  delinquency  is  chiefly  a  phenomenon  of 
the  property  tax.  Is  not  this  due  very  largely  to  the  fact  that  in  no  other 
tax  is  the  ratio  of  tax  to  present  incomes  so  completely  ignored  as  in  the 
levying  of  property  taxes?  If  there  is  an  exception  to  this  statement  it  is 
in  the  case  of  the  capital  stock  tax  on  corporations,  but  in  this  case  the  rate 
of  taxation  is  so  much  lower  than  in  taxes  on  real  estate  that  the  problem 
created  in  years  of  low  corporation  incomes  is  far  less  acute. 

In  my  opinion  little  permanent  progress  in  the  solution  of  the  problem  of 
tax  delinquency  on  real  estate  in  periods  of  depressions  will  ever  be  made 
until  the  tax  burden  on  real  estate  is  reduced.  This  calls  not  only  for  greater 
economy  in  expenditures  by  state  and  local  governments  but  also  for  the 
Imposition  of  a  smaller  share  of  the  total  tax  burden  on  property. 

With  property  taxes  absorbing  from  80  to  100  per  cent  of  all  the  net  earn- 
ings from  property,  as  is  the  case  in  many  rural  areas  at  present,  and  is 
not  unknown  in  urban  districts,  and  the  consequent  rapid  vanishing  of  capital 
▼alnes,  little  incentive  for  clearing  a  property  of  tax  liens  remains  to  the 
crwner  who  by  any  set  of  circumstances,  either  voluntarily  created  or  im- 
posed against  his  will,  has  become  delinquent  in  tax  payments  for  a  couple 
of  years  or  more.  Even  though  the  owner  of  the  property  may  have  other 
Incomes  out  of  which  he  is  able  to  pay  the  taxes  on  property,  there  is  little 
Incentive  for  him  to  do  so  if  in  his  judgment  little  net  income  above  taxes 
can  accrue  to  him  over  a  period  of  years.  There  are  thousands  of  property 
crwners  in  Pennsylvania  today  who  have  lost  most  of  their  enthusiasm  for 
property  ownership  by  just  such  a  prospect,  intensified  by  the  uncertainty 
of  future  rates  of  property  taxation. 

So  long  as  the  alternative  is  the  payment  of  one  year's  taxes  or  losing 
die  property,  doubt  as  to  the  wisdom  of  payment  is  not  so  great,  but  when 
taxes  for  two  or  three  years  have  accumulated  against  a  property  with  the 
prospect  of  continuing  high  levies  in  future  years,  a  defeatist  psychology 
la  created  rapidly  in  the  minds  of  property  owners  which  is  extremely 
difficult  to  cope  with. 

This  leads  to  the  second  point  in  Doctor  Fairchild's  paper  which  I  would 
like  to  emphasize;  that  is,  the  importance  of  prompt  and  efficient  execution 
of  a  collection  policy.  Unless  property  taxes  bear  a  lower  ratio  to  incomes 
from  property  than  is  at  present  the  case  on  much  farm  property,  allowing 
taxes  to  become  delinquent  or  past  due  for  several  years  before  definite 
steps  are  taken  to  enforce  collection  not  only  destroys  the  motive  for  payment 
kit  is  reasonably  sure  to  make  payment  impossible  and  thereby  to  increase 
the  certainty  that  the  owner  will  lose  his  property. 

Unless  inability  to  pay  property  taxes  when  due  is  the  result  of  an  emer- 
gency which  is  not  likely  to  recur  next  year  and  the  year  after,  postponement 
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of  pajment  can  be  of  no  real,  permanent  help  to  the  owner.  If  it  is  due  to  sad 
an  emergency,  special  treatment  should  be  possible  rather  than  have  tin 
regular  collection  rules  and  procedures  lenient  enough  to  cover  such  casei 
which  is  now  true  in  most  taxing  districts. 

Unless  property  taxes  are  low  enough  so  that  they  can  be  paid  out  o 
current  earnings  even  in  rather  unfavorable  times,  and  unless  these  taxes  ar 
collected  annually  to  the  extent  of  90  or  96  per  cent  of  the  levies  in  an; 
district,  property  tax  delinquency  is  bound  to  become  a  serious^  canceron 
development  with  which  no  local  government  can  cope  indefinitely. 

Jambs  W.  Martin. — It  is  doubtless  true,  as  Professor  Simpson  has  pointec 
out,  that  there  can  be  no  objective,  quantitative  measure  of  the  scope  o 
government  at  present  as  compared  with  past  centuries.  Statistical  diti 
for  bygone  centuries  respecting  economic  activity  in  general  and  govemmenU 
activity  in  particular  are  too  meager  to  render  such  an  attack  f ruitfuL  How 
ever,  two  possible  methods  of  approach  along  this  line  may  be  suggested,  h 
the  first  place,  the  proportion  of  the  total  population  engaged  in  the  pub 
lie  service  in  the  past  may  be  compared  with  the  total  at  the  present.  DaU 
for  such  comparison  are  scanty,  and  the  validity  of  the  comparison  is  renderec 
questionable  by  the  great  differences  in  forms  of  social  organisation.  A  mon 
promising  attack  on  the  problem  might  be  made  by  comparing  the  propor 
tions  of  national  income  utilised  for  public  as  distinguished  from  priTab 
purposes  in  earlier  centuries  and  now.  Here  again  the  data  are  inadequate 
but  perhaps  less  hopelessly  so.  At  any  rate  there  are  frequent  estimata 
for  the  past  two  or  three  hundred  years.  Examination,  for  example,  of  tk 
work  of  Baron  von  Bielefeld,^  von  Justi,'  and  Sir  William  Petty,*  suppoiti 
the  belief  that  the  proportion  of  national  income  spent  in  even  seventeenti 
and  eighteenth  century  western  Europe  for  governmental  activities  ranged 
from  about  10  per  cent  to  roughly  86  per  cent.  These  figures  are  not  radically 
different  from  the  proportions  spent  thus  in  the  United  States  and  Europe 
during  the  past  decade. 

If  intensive  investigation  supports  this  hypothesis,  it  also  bolsters  Profesioi 
Simpson's  view,  which  is  based  on  a  different  approach.  That  the  proportioi 
of  national  income  now  utilised  through  government  is  not  greatly  diffeicBl 
from  the  proportion  so  utilised  two  or  three  hundred  years  ago  makes  ii 
obvious  that  the  increase  in  governmental  costs  during  the  recent  past  hn 
probably  been  a  phenomenon  of  purely  temporary  character  and  one  whid 
is  recurrent  in  nature. 

Another  important  consideration  is  suggested  by  the  so-called  "optimistk' 
classification  of  public  expenditures  proposed  by  Professor  H.  C.  Adantf.' 

He  demonstrated  that  the  expenditures  for  military  purposes  and  for  tk 
administration  of  justice  tend  to  decline  in  relative  importance;  wbereai] 
those  for  developmental  functions  tend  to  increase.  Thus,  during  the  reool 
period  of  growing  public  expenditure,  despite  the  expensive  World  Waij 

'  Outline  of  Political  Science,  Part  I,  chap.  12,  quoted  from  von  JnstL 
'  System  des  Finanzwesene,  Book  IV. 

*  Political  Arithmetic,  chap.  7. 

*  The  Science  of  Finance,  chap.  8. 
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the  rise  in  goyemmental  costs  most  frequentlj  bemoaned  has  been  occasioned 
by  commercial  and  developmental  activity  (as  defined  by  Adams)  on  the 
part  of  state  and  local  government.  Many  of  the  commercial  activities  of 
mnnicipalities  are  profit-making  undertakings,  or  at  least  self-financing,  as 
Adams  was  caref  nl  to  point  out. 

So  it  is  apparent  that  past  upswings  in  governmental  costs,  arising  al- 
most whoUy  from  military  requirements,  have  left  nothing  tangible  in  their 
wake;  on  the  other  hand,  the  recent  rise  has  come  largely  from  such  demands 
as  those  for  more  and  better  highways,  increased  facilities  for  improving 
public  health,  better  sanitary  plant,  and  more  effective  educational  equip* 
ment  and  personnel.  After  a  few  years  foUowing  the  increases  in  past 
centuries,  there  has  been  nothing  left  as  a  social  souvenir  except  the  memory 
of  a  military  victory,  or  defeat;  after  the  recent  increases  become  a  matter 
of  history,  there  should  be  better  physiques,  more  effective  sewage  systems, 
and  a  better  educated  dtisenship. 

It  is  not  suggested  that  extravagant  or  unjustified  governmental  ex- 
penditures in  the  course  of  the  recent  past  are  lacking.  Rather,  the  back- 
gromid  of  the  general  tendencies  of  the  public  expenditures  is  being  sought. 
In  many  instances,  states  and  localities,  as  well  as  the  federal  government, 
have  undoubtedly  wasted  money  by  building  too  many  roads  and  post- 
offoes,  by  doing  the  work  through  outworn  governmental  organisation,  by 
borrowing  easy  money  rather  than  paying  bills  when  incurred,  and  by  other 
unfortunate  practices.  However,  there  is  no  evidence  that  the  extent  to  which 
abuses  have  occurred  has  been  relatively  greater  in  the  recent  past  than  in 
expansions  occurring  in  earlier  times.  Indeed  a  good  case  could  be  made  for 
a  contrary  conclusion.  Moreover,  evidence  that  the  abuses  have  been  greater 
In  public  than  in  private  activity  is  completely  lacking. 

If  the  interpretation  in  terms  of  perspective  given  by  Professor  Simpson 
and  the  point  of  view  I  have  thus  far  attempted  to  present  are  sound,  two 
conclusions  are  apparent.  First,  the  increase  in  governmental  expenditures 
which  has  occurred  recently  is  by  no  means  unique  and  is  probably  one  of  the 
irregularly  recurring  phenomena  of  history,  rather  than  the  unprecedented 
oeeorrence  which  much  recent  literature  represents  it  to  be.  Second,  whereas 
in  earlier  rapid  upswings  in  governmental  costs  the  lasting  result  has  been 
an  episode  in  military  history,  there  is  reason  to  expect  that  the  recent  in- 
crease will  leave  a  permanent  heritage  of  greater  social  capital  and  a 
physically  and  intellectuaUy  improved  citizenship. 

I  am  then  in  complete  accord  with  Professor  Simpson's  view  that  there  is 
In  process  continuous  redefinition  of  the  scope  of  governmental  activity  with- 
oat  any  significant  quantitative  change.  My  agreement  with  his  partial 
enumeration  of  problems  for  the  expert  in  the  field  of  public  finance  is 
equally  complete,  but  I  shall  not  discuss  that  subject  matter  except  to  agree 
liiat  the  restoration  of  state  and  local  government  to  a  respectable  status  is 
the  most  important  problem  involving  government  finance  which  has  been 
precipitated  by  recent  developments. 

It  seems  to  me,  however,  that  it  is  important  to  distinguish  between  the 
rehabiliation  of  state  and  county  government,  on  the  one  hand,  and  of 
Bumidpal  government,  on  the  other.  The  history  of  the  past  two  decades — 
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particularly  the  last  two  or  three  years — has  demonstrated  the  oompkii 
impotence  of  state  government  in  dealing  with  problems  hitherto  r^;arded  ai 
peculiarly  state  matters.  Counties  and  townships  have  prored  themsebe 
equally  incompetent  under  modem  conditions.  Evidence  of  the  failure  o 
states  to  meet  their  alleged  responsibilities  may  be  shown  by  their  appeal 
to  the  federal  government  over  a  period  of  two  decades  to  provide  machhrr; 
for  dealing  with  the  supervision  and  assistance  of  railways^  farms^  om 
mines,  and,  more  recently,  relief,  work  relief,  and  other  emergencj  depicfsia 
problems. 

This  default  on  the  part  of  state  government  is  not  dne  to  pdliticisBi 
"cussedness."  There  has,  no  doubt,  been  a  reasonable  share  of  politici 
chicanery  in  the  mismanagement  of  state  government;  bat  the  primary  am 
of  the  difficulty  is  that  the  American  commonwealth,  conceived  in  cightecati 
and  early  nineteenth  century  terms,  is  not  an  iostrament  fitted  to  cope  wA 
the  intricacies  of  modem  life.  The  incompetence  of  state  governments  hs 
been  the  culmination  of  a  course  of  evolution  in  which  the  oommonwesUii 
themselves  did  not  have  a  fair  share. 

Social  life,  formerly  extending  little  beyond  the  immediate  community,  noi 
frequently  involves  national,  or  at  least  interstate,  relationahipa.  Busines 
activity,  a  hundred  years  ago  highly  localised  in  most  of  the  oountzy,  i 
now  typically  interstate  and  even  intemationaL  Communication  and  tranqw 
tation,  formerly  local  and  extremely  slow,  is  now  world-wide  and  rapid. 

There  is  really  little  to  cause  surprise  in  the  fact  that  state  govemsMBl 
an  institution  very  remarkably  like  the  government  of  the  commonwealdi  a 
1800,  should  fail  to  fit  in  an  economy  characterised  by  the  use  of  steambosta 
railroads,  telegraphs,  telephones,  electric  railways,  motor  vehicles,  rsdk 
and  airplanes — ^to  mention  only  a  few  of  the  factors  which  have  revointioB 
ised  transportation  and  conmmnication  repeatedly  in  the  past  centnry  and  i 
third.  Viewed  dispassionately  and  rationally,  it  seems  more  remarkable  Iks 
state  government  has  persisted  as  long  as  it  has. 

It  may  be  suggested  that  county  and  township  government  has  also  ii 
large  part  come  to  be  obsolete.  The  array  of  sheriffs,  deputy  sherift 
constables,  county  attorneys,  district  or  circuit  attorneys,  eounty  dedki 
jury  fund  trustees,  master  commissioners,  district  or  circuit  clerks,  justisa 
of  the  peace,  coroners,  and  the  rest  belongs  to  a  social  system  which  1m 
ceased  to  be.  If  local  government  at  the  present  time  is  to  be  worth  msirt*^ 
ing,  it  must  render  definite  services  which  need  to  be  performed;  and  Iki 
system  of  law  enforcement  must  be  reworked  to  fit  into  an  economy  si 
longer  local  in  its  scope.  In  point  of  fact,  the  collapse  of  county  and  tom- 
ship  government  has  been  just  as  complete,  even  though  not  so  Insane,  tf 
the  failure  of  state  government. 

It  would  almost  be  accurate  to  say  that  the  states  have  shown  compefaieg 
in  the  recent  past,  if  at  aU,  only  in  dealing  with  matters  which  were  fomedlir 
problems  of  purely  local  concern.  In  many  states,  there  has  been  fairly  wmr 
cessful  management  of  state  highways.  There  has  been  improvement,  thrcMl^ 
state  action,  in  the  administration  of  education,  health,  taxation,  welfm* 
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and  certain  other  functions  which  the  nineteenth  century  regarded  as  of 
strictly  local  concern. 

On  the  other  hand,  while  the  history  of  municipal  government  to  the  second 

decade  of  this  century  is  one  of  the  darkest  spots  in  our  political  development, 

beginning  during  that  ten  years  and  continuing  to  the  present  time,  there 

has  been  a  remarkable  increase  in  the  effectiveness  of  municipal  government. 

Cities  in  large  numbers  have  adopted  definitely  modernized  procedures.  They 

have  provided  for  continuous  and  integrated  record-keeping  systems;  they 

have  authorized  the  employment  of  certified  public  accountants  to  make 

outside  audits ;  they  have  worked  out  unified  purchasing  and  merit  plans  of 

personnel  recruiting;  they  have  systematized  borrowing  practice  and  debt 

-     administration;  and  they  have  reorganized  the  entire  administrative  struc- 

.     tare  along  functional  lines.  The  extraordinary  growth  of  city  manager  gov- 

eniment  is  one  of  the  symptoms  of  the  remarkable  change  which  has  oc- 

5    corred  in  recent  years  in  the  direction  of  professionalizing  municipal  gov- 

g    emment  service. 

Also,  the  character  of  municipal  activity  has  been  definitely  recognized  as 
^  largely  business  rather  than  political.  Municipal  government  at  the  present 
time  exists  to  provide  police  protection,  guard  against  fire  hazards,  assure 
eommonity  health,  build  and  maintain  streets,  sewage  systems,  and  other 
^  pablic  utilities,  and  provide  educational  and  recreational  facilities  for  both 
„.  ddldren  and  adults.  If  society  finds  it  desirable  to  supply  collectively  certain 
^  odier  goods  and  services,  modem  municipal  government  makes  available  the 
^  auiehinery  for  doing  so. 

Moreover,  in  spite  of  the  fact  that  the  states  have  "skimmed  the  cream" 
I  of  the  taxing  devices  left  after  the  federal  government's  first  choice,  muni- 
^,  dtpml  government  in  general  has  met  the  financial  tests  of  the  last  three  years 
^  anch  more  effectively  than  has  state  government.  It  is  true  such  poorly  gov- 
1^  emed  cities  as  New  York  and  Chicago  have  encountered  difficulties,  and  such 
over-expanded  municipalities  as  Detroit  and  Los  Angeles  have  found  them- 
selves in  dire  straits ;  but  the  failures  on  the  part  of  these  largest  municipali- 
^  ties  are  more  than  offset  by  the  remarkable  success  with  which  hundreds  of 
^  dij  governments  have  met  the  depression  situation  in  spite  of  state-imposed 
HssttatioDS. 
If  this  is  a  fair  picture  of  the  state  and  local  government  situation,  the 
^  cooehision  seems  obvious.  From  the  point  of  view  of  financial  support,  state, 
county^  and  township  governments  are  net  worth  rehabilitating  for  the  per- 
_.  Innnaiice  of  traditional  functions ;  municipal  government  is  distinctly  worth 
_"  Sttvingy  not  only  for  the  sake  of  continuing  the  constructive  activities  and 
^M^hods  of  functioning  developed  during  the  past  twenty  years,  but  also 
lor  tihe  suggestions  implicit  in  recent  municipal  progress  for  local  government 
llB  rural  areas.  Doubtless  state  governments  will  survive  for  the  performance 
%f  certain  functions,  though  perhaps  they  are  not  fitted  to  the  task  as  well 
mm  other  agencies  which  might  be  developed  except  for  the  sentimental  values 
S^thering  in  present  commonwealths. 

Harlet  L.  Lutz. — Professor  Simpson  has  performed  a  useful  service 
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in  raising,  as  he  haa,  the  iasne  of  the  tendencies  in  the  changing  scope  oi 
govemmental  aathority,  and  in  contrasting  the  fall  sweep  of  this  aathorit^ 
daring  the  Golden  Age  of  laisses  faire  and  in  oar  own  times.  He  has  also 
set  oat,  althoagh  in  oatline  form  only,  the  significant  aspects  of  the  carrod 
program  of  governmental  activity,  as  these  mast  he  viewed  by  the  stadcsl 
of  taxation.  As  he  has  recognised,  the  sabject  is  so  rast  that  any  limitd 
discassion  of  it  mast  be  severely  selective,  and  for  reasons  which  appeared 
to  him  good  and  safficient,  he  has  elected  to  devote  his  attention  primarily  U 
matters  of  perspective. 

A  proper  perspective,  an  authentic  setting,  are  always  essential  to  des 
anderstanding  of  any  problem,  and  I  cannot  take  issae  with  Professor  Simp 
son  for  deciding  to  place  his  major  emphasis  as  he  has.  By  way  of  ea 
larging  the  scope  of  the  discassion,  I  shall  direct  my  remarks  at  certaii 
implications,  financial  and  otherwise,  which  are  involved  in  the  present  gov 
emmental  program. 

The  economic  and  social  philosophy  underlying  the  enormons  prognm 
of  the  present  administration  may  be  stated  in  either  of  two  ways.  It  ms] 
be  regarded  simply  as  a  vast  emergency  andertaking,  aimed  at  the  rapk 
restoration  of  a  level  of  prices  and  a  volame  of  economic  activity  at  tb 
new  price  level,  that  will  relieve  debtors,  taxpayers,  and  the  nnemployd 
Or  it  may  be  viewed  as  the  entering  wedge  for  an  extensive  reorganisatia 
of  our  economic  structure  and  oar  governmental  policy,  whereby  there  ma] 
be  perpetuated  a  degree  and  a  character  of  governmental  control  over  eoo 
nomic  processes  that  would  be  rather  mildly  characterised  by  the  ten 
"paternalistic."  Some  apologists  would  say  that  both  objectives  are  heU 
and  they  would  explain  the  meager  response  to  the  recovery  efforts  to  dsfa 
by  contending  that  recovery  must  come  slowly  in  order  to  be  kept  in  pace  wU 
the  growth  of  federal  paternalism.  I  hasten  to  state  that  no  one  openly  csD 
it  "federal  paternalism."  A  much  more  attractive  expression,  "The  Nei 
Deal,"  has  been  coined,  but  this  shift  in  terminology  should  deceive  » 
one. 

If  we  accept  the  hypothesis  that  the  present  program  is  simply  si 
emergency  effort  to  restore  prosperity  more  quickly  than  it  would  eon 
under  the  influence  of  slow-motion  natural  forces,  we  may  regard  it  s 
one  of  the  periodically  recurring,  temporary  expansions  of  govemmcnta 
activity  of  which  Professor  Simpson  speaks,  and  we  may  perhaps  safel; 
assume  that  there  will  follow  eventually  a  diminution  in  its  scope  sd 
cost,  although  past  experiences  with  emergency  expansions  of  the  feden 
administrative  organization  and  expenditure  give  us  little  room  for  belief 
ing  that  either  the  organisation  or  its  cost  will  shrink  to  the  levels  tin 
had  been  customary  before  the  expansion  set  in.  Viewed  thus,  our  princ^ 
concern  should  be  over  the  efficacy  of  the  program  to  accomplish  the  desira 
result.  I  pass  this  by,  although  I  must  record  my  own  la<^  of  enthnsiass 
for  some  parts  of  it  and  for  the  conception  of  the  problem  upon  whkfa  il 
appears  to  be  based. 

If  we  accept  the  hypothesis  that  we  are  confronted,  not  with  a  traasioi^ 
governmental  expansion  devised  to  deal  with  an  emergency,  but  with  s  d^ 
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liberate  attempt  to  perpetuate  extensive  governmental  control  over,  interfer- 
ence with^  and  participation  in,  the  ordinary  economic  activities  of  the  com- 
mnnity,  it  is  time  that  we  considered  carefully  the  road  we  are  asked  to 
travel.  My  subsequent  remarks  are  based  on  the  assumption  that  this  is 
the  real  objective  of  the  program.  If  this  involves  an  injustice  to  it  or  te  the 
objectives  of  its  sponsors,  the  misconstruction  will  no  doubt  promptly  be 
pointed  out.   '' 

Some  so-called  economists  and  others  who  incline  toward  the  left-wing 
conception  of  the  present  program  for  the  enlargement  of  governmental 
activity  and  authority  over  economic  affairs,  have  derived  vast  entertain- 
ment from  their  condemnation  of  orthodox  economic  doctrine,  and  the  mildest 
of  their  strictures  has  been  that  which  undertook  to  establish  its  consanguin- 
ity with  the  logic  of  "AUce  in  Wonderland."  A  new  economic  philosophy  has 
accordingly  been  provided.  When  we  examine  this  new  economics,  we  find 
that  it  is  a  reincarnation  of  the  justum  pretium,  the  "just  price"  of  the 
medieval  canonists  and  guilds.  The  economic  doctrine  of  the  ninteenth 
century  has  been  discarded  as  obsolete  while  that  of  the  thirteenth  century 
is  offered  to  us  as  brand-new.  The  price,  wage,  and  profits  philosophy  of  the 
recovery  legislation  and  of  the  codes  esteblished  under  this  legislation  is  that 
of  the  medieval  just  price,  but  with  this  difference  from  the  earlier  ap- 
plication. The  thirteenth  century  advocates  of  the  just  price  feared  monopoly 
and  sought  to  prevent  it,  whereas  its  twentieth  century  advocates  seek  to 
prevent  competition  through  lowered  prices.  Monopoly  has  so  far  lost  its 
terror  today  that  the  new  legislation  expressly  suspends  the  anti-trust  acts. 

Having  gone  back  seven  hundred  years  for  our  new  economic  doctrine,  it 
Is  only  natural  that  we  should  be  asked  to  absorb  also  the  absolutist  con- 
ception of  government  which  is  congenial  to  the  just  price  economics.  The 
New  Deal  political  philosophy  seeks  to  revive  the  doctrine  of  fixed  economic 
status,  but  again  it  is  given  a  twentieth  century  twist.  The  medieval  serf 
was  bound  to  the  land  and  forced  to  cultivate  it.  The  modem  farmer  is 
paid  in  cash  to  remain  on  the  land  and  refrain  from  cultivating  it.  We  are 
adding  a  new  government  function,  that  of  providing  an  indefinite  number 
of  cushions  and  shock  absorbers  to  protect  individuals  and  economic  groups 
against  losses  and  against  the  consequences  of  their  own  incompetence  or 
error.  If  a  man  cannot  make  both  ends  meet  in  certein  kinds  of  farming,  he 
is  to  receive  a  bonus  for  being  an  idle  farmer.  This  may  become  an  hereditary 
privilege,  as  serfdom  became  an  hereditary  obligation.  If  another  man  can- 
not pay  the  interest  on  his  mortgage,  the  Treasury  will  guarantee  it.  If 
too  many  people  go  into  the  dairy  business,  we  must  have  milk  codes,  with 
price  fixing  and  processing  taxes  in  order  to  have  contented  dairymen  as 
well  as  contented  cows.  Logical  next  steps  under  this  theory  of  governmental 
shock-absorbing  would  be:  a  tax  on  chain  stores  to  provide  a  subsidy  for  the 
independent  merchants  who  are  crowded  out;  a  tax  on  apartments,  hotels, 
and  residences  to  subsidise  the  real  estete  subdivider;  a  tax  on  investors  to 
repay  stock  speculation  losses;  and  finally,  a  tex  on  everybody  in  order  to 
keep  everbody  else  in  business  and  happy. 

We  are  being  taught,  as  part  of  this  new  political  philosophy,  that  the 


168  American  Eamomie  A99oeiation 

federal  treasury  is  an  inexhaustible  source  of  funds  for  the  payment  of  Aese 
bonuses  and  subsidies.  And  when  it  gets  in  too  deep,  as  it  has  every  prospect 
yOf  doing,  we  shall  find  that  another  bit  of  medieval  chicanery  whidi  was 
in  high  favor  with  extravagant  princes  as  a  means  of  recouping  their  treasur- 
ies is  being  favorably  considered;  namely,  the  devaluation  of  the  currency. 
Professor  Simpson  has  very  properly  expressed  concern  over  the  demoralis- 
ing effect  of  federal  subsidies  upon  state  and  local  governments.  He  might 
have  added  that  as  long  as  hope  remains  that  the  federal  government  will 
provide  a  financial  cushion  against  the  results  of  corrupt  and  incompetent 
local  government,  there  can  be  no  prospect  of  securing  the  administratiye 
and  fiscal  reforms  which  are  essential  if  the  taxpayers  are  to  be  relicTcd 
of  their  crushing  burdens. 

I  submit  that  we  cannot  hope  to  combine  successfully  the  ideal  of  a  vast, 
*  government-financed  shock-absorbing  paternalism  and  the  ideal  of  a  priyate 
economic  system  operated  by  enterprise  and  motivated  by  profit.  The 
paternalistic  ideal  is  essentially  inconsistent  with  the  enterprise  and  profit 
ideal.  The  time  Umit  to  this  discussion  permits  mention  of  only  two  of  the 
many  objections  which  could  be  advanced  against  the  paternalistic  concep- 
tion of  government  and  the  indefinite  expansion  of  governmental  authority 
which  it  involves. 

First,  the  paternalistic  viewpoint  postulates  a  degree  of  omniscience  re- 
specting the  proper  direction  which  economic  development  should  take  that 
does  not  exist  anywhere,  and  which  therefore  could  not  possibly  be  fomid 
in  a  bureaucracy.  To  illustrate :  In  a  recent  lecture  by  a  professor  who  is 
popularly  regarded  as  a  member  of  the  "brain  trust,"  although  he  modestly 
disclaimed  his  right  to  such  membership,  it  was  suggested,  as  a  remedy  for 
the  abuse  of  corporate  financial  power,  that  some  federal  agency  should 
have  the  authority  to  approve  or  disapprove  proposals  for  long-term  capital 
financing.  One  thinks  at  once  of  the  railroads'  financial  experiences,  and  also 
of  how  Henry  Ford  might  have  fared  thirty  years  ago  at  the  hands  of  saA 
a  board.  An  elderly  judge  of  my  acquaintance  out  in  Utah  is  fond  of  qnot- 
ing  one  of  his  associates  on  the  bench  to  the  effect  that  the  constitution 
guarantees  to  every  man  the  inalienable  right  to  make  a  damned  fool  of 
himself.  The  proposal  for  a  federal  investment  control  board  would  restrict 
this  right,  but  I  suspect  that  over  a  generation  there  would  be  about  as 
high  a  percentage  of  foolish  investments  in  such  a  board's  approved  list 
as  in  its  rejected  list,  I  am  unwilling  that  government  should  seek,  by  such 
a  device,  to  prevent  people  from  enjoying  the  constitutional  right  which  my 
judicial  friend  holds  to  be  theirs. 

My  second  objection  is  financial  in  nature.  The  progressive  expaasioD 
of  governmental  authority,  involving  as  it  does  both  regulation  of  private 
^.^terprise  and  an  invasion  of  the  field  of  enterprise  by  publicly  owned 
capital,  tends  to  increase  aggregate  taxes  while  it  restricts  the  taxpaying 
capacity  of  the  people.  The  restriction  arises  through  the  control  of  pro* 
I  duction  costs  upward  and  through  the  inevitable  tax  exemption  of  publicly 
owned  properties.  There  can  be  but  one  outcome  for  such  a  policy. 

The  federal  government's  present  financial  position  and  its  prospc* 
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demonstrate  the  incompatibility  of  the  ideals  of  paternalism  and  free  en* 
terprise.  The  expenditure  facts  are  familiar  to  all,  as  is  the  farther  fact 
that  these  expenditures  hare  been  financed  by  a  rapid  increase  in  debt.  Be- 
tween June  80,  1980,  and  September  80,  1988,  the  interest-bearing  debt 
rose  by  $6,760,000,000  or  approximately  two-thirds  of  the  amount  by  which 
this  debt  had  been  diminished  between  August  80,  1919,  and  June  80,  1980. 
It  is  evident  that  the  current  peak  of  debt  increase  has  not  yet  been  reached, 
and  we  may  see  three-fourths  or  more  of  the  earlier  debt  redemption  wiped 
out  before  the  borrowing  program  is  checked. 

Whatever  the  final  debt  situation  may  be,  it  would  have  a  different  sig- 
nificance under  a  policy  aimed  simply  at  recovery,  with  reasonable  freedom 
to  produce  the  profits  and  income  tiiat  could  support  substantial  taxation 
for  debt  retirement,  than  it  would  have  under  a  policy  of  regulating  prices, 
wages,  and  profits,  guaranteeing  losses  and  subsidising  the  incompetent  and 
the  importunate.  Such  a  policy  would  curtail  the  revenue-yielding  possibilities 
of  federal  taxes  while  it  would  prevent  the  Treasury  from  realising  that 
margin  between  income  and  outgo  upon  whidi  debt  retirement  depends. 

Considering  further  the  federal  debt  situation,  it  is  a  matter  of  some  con- 
cern to  realise  that  the  total  short-term  debt,  including  Treasury  notes,  certifi- 
cates, and  bills,  is  now  about  $7,600/)00,000,  or  about  one-third  of  the  entire 
interest-bearing  debt.  This  proportion  has  never  been  exceeded,  and  this 
absolute  amount  of  short-term  debt  was  exceeded  only  in  the  early  twenties, 
when  the  Victory  Notes  maturing  in  1928  were  properly  a  part  of  sudi  debt. 

The  short-term  debt  situation  presents  a  grave  currency  inflation  menace. 
The  inflation  amendment  authorizes  $8/K)0,000,000  of  Greenbacks,  to  be 
issued  to  purchase  or  redeem  federal  debt  obligations,  and  the  Joint  Resolu- 
tion suspending  the  gold  clause  makes  them  legal  tender  for  debt  redemption. 
This  amount  of  currency  plus  the  so-called  "profits"  from  substantial  cur- 
rency devaluation  would  solve  the  iuunediate  short-term  debt  problem  out  of 
hand.  With  such  instruments  in  reserve  the  Treasury's  complacency  is  easily 
understood,  as  is  also  the  growing  concern  of  the  country. 

Jbns  p.  Jensen. — I  will  use  the  time  allotted  to  show  that  in  studying  the 
present  epidemic  of  tax  delinquency  it  would  be  well  to  relate  it  to  past  ex- 
perience. Logically,  we  ought  to  find  delinquency  to  be  a  recurrent  phenome- 
non with  relations  to  the  business  cycle  similar  to  those  of  business  failures 
and  unemplojrment. 

The  literature  on  tax  delinquency  that  has  come  into  existence  during  the 
past  two  or  three  years  is  primarily  descriptive,  showing  the  extent  and  the 
character  of  delinquency.  A  certain  amount  of  analysis  is  included  and  is 
doubtless  intended  to  show  the  causes.  The  purpose  of  the  writing  being 
Isurgely  remedial,  the  prescription  must  be  accompanied  by  sufficient  diagno- 
sis to  justify  the  remedies  offered.  The  writing  has  been  done  mostly  by  tax 
administrators  and  their  professional  advisors,  both  of  whom  were  facing  prac- 
tical problems  in  the  fiscal  emergencies  caused  by  dwindling  revenues.  No 
criticism  is  implied  in  saying  that  these  writers  limited  themselves  to  current 
events  and  conditions  and  couched  their  explanations  in  terms  of  contem- 
porary, or  near  contemporary,  events  and  conditions.  For  example,  among  the 
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causes  of  delinquency  are  listed  speculation  in  real  estate  and  the  consequent 
deflation  of  property  values.  This  explanation  is  all  to  the  good^  as  far  u  it 
goes.  But  it  seems  that  the  time  has  come  for  a  more  far-reaching  analysis, 
and  for  an  incorporation  of  the  phenomenon  of  tax  delinqaency  as  an  in- 
tegral part  of  our  theory  of  fiscal  science  or  public  finance.  As  a  preliminaij 
or  contemporary  treatment  I  suggest  a  historical  study,  directed  to  disooTcr 
whether  tax  delinquency,  in  its  aggravated  and  troublesome  form,  is  a  re- 
current phenomenon,  and  if  so,  what  can  be  learned  from  previous  epidemics. 
I  can  only  briefly  indicate  my  reasons  for  this  suggestion,  along  with  some  of 
the  difficulties  that  will  be  faced  in  making  such  a  study. 

It  would  be  logical  to  find  that  just  as  the  present  epidemic  of  delinqnencr 
is  a  phase  of  the  current  depression,  so  previous  depressions  have  had,  as 
integral  parts,  tax  delinquency  in  more  or  less  aggravated  decrees.  It  lies 
in  the  nature  of  the  business  cycle  and  in  the  nature  of  the  property  tax  that 
this  should  be  so. 

First,  as  to  the  pertinent  phases  of  the  business  cyde.  It  has  been  charac- 
teristic of  major  business  depressions  that  property  values  have  fallen  more 
or  less  precipitately.  It  has  also  been  characteristic  that  the  national  income 
has  fallen,  certainly  in  terms  of  dollars,  and  probably  also  in  terms  of  plI^ 
chasing  power.  These  two  phenomena  are  not  unrelated.  For,  apart  fron 
certain  speculative  booms,  the  capital  value  of  real  property  is  the  present 
value  of  all  anticipated  income  from  the  property.  If  that  is  not  so,  tbeo 
capital  value  and  selling  value  must  be  entirely  capricious.  Whatever  in  i 
depression  drags  down  the  prospective  income  from  property  also  drags  down 
the  capital  value  of  property. 

As  I  was  reducing  these  thoughts  to  writing,  I  had  before  me  some  advance 
sheets  of  a  book  written  by  Mr.  Homer  Hoyt,  which  is  now  published  under 
the  sponsorship  of  Chicago  Title  and  Trust  Company,  entitled  100  Tears  ^ 
Chicago  Land  Faluei.  The  values  of  the  land  within  the  1988  limits  of  Chi- 
cago, as  found  by  Mr.  Hoyt,  for  selected  years  of  peaks  and  troughs,  are  «» 
follows:  In  1888,  $168,800;  three  years  later,  in  1886,  $10fiO0flO0;  m  fix 
years,  in  1842,  $1,400,000;  after  fourteen  years  of  increase,  in  1856, 
$125,000,000;  again,  in  1861,  five  years  later,  only  $60,000,000;  after  twebe 
years  of  increase,  in  1878,  $575,000,000;  after  six  years  of  decline,  in  1879, 
only  $250,000,000;  after  thirteen  years  of  growth,  a  sixfold  increase,  in 
1892,  to  $1,500,000,000;  in  five  years,  in  1897,  a  shrinkage  to  $1,000/>00/K)0; 
after  a  long  period  of  twenty-nine  years  of  increase  not  seriously  inte^ 
rupted,  to  $5,000,000,000  in  1926;  and  finally  a  descent  to  $2,500,000,000 
in  1988.  The  lesson  drawn  by  Chicago  boosters  is  of  course  that  "the  curve  of 
land  values  in  Chicago  refuses  to  stay  down";  and  the  implication  is  that 
the  upward  trend  will  continue.  Be  that  as  it  may,  the  significance  of  tiiese 
figures  for  the  present  purpose  is  not  in  the  secular  trend,  but  in  the  devia- 
tions from  it;  and  they  are  very  large.  They  represent  temporary  variatioai 
in  the  desirability  of,  or  the  demand  for,  land  in  Chicago.  They  probably  ilfait' 
trate,  though  they  do  not  picture  accurately,  the  variations  in  property  valaei 
for  the  country  as  a  whole  during  the  five  major  swings  of  the  business  eyde 
during  the  century. 
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In  the  second  place^  let  us  look  at  the  nature  of  the  tax.  One  of  the  moft 
noticeable  features  of  the  property  tax  is  the  consistent  increase  in  the  reve- 
noe.  Whether  this  increase  in  the  tax  has  been  more  rapid  than  the  increase 
in  property  values  in  the  long  run  is  perhaps  debatable;  but  certainly  the  rate 
of  growth  of  property  tax  revenue  has  outrun  the  rate  of  growth  of  property 
▼alnes  during  the  past  decade.  This  fact  is  not  without  significance. 

Much  more  significant  than  the  increase  is  the  stability  of  this  revenue. 
It  has  been  used  either  as  the  sole  tax  or  as  the  tax  by  which  was  raised 
whatever  revenue  was  needed  and  not  available  from  other  sources.  To  be 
sore^  there  are  always  drastic  efforts  to  reduce  the  tax  during  hard  times; 
bat  these  efforts  seldom  yield  much  success.  There  are  usually  debt  services 
to  provide  for^  and  sometimes  hard  times  bring  additional  expenditures^  as 
for  relief  purposes  at  the  present  time. 

Another  characteristic  of  the  property  tax  is  that^  at  least  in  so  far  as 
It  falls  upon  land,  it  is  not  readily  shiftable,  if  at  all.  In  so  far  as  it  is  non- 
shiftable,  it  reduces  the  tax-dear  income  from  property.  It  is  essentially 
a  fixed  payment  which  must  be  made  if  the  property  owner  is  to  enjoy  un- 
interrupted possession  of  his  property. 

Gathering  these  threads  together,  we  have  a  situation  somewhat  like  this : 
The  variations  in  the  value  of  property  indicate  variations  in  the  eagerness 
of  the  owners  to  hold  or  acquire  property.  The  tax,  or  the  sacrifice  of  parting 
with  the  tax  money,  on  the  other  hand,  is,  in  a  sense,  the  cost  of  holding  the 
property.  But  the  eagerness  to  hold  property  weakens  in  hard  times,  as  the 
anticipated  net,  tax-dear  income  from  it  decreases.  And  the  burdensomeness 
of  the  cost  of  holding  property  increases  during  the  depression  periods  since 
the  tax  does  not  decrease  much  and  the  purchasing  power  of  the  monetary 
unit  increases.  With  the  weakening  of  the  desire  to  hold  property,  and  the 
increasing  burdensomeness  of  holding  it,  we  should  expect  that  the  owners 
vronld  refuse  to  a  greater  extent  than  at  other  times  to  pay  taxes  in  order 
to  hold  it.  There  has  been,  as  stated  above,  some  listing  of  causes  of  de- 
linquency. It  is  probable  that  by  far  the  largest  part  of  the  abnormal  de- 
linquency can  be  accounted  for  by  two  general  causes.  One  is  that,  owing 
to  bad  economic  conditions,  the  property  owner  simply  cannot  raise  the  money 
for  the  taxes ;  and  the  other  is  that,  though  he  might  raise  the  money,  he  deems 
it  not  worth  while  to  pay  the  taxes  in  order  to  hold  his  property  in  view  of 
the  reduced  prospective  tax-clear  income  from  it.  Those  at  least  are,  it  may 
be  confidently  asserted,  the  two  principal  causes  operating  in  the  present 
period  of  depression.  There  is  no  reason  why  we  may  not  assume  tentativdy 
that  these  same  causes  were  operating,  with  the  same  result,  though  in  vary- 
ing degrees,  during  earlier  depressions. 

Yet  when  we  turn  to  look  for  statistical  or  any  other  form  of  historical 
material  we  face  a  discouraging  situation.  Professor  Fairchild,  as  has  every 
one  else  who  has  tried  to  discuss  the  problem,  has  shown  the  difficulties  in- 
volved in  securing  information  about  even  the  percentages  of  currently  un- 
collected property  taxes.  The  facts,  of  course,  are  there— on  the  books  of 
the  tax  collector.  But  they  are  seldom  taken  from  these  books,  combined, 
made  matters  of  official  record,  and  preserved  so  that  over  a  period  of  years 
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thej  may  become  usefoL  There  iM,  with  rare  ezceptums^  no  appredatum  o! 
the  value  such  facts  would  have.  This  ia  all  the  more  regrettable  ainoe  mdi 
information  might  uaaally  be  had  with  practically  no  extra  cost.  In  Kansas, 
for  example,  the  coonty  clerk  and  the  county  treasurer  both  report  ooUee- 
tions  to  the  state  auditor  and  the  state  treasurer,  respectiTel j^  for  pmrposei 
of  settlement  by  county  treasurers  with  the  state  treasurer.  A  small  chsoge 
in  the  blanks  upon  which  this  report  Is  made  would  render  the  informstkn 
useful  for  showing  delinquencies;  and  there  would  be  a  speedy,  automsiie, 
and  almost  costless  source  of  Information.  But  It  has  not  been  possiUe  to 
make  the  necessary  change.  Such  is  presumably  the  case  In  other  states;  sad 
such  was,  presumably,  if  only  still  more  so,  the  case  in  former  years. 

Information  that  such  data  were  not  available,  or  were  not  thou^t  wortii 
recording  and  discussing.  Is  indicated  from  another  source.  In  about  one- 
half  of  the  states,  and  In  a  number  of  the  larger  dties,  fiscal  and  finandtl 
histories  have  been  written.  These  histories  practically  aU  nef^edt  aU  but 
one  phase  of  the  collection  of  taxes.  The  collection  machinery  Is  discussed, 
often  at  some  length ;  but  Its  efficiency  is  rarely  treated,  and  then  only  is 
general  terms.  In  only  very  rare  instances  is  reference  made  to  the  depres- 
sion and  its  effect  upon  the  delinquency;  and  where,  as  If  at  random,  any 
unusual  delinquency  during  a  period  of  depression  is  noted^  the  writer  ex- 
plains it  away  on  other  grounds  than  hard  times. 

Professor  £.  L.  Bogart,  in  his  Fitutncial  History  of  Ohio,  notes  (page  197) 
that  "after  the  War  of  1812  and  the  consequent  liard  times'  the  system  [of 
collecting  real  estate  taxes]  broke  down  completely.''  But  later  he  lays  the 
blame,  not  on  the  "hard  times,"  but  on  the  too  liberal  redemption  laws  whidi 
rendered  tax  titles  worthless.  Nowhere  else  is  there  any  indication  that  "hard 
times"  increased  the  delinquency  in  Ohio.  Yet  it  is  clear  that  the  present 
"hard  times"  have  increased  delinquency  in  that  state. 

Professor  R.  M.  Haig,  in  his  Huiory  of  Taxation  in  Illinois,  notes  the 
very  poor  collection  of  land  taxes  during  the  period  1809-88,  but  no  indi- 
cation is  given  of  any  depression  as  a  factor  in  the  delinquency.  Later,  how- 
ever, he  states  (page  85)  that  during  the  next  period  "the  situation  was  par 
ticularly  acute  because  of  the  economic  depression  which  developed  and 
continued  through  1848  and  1844."  No  references  are  made  to  any  such  effects 
during  later  depressions. 

Mr.  W.  C.  Fankhauser,  in  his  il  Financial  History  of  California,  has  given 
(page  242)  some  figures  of  actual  delinquencies  of  the  state  property  tax 
(which  is  not  of  course  the  same  necessarily  as  the  local  taxes)  for  the  years 
following  the  depression  of  1878.  For  the  fiscal  year  ending  June  80,  1874, 
12.5  per  cent  of  the  state  tax  was  delinquent.  For  each  of  the  following  years, 
respectively,  the  percentages  were  20.0,  10.2,  5.5,  5.09,  and  4.4.  But  he  at 
once  robs  us  of  any  joy  in  discovering  anything  by  explaining  the  large 
percentages  of  delinquency  of  the  first  three  years  as  being  due  to  litigation 
over  the  assessment  of  solvent  credits  and  mortgages.  He  does  however  give 
(page  848)  what  seems  to  be  the  only  clear  bit  of  evidence  in  support  of 
my  contention  which  I  have  found  in  any  of  th^se  monographs.  In  California 
the  state  then  took  title  to  delinquent  property,  subject  to  redemption  bj 
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owner  or^  failing  tnch  redemption^  sale  by  tiie  state.  Daring  the  four  years 
1906-10^  the  state  took  title  to  about  22,000  parcels  each  year,  without  much 
variation  from  year  to  year.  But  the  number  of  parcels  redeemed  increased 
from  18,662  during  the  first  year  to  28,124  daring  the  last  In  other  words, 
while  the  short-lived  depression  was  on,  the  state  was  taking  titie  to  real 
estate  much  faster  than  it  was  being  redeemed  by  the  owners ;  but  later,  with 
retaming  prosperity,  presumably,  the  redemptions  were  somewhat  in  excess 
of  the  sales  to  the  state. 

These  writers  deserve  credit  for  even  these  meagre  figures.  The  other 
monograph  writers  in  this  group  have  given  us  nothing  at  all  applicable  to 
the  problem  I  have  set.  I  have  given  these  figures  at  length  merely  because 
they  show  how  littie  the  question  I  have  raised  has  troubled  any  one  in  earlier 
years.  Does  this  lack  of  interest  indicate  that  there  was  no  abnormal  amount 
of  tax  delinquency  during  and  as  a  result  of  earlier  depressions  in  the  states 
about  which  such  histories  have  been  written?  I  believe  not.  But  it  does 
prove  that  anyone  trying  to  investigate  the  problem  is  going  to  have  diffi- 
culty securing  his  facts.  Still,  it  ought  to  be  possible  to  secure  enough  to 
ascertain  whether  anything  could  be  learned  from  history  about  tax  de- 
Unqnendes,  and  about  the  relation  of  the  different  phases  of  the  business 
cycle  to  the  phenomenon  of  delinquency. 

If,  on  the  other  hand,  my  conjectures  should  be  found  to  be  in  error — ^if  it 
should  be  found  that  the  present  business  depression  is  the  first  one  that  has 
had  as  one  of  its  characteristics  a  calamitous  epidemic  of  tax  delinquency — 
then  we  have  a  new  problem  requiring  an  answer. 
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In  a  western  state  a  railway  bridge  had  been  destroyed  by  fire  and 
it  was  necessary  to  replace  it.  Two  days  later  came  the  superintendent  of 
the  division.  Alighting  from  his  private  car,  he  encountered  the  foreman 
of  the  bridge  builders.  *'Bill,"  said  the  superintendent,  and  the  wordi 
quivered  with  energy,  **I  want  this  job  rushed.  Every  hour's  delay  costi 
the  company  money.  Have  you  the  engineer's  plans  for  the  new  bridge?" 
"I  don't  know,"  said  the  bridge  builder,  **whether  the  engineer  has  his 
picture  drawed  yet,  but  the  bridge  is  up  and  the  trains  is  passin'  over 
it." 

The  government  in  Washington  is  in  the  position  of  the  railroad 
foreman  who  had  to  rush  through  an  emergency  bridge  without  plani 
— except  that  it  has  had  to  build  many  emergency  bridges.  No  doabt 
some  of  the  bridges  which  it  has  built  should  not  have  trains  running 
over  them  very  long.  Possibly  a  few  should  not  have  trains  running 
over  them  at  all.  In  presenting  this  paper  I  may  be  compared  to  aa 
engineer  who  appears  with  a  blueprint  after  the  emergency  bridge  is 
done  and  points  out  certain  respects  in  which  the  bridge  will  not  do 
permanently. 

Until  several  years  ago  most  proposals  to  alleviate  depressions  b; 
expanding  public  construction  contemplated  simply  lon^range  plan- 
ning of  public  works.  These  proposals  involved  no  ultimate  change  in 
the  total  volume  of  public  expenditures  but  merely  changes  in  the  tinung 
of  the  expenditures.  It  was  assumed  that  a  long-range  program  of 
public  construction  would  be  planned  in  the  light  of  its  cost  and  of  the 
ability  and  the  willingness  of  the  community  to  bear  the  burden.  Then 
it  was  proposed  to  concentrate  construction  as  much  as  possible  in 
periods  of  depression.  Such  a  proposal  is  easy  to  defend,  for  it  involTes 
no  ultimate  change  in  the  size  of  the  government  debt  and  no  radical 
effects  upon  the  price  structure.  The  government  simply  purchases  kis 
of  certain  materials  and  services  at  times  when  the  rest  of  the  com- 
munity is  buying  more  and  it  buys  more  of  these  materials  and  services 
at  times  when  the  rest  of  the  community  is  buying  less.  Over  a  period 
of  time,  however,  the  volume  of  purchases  by  the  government  is  presuia- 
ably  not  altered.  And  although  the  government  borrows  to  spend  dor 
ing  depressions,  it  reduces  its  debt  during  booms  so  that  in  the'long  run 
there  is  no  change  in  the  government  debt. 

The  present  public  works  program  is  far  more  ambitious  than  mere 
long-range  planning  and  fraught  with  far  greater  possibilities  of  bodi 


The  EcoHomiei  of  PtibUc  Work$  176 

good  and  evil.  The  goyemment  is  deliberately  setting  out  to  spend 
enough  borrowed  money  on  public  construction  to  lift  business  out  of 
the  depths  of  the  depression.  Of  course,  the  expenditures  on  public 
works  are  far  from  the  entire  recovery  program,  but  they  are  predicated 
on  the  assumption  that  business  needs  this  stimulus,  and  the  magnitude  of 
the  expenditures  is  determined  by  the  severity  of  the  depression  and  by 
the  amount  of  stimulus  which  business  is  assumed  to  require.  Such  a 
program  may  conveniently  be  designated  a  ^^market-supporting"  pro- 
gram to  distinguish  it  from  the  less  ambitious  proposals  of  long-range 
planning.  You  will  appreciate  at  once  that  we  are  gambling  with  big 
stakes.  If  the  program  works,  it  may  be  regarded  as  practically  cost- 
less for  it  will  more  than  pay  for  itself  by  increasing  production  and 
onployment.  If  it  fails  and  we  saddle  ourselves  with  an  enormous  in- 
crease in  the  public  debt  without  alleviating  the  depression,  perhaps  the 
community  may  feel  unable  or  unwilling  to  pay  the  debt. 

In  this  paper  I  shall  not  analyze  in  detail  the  specific  program  which 
the  federal  government  has  launched,  but  I  shall  examine  the  economics 
of  programs  of  this  general  type  rather  than  the  economics  of  the 
long-range  planning  of  public  works.  My  discussion  will  fall  into  four 
principal  parts.  First,  I  shall  discuss  the  need  for  supporting  markets 
during  depressions;  second,  I  shall  point  out  some  of  the  limits  to 
the  usefulness  of  public  works  as  a  device  for  accomplishing  this  purpose; 
third,  I  shall  indicate  some  dangers  involved  in  public  works  programs 
of  the  market-supporting  type;  and,  finally,  I  shall  make  some  compari- 
sons between  public  works  and  other  methods  of  alleviating  depressions. 


Let  me  begin  the  analysis  by  expressing  the  conviction  that  there  is 
urgent  need  of  developing  large  expenditures  which  are  not  dependent 
on  profit  prospects  and  of  dovetailing  them  with  the  expenditures  which 
do  depend  on  profit  prospects.  In  no  other  way,  short  of  abolishing 
production  for  profits,  can  the  total  volume  of  spending  in  the  com- 
munity be  stabilized,  because  the  spending  which  is  governed  by  profit 
prospects  is  bound  to  fluctuate.^  The  instability  of  expenditures  that 
depend  on  profit  prospects  is  the  result  of  a  conjunction  of  circum- 
stances ;  but  the  crucial  one,  however,  is  the  fact  that  the  demand  for 
goods  is  not  ready-made  but  depends  in  large  measure  upon  the  success 
of  business  men  in  discovering  new  ways  of  making  money  by  changing 
products  or  processes  or  by  enlarging  operations.  When  business  men 
discover  an  increasing  number  of  such  opportunities,  expenditures  rise 
and  the  demand  for  commodities  and  services  increases.  But  if  managers 

*  By  stabilizing  the  volume  of  spending  I  do  not  necessarily  mean  keeping  it  constant 
In  amount  but  simply  free  from  fluctuations.  Steady  growth  is  merdy  one  form  of 
stabiUty. 
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experience  unusual  difficulty  in  discovering  new  ways  of  making  money, 
there  is  a  shrinkage  in  the  demand  for  capital  goods  and  for  the  labor 
used  in  making  and  installing  them.  The  drop  in  demand,  however,  is  not 
confined  to  capital  goods  and  the  labor  used  in  producing  theoL  The 
reason  is  obvious.  When  employees  in  the  capital  goods  industries  lose 
their  jobs  and  when  the  owners  of  plants  in  the  capital  goods  industriei 
receive  smaller  dividends,  they  must  reduce  their  purchases  of  consumers' 
goods. 

It  is  unnecessary  to  discuss  the  multitude  of  reasons  why  managers 
have  varying  success  in  discovering  new  opportunities  to  make  money. 
Let  me  simply  remind  you  that  to  assiune  that  profit-making  oppor- 
tunities will  be  discovered  at  a  constant  rate  is  to  assume,  among  other 
things,  that  technology  will  discover  new  products  and  new  processes 
at  a  constant  rate  and  that  the  new  products  and  processes  will  bear 
a  constant  competitive  relationship  to  the  old  products  and  processes- 
assumptions  for  which  there  is  no  warrant.  It  is  theoretically  conceir- 
able  that  prices  might  be  so  flexible  that  the  impact  of  a  changing  worid 
upon  the  price  structure  would  not  alter  the  success  of  managers  m 
finding  new  ways  to  make  money,  that  no  matter  what  changes  occurred 
in  the  external  world,  prices  would  respond  so  promptly  that  profit 
prospects  would  always  remain  equally  attractive.  But  although  such 
fluidity  of  prices  is  conceivable,  everyone  knows  that  it  is  practicallj 
unattainable.  Hence  proflt  prospects  vary  and,  as  they  do,  the  spending, 
production,  and  employment  which  depend  upon  them  are  bound  to 
fluctuate. 

Schemes  for  controlling  credit  and  the  relationship  between  saving 
and  private  investment  offer  some  prospect  of  reducing  the  fluctuations 
in  spending  but  they  all  leave  undisturbed  the  fundamental  fact  that  dis- 
coveries of  new  methods,  new  products,  and  new  natural  resources  do  not 
occur  at  an  even  rate.  Consequently,  there  is  little  hope  that  fluctuations 
in  the  rate  of  interest  alone  will  stabilize  the  prospect  for  profits.  We 
are  forced  to  the  conclusion  that  unless  spending  which  does  not  depeid 
upon  profits  can  be  dovetailed  with  spending  which  does,  millions  of  meo 
are  bound  to  be  thrown  into  idleness  every  few  years  because  business 
men  fail  to  discover  enough  new  opportunities  to  make  money.  Upon  this 
fact  rests  the  case  for  large  programs  of  public  works  of  the  market- 
supporting  type. 

n 

Before  we  examine  the  problem  of  stabilizing  all  spending,  let  us 
notice  the  magnitude  of  the  undertaking.  In  1982  debits  to  individual  ac- 
counts were  only  about  40  per  cent  as  large  as  in  1929.  Allowing  for  the 
fact  that  cash  payments  fluctuated  less  than  check  payments,  the  volume 
of  spending  in  1982  was  perhaps  roughly  half  the  volume  in  1929.  To 
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offset  such  a  precipitous  drop  in  private  spending  would  obviously  re- 
quire an  enormous  expansion  of  public  buying.  Now  under  favorable  con- 
ditions a  given  outlay  on  public  works  may  create  a  volume  of  private 
spending  that  is  several  times  larger  than  the  government  expenditures 
on  public  construction.  If  the  government  expenditures,  however,  in- 
crease the  total  volume  of  spending,  accelerate  the  reduction  of  exces- 
sive inventories  and  the  repayment  of  indebtedness,  and  reduce  losses  and 
bankruptcies,  their  benefits  may  be  far-reaching.  By  thus  protecting  the 
credit  of  firms,  they  will  reduce  the  tendency  of  banks  to  force  the 
liquidation  of  indebtedness.  And  by  preventing  business  confidence  from 
shrinking  to  the  depths  that  it  otherwise  would,  they  will  halt  the 
tendency  for  business  enterprises  to  postpone  commitments  and  thus  will 
tend  to  sustain  the  velocity  of  circulation. 

But  even  allowing  for  the  fact  that  a  given  outlay  on  public  works 
under  favorable  conditions  may  have  a  very  large  effect  upon  the  volume 
of  private  spending,  it  is  obvious  that  an  enormous  program  of  public 
works  would  have  been  necessary  to  offset  the  drop  in  private  spending 
between  1929  and  1982.  Hence  the  possibility  of  stabilizing  the  total 
volume  of  spending  by  dovetailing  public  buying  with  private  would  ap- 
pear to  require  a  drastic  reduction  in  fluctuations  of  private  expendi- 
tures. The  outlook  for  this  is  none  too  bright.  Even  in  1982  deposits  sub- 
ject to  check  were  over  two-thirds  as  large  as  in  1929.  This  indicates  that 
rigid  control  of  fluctuations  of  credit  would  not  prevent  enormous  fluc- 
tuations in  spending.  Obviously,  however,  the  achievement  of  stability 
through  dovetailing  presupposes  drastic  control  of  credit.  The  violence 
of  fluctuations  in  private  spending  is  due  to  the  fact  that  credit  expands 
at  a  time  when  the  velocity  of  circulation  is  also  rising.  This  suggests  the 
conclusion  that  increases  in  the  velocity  of  circulation  should  be  offset  by 
contraction  of  credit.  But  I  do  not  believe  this  to  be  possible,  for  as  long 
as  we  have  a  banking  system  of  the  present  type,  a  quickening  of  business 
must  produce  simultaneously  an  expansion  of  credit  and  a  rise  in  the 
velocity  of  circulation.  Perhaps,  therefore,  the  achievement  of  stabiliza- 
tion is  incompatible  with  the  retention  of  the  present  credit  system. 

The  breakdowns  in  exchange  which  we  call  depressions  have  a  dual 
nature.  For  one  thing,  they  are  reactions  to  maladjustments  which 
develop  between  supply  and  demand.  These  maladjustments  may  develop 
in  a  vast  variety  of  ways.  Naturally,  they  all  carry  with  them  mal- 
adjustments in  the  price  structure.  For  business  to  pick  up,  these  mal- 
adjustments must  in  some  measure  be  corrected.  This  means  that  there 
must  be  changes  either  in  the  prices  or  in  supply  and  demand,  usually 
in  both.  But  although  depressions  are  reactions  to  maladjustments,  they 
are  far  from  being  simply  corrective  reactions.  On  the  contrary,  they 
are  themselves  a  source  of  maladjustments,  for  the  very  drop  in  spend- 
ing, which  is  the  essence  of  depression,  intensifies  existing  maladjust- 
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ments  and  creates  new  ones.  Furthermore,  the  prices  which  change  first 
are  not  necessarily  those  which  are  most  in  need  of  being  changed.  In 
order  to  effect  the  necessary  readjustments  there  is  usuaUy  needed  a 
drop  in  costs,  but  many  cost  prices  are  among  the  slowest  to  drop. 

In  so  far  as  expenditures  on  public  works  halt  the  drop  in  the  total 
volume  of  spending,  they  may  reduce  the  tendency  of  depressions  tc 
create  new  maladjustments.  As  a  general  rule,  however,  it  may  be  said 
that  the  construction  of  public  works  does  not  remove  the  fundamental 
causes  which  produce  depressions.'  Suppose,  for  example,  that  a  de- 
pression occurs  because  technological  discoveries  have  failed  to  pra 
vide  enough  new  profit-making  opportunities  to  maintain  the  demand 
for  capital  goods.  The  drop  in  the  demand  for  capital  goods  produce? 
unemployment  and  losses  in  the  capital-goods  industries,  which,  in  turn, 
reduce  the  demand  for  consumers'  goods  and  create  unemploym^t 
and  losses  in  the  consumer-goods  industries.  All  of  this  means  a  smalla 
volume  of  spending  and  a  depression.  The  expenditures  on  public  worb 
may  counteract  in  some  measure  the  drop  in  private  spending,  but  the 
fundamental  difficulty,  which  was  the  failure  of  technology  to  advance 
fast  enough  to  maintain  the  demand  for  capital  goods,  has  not  been 
remedied.  Of  course,  if  the  former  rate  of  technological  advance  is 
promptly  resumed,  all  may  be  well  and  public  works  will  have  served 
as  a  useful  stop-gap  in  protecting  the  community  from  the  consequences 
of  fluctuations  in  the  rate  of  technological  discovery.  But  suppose  that 
the  previous  rate  of  technolo^cal  discovery  is  not  promptly  resumed. 
The  country  is  unable  to  maintain  a  heavy  outlay  on  public  works  in- 
definitely. When  the  expenditures  cease,  the  depression  may  be  resumed 
in  full  force  and  the  country  may  find  itself  saddled  with  a  heavier  burden 
of  debt  and  with  the  maladjustments  which  precipitated  the  depression 
still  uncorrected. 

Or  suppose  that  a  depression  occurs  because  important  branches  of 
agriculture  have  become  overdeveloped  relative  to  manufacturing.  If 
farmers  are  unable  to  buy  enough  manufactures,  unemployment  derd- 
ops,  with  the  result  that  the  market  for  farm  products  shrinks  and  the 
overdevelopment  of  agriculture  becomes  worse.  What  is  needed  to  get 
industry  operating  in  a  normal  fashion  is  to  restore  the  proper  rdation- 
ship  between  agriculture  and  manufacturing.  Of  course,  expenditures  on 
public  works  may  be  of  temporary  help  in  sustaining  the  demand  for 
agricultural  products  and  thus  in  cushioning  the  effects  of  the  depression 
on  agriculture,  but  they  will  not  correct  the  underlying  maladjustment 
As  soon  as  the  public  credit  is  exhausted  or  the  willingness  of  the  pubBc 

'  Under  some  circumstances  and  within  modest  limits  expenditures  on  public  woiici 
may  assist  in  removing  the  causes  of  the  depression.  For  example,  by  helping  to  main- 
tain the  market  for  gc^s,  the  outlay  on  public  works  may  assist  enterprises  in  shiftisg 
out  of  industries  which  are  overdevelopra  hito  others  which  are  not. 
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;o  support  the  public  works  program  ceases,  the  original  maladjustment 
>etween  manufacturing  and  agriculture  will  again  make  itself  f dt. 

Public  works  programs,  therefore,  must  be  regarded  as  essentially 
palliatives  rather  than  correctives.  In  view  of  this  fact,  is  it  wise  to 
pledge  public  credit  in  huge  amounts  in  an  attempt  to  offset  fundamental 
forces  that  are  producing  a  decline  in  business?  It  is  scarcely  conceiv- 
able, for  example,  that  even  very  large  expenditures  on  public  construc- 
tion in  the  United  States  in  1980  or  1981  would  have  halted  a  depression 
prhich  was  the  product  of  so  many  world-wide  maladjustments  and  which 
was  being  made  constantly  worse  by  mistaken  economic  policies  in  many 
countries,  including  our  own,  and  by  critical  political  situations  in  several 
parts  of  the  world.  In  considering  the  wisdom  of  spending  large  amounts 
on  public  works  early  in  a  depression  for  the  purpose  of  halting  it,  one 
must  recognize  that  governments,  because  of  ignorance  or  political  con- 
siderations, are  likely  to  pursue  some  policies  which  aggravate  rather 
than  relieve  the  depression.  The  conclusion  is  inescapable,  I  believe,  that 
until  governments  are  far  better  able  to  avoid  policies  which  aggravate 
depressions,  the  time  to  begin  a  large  public  works  program  is  not  early 
in  the  depression,  but  only  after  fairly  unmistakable  signs  of  recovery 
have  begun  to  appear.  In  view  of  the  doubtful  value  of  many  policies 
which  are  now  being  pursued  to  produce  business  revival,  it  is  fortunate 
that  we  have  embarked  upon  the  present  large  construction  program 
only  after  business  the  world  over  seems  to  have  turned  the  comer  and 
only  after  fundamental  recuperative  forces  have  become  so  strong  that 
even  serious  administrative  errors  are  unlikely  to  interrupt  the  recovery. 
Obviously,  it  is  far  safer  to  gamble  with  public  credit  on  a  rising  market 
than  on  a  falling  one. 

ni 

Up  to  this  point  my  discussion  has  been  based  on  the  assumption 
that  expenditures  on  public  works,  while  not  affecting  the  causes  of  de- 
pressions, would  at  least  tend  to  mitigate  their  severity  by  increasing 
the  total  volume  of  spending.  It  is  necessary,  however,  to  consider  the 
possibility  that  a  large  public  works  program  may  have  the  opposite 
eff'ect — that  it  may  aggravate  the  depression  by  diminishing  the  total 
volume  of  spending.  Such  a  large  part  of  all  buying  is  controlled  by 
private  enterprises  and  such  a  small  part  by  the  government  that  only  a 
small  increase  in  the  disposition  of  business  men  to  postpone  commitments 
would  entirely  offset  a  large  increase  in  buying  by  the  government. 

There  are  several  ways  in  which  a  large  outlay  on  public  construc- 
tion may  cause  business  enterprises  to  reduce  their  expenditures.  In 
the  first  place,  it  may  cause  managers  to  regard  the  economic  situation 
as  too  highly  artificial.  As  long  as  they  view  the  situations  in  this  light, 
they  are  likely  to  be  exceedingly  conservative  in  planning  private  com- 
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vtmction  aggravates  or  alleviates  a  depression  depends  upon  whether 
it  reduces  or  magnifies  the  original  maladjustments  in  the  price  struc- 
ture. Now  it  does  not  necessarily  follow  that  expenditures  on  public 
works  will  either  increase  or  decrease  maladjustments  in  price  rdation- 
ships,  but  it  is  highly  probable  that  these  expenditures  will  retard  the 
very  price  changes  which  a  revival  of  business  requires.  This  is  particu- 
larly true  in  case  public  construction  is  expanded  on  a  large  scale  early 
in  the  depression. 

What  are  the  reasons  for  this  conclusion?  Depressions  are  a  result  of 
the  fact  that  managers  find  fewer  opportunities  to  make  money  by 
changing  methods  or  expanding  operations.  Business  emerges  from  de- 
pression when  managers  discover  a  sufficient  number  of  new  ways  to  re- 
duce costs  or  to  make  money.  Obviously  this  is  very  likely  to  require  a 
drop  in  the  cost  of  changing  or  expanding  operations,  particularly  a 
drcyp  in  the  cost  of  capital  equipment  and  the  labor  used  to  install  it. 
But  it  is  precisely  the  prices  which  determine  construction  costs  that 
are  likely  to  be  ^pegged"  by  a  large  program  of  public  building.  This 
would  be  true  even  if  the  government  bought  everything  at  the  lowest 
possible  prices.  It  is  even  more  true  when  the  government  makes  some 
purchases  at  more  or  less  arbitrary  prices.  This  is  well  illustrated  by 
the  present  public  works  program.  The  government  is  purchasing  ma- 
terials at  the  lowest  possible  price,  but  it  is  buying  labor,  which  repre- 
sents, of  course,  a  large  part  of  the  total  construction  cost,  at  more 
or  less  arbitrary  prices.  In  view  of  the  fact  that  there  is  often  no  price 
for  labor  in  the  construction  industry  which  may  properly  be  regarded 
as  a  market  price,  the  government  is  confronted  with  a  difficult  prob- 
lem in  fixing  wages  on  construction  jobs.  The  government  has  set  a 
scale  for  skilled  labor  of  $1.00  an  hour  in  the  South,  $1.10  in  the  Middle 
states,  and  $1.20  in  the  North  for  skilled  labor.  In  the  South,  union 
men  have  been  striking  to  get  $.75  an  hour.  In  many  places  in  the  North, 
wages  of  the  building  crafts,  even  during  the  height  of  the  building 
boom  in  1928-29,  did  not  reach  $1.20.  Now  in  the  midst  of  perhaps  the 
worst  depression  in  our  history,  the  government  is  paying  wages  which 
exceed  the  boom  rates  in  many  communities.* 

As  a  matter  of  fact,  however,  I  am  not  particularly  alarmed  at  the 
probable  effect  of  wages  under  the  present  public  works  program  upon 
the  revival  of  business.  Fortimately  the  program  has  been  initiated  only 
after  nearly  four  years  of  depression,  after  the  prices  of  construction 
materials  have  had  time  to  fall,  after  business  men  have  had  ample  op- 

*  The  rate  of  $1S0  an  hour  is  often  defended  on  the  ground  that  Congress  has  limited 
tbe  woricing  hours  on  public  works  projects  to  thirty  a  week.  If  this  be  a  Justification 
for  91^  an  hour,  let  us  be  thankful  that  Congress  did  not  limit  the  worldng  wedc  to 
fifteen  hours  which  would  presumably  have  Justified  a  rate  of  98.40  an  hour. 
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portunities  to  discoYer  many  new  ways  of  changing  and  enlarging  th 
operations,  and  after  a  substantial  shortage  of  some  types  of  hoosi 
and  equipment  has  developed.  Consequently,  although  high  wage  ra 
on  public  works  may  discourage  some  private  c<mstruction  and  even 
terfere  seriously  witili  the  provision  of  cheap  housing,  they  are  not  lik 
to  have  a  disastrous  effect  upon  recovery.  I  do,  however,  wish  to  str 
anphatically  the  danger  of  pegging  building  materials  and  labor  by 
ambitious  program  of  public  works  initiated  early  in  a  depression 
fore  these  prices  have  had  an  opportunity  to  fall.  By  retarding  a  di 
in  the  prices  which  must  fall  in  order  for  change  and  growth  on  a  hu 
scale  to  become  profitable,  a  huge  public  construction  program  m 
seriously  intensify  and  prolong  the  depression.  The  d^ree  of  ham 
likely  to  be  greatest,  of  course,  following  a  boom,  such  as  the  last  oi 
in  which  vigorous  speculative  expansion  of  private  construction  pusli 
up  the  prices  of  building  labor  and  materials  to  hi^  levels.  For  exsmf 
a  large  public  works  program  in  1980,  tending  to  peg  building  costs 
1028-29  levels,  would  have  been  disastrous.^ 

IV 

Much  of  the  foregoing  discussion,  as  I  have  been  at  pains  to  poi 
out,  has  little  bearing  on  the  present  program  of  the  government  t 
cause  this  program  was  not  started  until  after  business  had  turned  t 
comer.  But  the  present  program  does  raise  interesting  and  import! 
questions.  Up  to  the  present  moment  only  about  $150,000,000  of  i 
authorized  $8,800,000,000  has  been  spent.  A  substantial  part  of  t 
three  billions  cannot  be  spent  in  the  immediate  future.  It  is  eotin 
possible,  however,  that  within  the  next  year  business  will  experience 
revival  as  sharp  and  as  sudden  as  that  which  occurred  late  in  IS 
and  early  in  1928.  In  that  event,  competition  by  the  government  form 
j|  and  materials  in  large  amounts  might  easily  stimulate  an  expansion 

credit  and  a  rise  in  prices  which  could  not  easily  be  controlled.  A 
yet  the  government  could  not  stop  construction  without  exposing  mt 
half-completed  projects  to  ruin.  In  an  economic  system  such  as  oa 
which  is  subject  to  pronounced  and  unforeseeable  changes,  govenmx 
fiscal  policy  needs  to  be  subject  to  quick  reversal.  Programs  of  poll 
works  tend  to  tie  the  hands  of  the  govemmait  in  reversing  its  & 
policy  and  hence  to  weaken  its  ability  to  control  booms.  To  a  substsnt 
extent,  no  doubt,  the  engineers  can  plan  public  works  so  that  gore 
ment  expenditures  can  be  temporarily  reduced  on  short  notice.  T1 

*  Public  works  are  often  urged  oo  the  ground  that  they  are  needed  to  help  the  capfl 
goods  industries.  In  bo  far  as  they  retard  the  resumption  of  private  coDstmctisD 
pegging  the  prices  of  capital  goods  too  high,  their  help  to  the  ei^ital-goods  indasb 
b  temporary  only. 
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is  an  economic  consideration  of  importance  which  should  be  given  great 
weight  in  selecting  and  planning  projects. 


In  view  of  the  difficulties  and  dangers  connected  with  large  expen- 
ditures on  public  construction,  it  is  pertinent  to  compare  tiiem  with 
another  method  of  dealing  with  unemployment;  namely,  unemployment 
reserves.  In  three  important  respects  unemployment  reserves  appear  to 
be  superior  to  public  works — or  at  least  to  very  large  programs  of 
public  works.  In  the  first  place,  under  most  schemes  of  unemployment 
reserves  the  public  credit  is  not  ordinarily  involved  and  the  deflationary 
effects  which  accompany  the  fears  concerning  public  credit  are  avoided. 
In  the  second  place,  the  disbursement  of  unemployment  benefits  does  not 
peg  the  prices  of  capital  goods  and  thus  tend  to  make  a  resumption  of 
change  and  growth  unprofitable.  On  the  contrary,  it  affects  primarily 
the  prices  of  consmners'  goods  and,  by  supporting  these  prices,  ac- 
celerates the  time  when  a  resumption  of  growth  is  advantageous.  In  the 
third  place,  the  disbursement  of  unemployment  benefits  automatically 
diminishes  as  business  improves.  Hence  there  is  no  danger  that  these  dis- 
bursements will  be  an  inflationary  influence  during  periods  of  revival. 

In  one  important  respect,  however,  public  works  appear  to  be  superior 
to  unemployment  reserve  plans  of  the  type  usually  proposed.  Public 
works  which  are  financed  by  borrowing  or  by  using  idle  government  bal- 
ances and  which  do  not  threaten  public  credit  or  raise  construction  costs 
too  much  may  increase  the  total  volume  of  spending  in  the  conununity. 
But  when  unemployment  benefits  are  paid  by  selling  bonds  from  the 
reserve  funds,  they  probably  have  little  or  no  effect  upon  the  total 
amount  of  spending.  They  simply  transfer  purchasing  power  from  the 
bond  buyers  to  the  unemployed.  In  fact,  large  bond  sales  by  the  un- 
employment reserve  funds  when  the  bond  market  is  weak  may  cause 
serious  difficulties  for  the  banks  and  for  corporations  with  large  matur- 
ities to  meet  and  thus  may  be  a  powerful  deflationary  influence.  This 
defect  in  unemployment  reserve  plans  is  serious  and  has  received  less  at- 
tention than  it  deserves.  Fortunately  it  can  be  removed  by  the  simple 
device  of  depositing  the  reserve  funds  in  the  Reserve  banks  instead  of 
investing  them  in  government  securities.  In  this  way  a  real  transfer 
of  purchasing  power  from  periods  of  boom  to  periods  of  depression  will 
be  effected.  In  addition,  a  powerful  and  automatic  brake  will  be  ap- 
plied to  the  expansion  of  credit  in  times  of  boom  and  strong  support 
will  be  given  to  the  bond  market  during  times  of  depression.  Operated 
in  this  way  unemployment  reserves  are  superior  to  public  works  in  every 
respect  except  possibly  one.  Public  works  create  jobs  directly  as  well 
as  indirectly.  Unemployment  reserves  do  so  only  indirectly. 
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VI 

In  conclusion,  let  me  summarize  some  of  the  results  of  the  precedii 
analysis  and  make  explicit  several  questions  which  it  seems  to  rail 
To  begin  with,  there  stands  out  the  extreme  difficulty  of  stabilizing  i 
economy  which  is  conducted  for  profit  and  in  which  the  demand  for  goo 
depends  in  large  measure  upon  the  rate  at  which  business  men  discor 
new  ways  of  making  money.  In  such  an  economy  private  spending 
bound  to  fluctuate  violently.  In  view  of  the  many  obstacles  to  uth 
public  spending  to  offset  fluctuations  in  private  spending,  the  achiev 
ment  of  stability  must  depend  upon  success  in  greatly  reducing  tl 
fluctuations  in  private  spending.  For  example,  it  would  be  folly  to  a 
tempt  to  pledge  public  credit  in  sufficient  volume  to  offset  the  enormo) 
fluctuations  in  spending  made  possible  by  the  present  relatively  a 
controlled  credit  system. 

The  analysis  indicates  that  there  is  no  sense  in  talking  about  puU 
works  in  general  terms  because  whether  a  program  of  public  constni 
tion  does  more  good  than  harm  depends  upon  how  it  is  planned  ai 
executed  and  under  what  conditions  it  is  applied.  Public  works  a 
subject  to  the  important  limitation  that  they  support  markets  but  ( 
not  remove  the  fundamental  maladjustments  which  precipitate  depn 
sions.  And,  although  I  reject  the  view  that  unrestrained  and  uncontroQ 
liquidation  is  necessary  to  produce  the  price  rdationships  which  w 
permit  a  revival  of  business,  I  stress  the  fact  that  attempts  to  suppo 
the  market  for  capital  goods  may  defeat  their  purpose  by  keeping  t 
the  very  prices  which  must  fall  in  order  to  make  a  resumption  of  growl 
profitable.  The  danger  is  particularly  great  in  case  the  public  worl 
program  is  of  large  magnitude  and  is  started  early  in  the  depressio 
For  this  reason,  as  well  as  to  avoid  the  deflationary  effects  which  f( 
low  from  fear  of  inflation,  I  conclude  that  public  works  programs  of  i 
long-range  planning  type,  constructed  on  the  basis  of  the  ability  ai 
willingness  of  the  conununity  to  bear  the  cost,  are  preferable  to  pr 
grams  of  the  market-supporting  type  and  that  the  construction 
public  works  should  not  begin  until  the  prices  of  capital  goods  have  hi 
an  opportunity  to  fall.  Indeed,  public  works  might  be  used  to  induce 
prompter  fall  in  these  prices.  The  government  might  predicate  its  wi 
ingness  to  expand  construction  by  a  given  amount  upon  the  willingnc 
of  building  labor  and  producers  of  material  to  accept  a  given  reducti 
in  their  prices. 

These  conclusions  point  to  the  further  conclusion  that  public  wor 
are  least  valuable  precisely  when  they  are  needed  most.  They  may 
of  great  help  in  accelerating  the  revival  of  business — when  they  a 
least  needed — but  they  are  of  little  use  in  the  early  stages  of  the  d 
pression  when  things  are  going  from  bad  to  worse.  They  may  be  < 
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considerable  help  in  mitigating  depressions  of  moderate  severity,  but 
they  are  of  little  or  no  help  in  halting  a  drastic  decline.  For  example, 
even  a  very  large  program  of  public  construction  would  not  have  halted 
the  avalanche  of  world  deflation  in  1981  and  early  in  1982,  and,  by  un- 
dermining public  credit,  it  might  easily  have  added  to  the  avalanche. 
Since  public  works  are  so  obviously  insufficient  to  meet  the  problems  of 
depression,  something  else  is  needed.  Unemployment  reserves  on  a  nation- 
wide basis  would  help,  provided  the  financial  administration  were  wise. 
They  would  be  particularly  useful  in  the  early  stages  of  depression  when 
public  works  cannot  be  wisely  initiated,  but  they  would  not  be  enough. 
Perhaps  the  only  way  to  introduce  reasonable  stability  into  buying  is 
to  socialize  a  few  major  industries  which  are  large  consumers  of  capital 
goods.  But  this  would  not  solve  the  problem  if  it  resulted  in  too  much 
support  to  the  prices  of  capital  goods — the  very  thing  which  needs  to  be 
avoided.  Perhaps  help  would  be  derived  from  a  constant  tax  on  all  indus- 
tries to  subsidize  the  production  of  capital  goods  during  depressions.  Or 
perhaps  we  should  discard  this  industrial  system  which  throws  millions  of 
men  out  of  work  whenever  business  managers  have  difficulty  in  discovering 
enough  new  ways  to  make  money  and  should  construct  one  which  does 
not  require  the  prospect  of  profit  to  keep  it  going.  This  may  sound  like 
a  counsel  of  despair,  but  I  confess  a  growing  difficulty  in  seeing  how 
a  profit  system  can  be  satisfactorily  controlled  for  the  simple  reason 
that  the  prospects  for  profit  cannot  be  controlled. 
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MINUTES  OF  THE  BUSINESS  MEETINGS  OF  THE  AMERICAl 
ECONOMIC  ASSOCIATION,  HELD  IN  PHILADELPHIA, 
PENNSYLVANIA,  DECEMBER  27-29,  1988 

The  first  basiness  meeting  of  the  American  Economic  Association  was  hd 
at  9K)0  A.M.,  December  28,  1988,  in  the  Benjamin  Franklin  Hotel,  Philsdc 
phia,  Pennsylvania,  with  Vice-President  Usher  presiding. 

The  minutes  of  the  meeting  of  December  81,  1982,  were  approved  i 
printed  in  the  Proceedings  of  the  Forty-fifth  Annual  Meeting,  pp.  17S-7t. 

The  following  reports  of  officers  were  read  and  approved : 

(1)  The  Secretary.  (See  p.  191.) 

(2)  The  Auditor,  Mr.  Deibler  for  Frank  E.  Kohler  of  Frank  E.  Kohl 
and  Company.  (See  p.  198.) 

(8)  The  Treasurer.  (See  p.  197.) 

(4)  The  Managing  Editor.  (See  p.  208.) 

(6)  The  Finance  Committee,  Mr.  Deibler,  for  Mr.  C.  H.  Crennan,  Chai 
man.  (See  p.  206.) 

The  following  report  from  the  Encyclopaedia  of  the  Social  Sciencei  w 
submitted  by  Professor  E.  R.  A.  Seligman  and  accepted  for  the  record 

It  is  with  the  greatest  satisfaction  that  the  editor-in-diief  of  the  Bneyelapa§dm 
tk0  Social  Bdencei  is  able  to  report  that  the  completion  of  the  enterprise  is  now  i 
sured.  After  many  protracted  conferences  with  our  supporters,  and  espedalljr  1 
Rockefeller  Foundation  and  the  Caraegie  Corporation,  we  were  able  to  secure  a  gn 
of  funds  which,  with  a  g^eat  deal  of  sacrifice  on  the  part  of  our  editorial  and  ofl 
force,  will  ensure  the  completion  of  the  work. 

Volume  12  will  appear  in  the  near  future  and  the  remaining  three  Tolumes  are  n 
ciently  advanced  to  permit  of  the  confident  expectation  that  they  will  be  poUished 
approximately  three  month  intervals.  All  of  the  artides  for  the  three  final  vdn 
have  been  assigned.  The  comprehensive  index  is  well  under  way. 

Next  year  when  the  final  report  is  presented,  full  figures  will  be  given,  but  it  is  woi 
while  to  emphasise  even  now  that  altiiough  the  enterprise  will  have  cost  almost  dodl 
of  the  original  estimate  of  $650,000,  the  dbaracter  of  the  work  and  the  punctually  vl 
which  we  have  fulfilled  all  our  promises  have  been  able  to  secure  for  us  the  liberal  ai 
continued  support  of  our  benefactors. 

Dr.  E.  £.  Day  read  a  report  from  the  Joint  Census  Advisory  Committe 
The  report  was  approved  and  ordered  printed  as  part  of  the  reeords.  (S 
p.  207.) 

Professor  Walter  F.  Willcoz  made  an  oral  report  as  repreaentatiTe  to  tl 
American  Council  of  Learned  Societies.  The  membership  is  referred  to  6 
printed  report  of  the  activities  of  the  American  Council  of  Learned  Sodelic 
which  is  published  by  that  Association.  The  report  was  accepted. 

Professor  H.  A.  Millis  submitted  the  following  report  from  the  Commits 

on  Electoral  Procedure: 

This  Committee  was  set  up  as  a  result  of  a  resolution  presented,  with  197  slgnatnn 
at  the  Cincinnati  meeting  (see  AfMriean  Beononde  Reuiaw,  SwjfkpUmmU,  Mardi,  III 
pp.  178-74).  The  resolution  contained  a  specific  plsn  for  sdectinff  the  AssodsflM 
officers  and  the  members  of  its  several  committees.  The  decision  finally  arrived  at  win 
the  issue  was  discussed  is  contained  in  the  following  minute  (see  Am^rieam  Becmtm 
R0vi0w,  SuppUfMnt,  March,  1M8,  p.  174) : 

'That  the  President  in  consultation  with  the  Executive  Committee  appoint  a  coo 
mittee  on  electoral  procedure,  consisting  of  three  members. 
**That  this  committee  be  instructed  as  followst 
"(1)  To  put  the  plan  outlined  in  the  petition  in  form  for  aubmlashm  In  a  referendai 
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**{%)  If  it  8hall  see  fit,  to  pmare  an  alternative  plan  or  plans  of  procedure  for  the 
selection  of  officers  for  submission  in  referendum. 

**(8)  To  prepare  such  exhibit  as  may  be  useful  to  intelligent  voting  on  the  ref- 
erendum. 

**(4)  To  report  early  in  1988  to  the  Executive  Committee  and  that  the  Executive 
Committee  on  receipt  of  such  report,  shall  arrange  to  conduct  a  referendum  by  maiL" 

The  members  of  the  Committee  exchanged  letters  and  opinions  in  addition  to  holding 
meethiffs.  Working  in  this  way  it  evolv^  an  alternative  plan  of  electoral  procedure 
which  oiffered  in  several  respects  from  the  plan  contained  in  the  resolution  presented 
at  last  year's  meeting.  This  plan  the  mover  of  that  resolution  accepted  as  a  better  one 
than  tiie  one  he  had  presented.  Hence  the  new  plan  was  substituted  for  his  and  pre- 
sented, along  with  the  plan  the  Association  has  had  in  operation,  for  the  mail  vote  to  be 
taken  by  you.  The  instruction  under  which  we  acted  seemed  to  require  that  the  vote 
should  be  upon  plans  in  their  entirety.  Hence  no  opportunity  was  given  for  voting  on 
the  different  parts  of  the  two  plans. 

Mariced  ballots  were  returned  in  the  number  of  782*.  The  canvass  showed  that  of 
these,  887  were  for  the  new,  846  for  the  old  plan. 

Several  ballots  carried  comments  and  explanations  of  preference  recorded.  In  addi- 
ticm,  a  number  of  letters  were  received.  These  notes  and  letters  show  a  number  of  things 
of  interest  to  you  and  to  the  membership  of  the  Association.  First  of  all,  they  show 
that  some  members  did  not  vote  because,  with  the  proposal  to  classify  the  membership, 
they  felt  that  they  would  be  passing  upon  their  own  place  in  the  Association.  Next, 
they  indicate  little  thought  that  the  present  procedure  cannot  be  improved  upon.  Again, 
they  show,  by  a  few  members,  warm  approval  of  Uie  '^ew  plan,^  with  its  proposed 
membership  classification  and  other  details.  Finally,  and  outstandingly,  they  reveal  a 
eonsiderable  reaction  against  the  proposed  dassUication  of  the  membership— but 
eridcntly  little  against  other  changes  proposed  in  the  '*new  plan." 

The  proposal  to  classify  the  membership  was  insertMi  in  the  *^ew  plan"  for  a  number 
of  reasons,  but  chiefly  because  it  would  meet  the  position  taken  by  a  number  of  mem- 
bers who  last  year  declined  to  sign  the  resolution  offered  at  Cincinnati  The  vote  taken 
does  not  show  the  feelinff  of  the  membership  with  regard  to  this  point  which  some,  as 
we  have  indicated,  consider  important  Only  notes  and  letters  do  sa  What  they  show 
bmM  been  stated  above  in  most  general  terms.  For  your  information,  we  note  the 
grounds  for  tlie  opposition  expressed. 

Some  of  the  members,  occupied  as  they  are,  object  to  being  '^demoted"  to  non- 
ptofessional  standing.  Others  object  because  of  the  change  in  dass  called  for  with 
change  in  character  ot  employment  Tlien,  there  is  the  view  that  if  dassification  is  to 
be  made,  tlie  rule  laid  down  for  automatic  dassification  as  "professional"  is  not  satis- 
factory. A  number  state  that  some  of  the  best  economists  would  have  to  be  dected  by 
yen,  and  they  do  not  think  this  a  satisfactory  way  for  completing  the  dassification. 
One  member  says  it  is  discriminatory  against  hi|^  sdiool  teachers;  another  says  it  is 
midemocratic  and  would  set  up  a  class  of  ''BrahoSUis*';  and  still  another  savs  that  there 
are  other  degrees  as  valuable  as  that  of  Ph.D.  Several  members  state  that  the  pro- 
posed dassification  would  discriminate  against  young  men  who  have  not  yet  attamed 
tbe  doctorate,  a  group  the  Assodation  has  always  sought  to  have  become  assodated 
with  it  A  rdativdv  large  number  fear  loss  of  membership  in  the  Assodation  with  vot- 
ing lindted  to  the  *7>rofessionar'  dass.  A  few  fear  dissension.  Finally,  one  or  more  are 
€tf  the  opinion  that  it  is  unfair  to  apply  a  limiting  rule  to  those  who  have  already  be- 
eome  members. 

We  may  add  that  only  one  or  two  members,  in  their  comments,  have  protested  voting 
by  maiL  A  past-president,  however,  takes  the  position  that  only  those  who  show  thdr 
Interest  by  attending  the  business  meetings  should  have  an  opportunity  to  vote.  He 
expresses  the  further  opinion  that  any  change  from  the  present  procedure  would 
pmnit  politics  and  the  like  to  enter. 

Inasmuch  as  a  majority  of  those  voting  have  expressed  a  preference  for  Plan  II,  we 
append  a  statement  of  how  the  by-laws  might  be  changed  in  order  to  make  Plan  II 
effective.  Of  course  the  acceptance  of  any  new  plan  rests  with  tlie  membership  voting 
In  tbe  business  meeting  of  the  Assodation. 

Respectfully  submitted, 

M.  A.  COFBLAKD 

F.  S.  DsiBun 

H.  A.  MiLLZS,  Chairman 

■  Not  induding  four  ballots  forwarded  after  December  10.  Two  of  these  were  for  the 
old  plan,  two  for  the  new. 
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SuoomD  CBAXon  iir  thb  Bt-u^wi  op  ths  AxniCAjr  Ecovoxic  Amooaxiov 

m.  omcBifl 

The  Association  shall  have  the  following  officers  who  shall  be  elective  officers: 
President,  two  Vice-Presidents,  six  elected  members  of  the  Executive  Committee,  thr 
representatives  on  the  Social  Science  Research  Council,  and  two  representatives  i 
the  American  Council  of  Learned  Societies.  The  terms  of  office  of  the  President  ai 
Vice-Presidents  shall  each  be  one  year.  The  terms  of  oiBce  of  the  six  elected  mcmbc 
of  the  Executive  Committee  and  of  the  three  representatives  on  the  Social  Sden 
Research  Council  shall  each  be  three  years,  two  of  the  six  terms  of  the  she  elect 
members  of  the  Executive  Committee  and  one  of  the  three  terms  of  the  three  repi 
sentatives  on  tiie  Social  Science  Research  Council  to  expire  each  year.  The  terms 
office  of  the  two  representatives  on  the  American  j[}ouncil  of  Learned  Societies  sh 
each  be  four  years,  and  one  of  these  terms  shall  expire  each  second  year.  Each  xegil 
term  of  office  shall  coincide  with  a  calendar  year  or  a  multiple  thereof. 

As  early  in  each  year  as  practicable,  the  President  of  the  Association  shall  appoi 
a  Nominating  Committee,  consisting  of  a  former  president,  as  chairman,  and  not  k 
than  five  other  members  of  the  Association.  The  names  of  the  Coomiittee  shaD 
published  in  the  March  or  June  issue  of  the  AfMriean  Beonomie  Review  witii  an  i 
vitation  to  the  general  membership  that  suggestions  of  nominees  for  the  varia 
offices  be  sent  to  the  chairman  of  the  Committee.  The  Nominating  Cooamittee  shall 
instructed  to  present  to  the  Secretary  of  the  Association  on  or  before  October  1 
each  year  two  or  more  nominations  for  each  dective  office  to  be  Ulled,  the  nomiDc 
being  members  of  the  Association. 

Elective  officers  shall  be  chosen  through  elections  to  be  held  during  the  last  t 
months  of  the  term  of  office  of  his  predecessor.  Each  member  shall  be  given  the  o 
portunitv  to  vote  by  mall.  The  results  of  the  election  shall  be  certified  and  announc 
By  the  Secretary  at  the  annual  business  meetinff. 

The  Association  shall  have  the  following  officers  who  shall  be  appointed  by  t 
Executive  Committees  A  Secretary,  a  Treasurer,  a  Managing  Editor,  and  a  Govnt 
The  terms  of  office  of  each  of  these  officers  shall  be  three  calendar  years.  The  Mana 
ing  Editor  shall,  with  the  advice  and  consent  of  the  Executive  Conunittee^  appd 
members  to  an  Editorial  Board  to  assist  him.  The  President  may,  at  his  discretion  aj 
with  tiie  advice  and  consent  of  the  Executive  Committee,  appoint  a  Program  Cn 
mittee. 

The  Executive  Committee  shall  consist  of  the  President,  the  Vice-Presidenti^  ii 
Secretary,  the  Treasurer,  the  Managing  Editor,  the  three  ex-Presidents  who  ba^ 
last  held  office,  and  six  elected  members,  provided  that  the  Secretary,  the  Treasmt 
and  the  Managing  Editor  shall  not  be  entitled  to  vote  in  the  Committee**  meetiDf 


Professor  MiUis  stated  that  owing  to  the  feeling  expressed  by  some  of  tl 
members  against  the  classification  of  members  that  was  proposed  in  Plan  I 
the  Committee  on  Electoral  Procedure  had,  in  the  interest  of  general  harmoir 
decided  to  withdraw  this  proposal  from  its  report  and  the  proposed  amm 
ments  to  the  by-laws  had  been  prepared  with  this  feature  eliminated. 

After  brief  discussion,  the  report  and  the  proposed  amendments  wei 
ordered  put  on  the  agenda  for  action  at  the  business  meeting  to  be  he! 
Friday,  December  29, 1988. 

Vice-President  Usher  appointed  Professors  Arthur  Cole,  of  Harvard  Un 
vcrsity,  Frank  W.  Fetter,  of  Princeton  University,  and  Harry  D.  Gtdeooa 
of  the  University  of  Chicago,  as  a  Committee  on  Resolutions. 

Adjooxned* 

The  second  business  meeting  of  the  American  Economic  Association  wi 
held  at  9:00  a.m.,  December  29,  1988,  in  the  Benjamin  Franklin  Hotel,  wii 
Vice-President  Usher  presiding. 

The  minutes  of  the  meeting  of  December  28, 1988,  were  read  and  approTet 
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Professor  A.  B.  Wolfe  presented  a  report  from  the  Social  Science  Research 
Council.  (See  p.  209.)  The  report  was  approved. 

Professor  A.  B.  Wolfe  made  a  report  of  progress  for  the  Committee  on 
Research.  The  report  was  accepted  and  the  Committee  continued. 

Professor  J.  F.  Ebersole  made  a  report  of  progress  for  the  Joint  Com- 
mittee on  Statistics  of  Income.  The  report  was  accepted  and  the  Committee 
continued. 

The  report  of  the  Committee  on  Electoral  Procedure  with  proposed  amend- 
ments to  the  by-laws  was  called  up  for  action.  A  statement  was  made  that  the 
report  with  the  amendments  had  been  presented  to  the  Executive  Committee 
and  that  the  Executive  Committee  had  approved  the  amendments  and  that 
these  were  now  regularly  before  the  business  meeting  of  the  Association  for 
adoption  in  accordance  with  the  provisions  of  the  by-laws  for  the  adoption  of 
amendments. 

After  considerable  debate  and  explanations^  it  was  moved  by  Professor 
Morris  Copeland  that  the  amendments  be  adopted.  A  rising  vote  was  taken^ 
with  the  result  that  52  voted  in  favor  and  15  against  the  motion.  The  amend- 
ments were  declared  adopted. 

A  proposal  was  made  that  since  we  are  approaching  the  fiftieth  anniversary 
of  the  founding  of  the  American  Economic  Association  a  special  classification 
be  made  of  those  members  who  had  been  affiliated  with  the  Association  for 
fifty  years.  The  question  was  referred  to  the  Executive  Conmiittee  for  action 
by  a  rising  vote  of  27  to  18. 

The  following  report  of  the  Committee  on  Resolutions  was  read: 

Whibbas,  The  success  of  a  convention  depends  in  no  small  measure  upon  elements 
which,  though  frequently  taken  for  granted  by  the  participants,  are  nevertheless  vital, 
namely,  effective  preliminary  preparation,  and  adequate  hotel  accommodations;  and 

WBsasiks,  The  visiting  delegates  to  the  Philadelphia  Convention  of  December  twenty- 
seventh  to  December  twenty-nhith,  1988,  desire  to  make  public  acknowledgment  of 
their  indebtedness  to  those  who  have  been  primarily  responsible  for  the  excdlence  of 
the  program  and  facilities  which  the  delegates  have  been  fortunate  to  enjoy;  therefore 
be  it 

Resolved,  Tliat  the  Secretaxy  tender  to  Dr.  S.  H.  Patterson,  of  the  University  of 
Pennsylvaoda,  chairman  of  the  Committee  on  Local  Arrangements,  and  to  his  associates, 
tbe  warm  appreciation  and  sincere  thanks  of  the  officers  and  members  of  the  American 
Economic  Association  for  their  manifold  labors  in  preparing  for  our  convention;  and 
be  it  further 

Resolved,  That,  in  like  manner,  an  expression  of  the  gratitude  of  the  Association  be 
conveyed  to  our  President,  and  to  the  members  of  the  Program  Committee,  and  the 
other  officers  of  the  Association,  for  their  contributions  to  the  success  of  this  year's 
program;  and  be  it  further 

Resolved,  That  we  extend  to  Mr.  Frank  Devine,  chairman  of  the  Philadelphia  Con- 
vention Bureau,  our  thanks  for  his  special  efforts  to  make  our  visit  to  his  city  pleasant 
and  comfortable;  and  be  it  further 

Resolved,  Tliat  our  thanks  be  extended  also  to  the  management  of  the  Benjamin 
Franklin  for  its  friendly  co-operation  in  arranging  for  the  necessary  physical  facilities 
for  our  meetings,  and  to  the  local  press  for  the  generous  publicity  accorded  our  dis- 
cussions. 

The  resolutions  were  read  and  the  Secretary  was  instructed  to  send  copies 
in  accordance  with  the  instructions  contained  therein. 

It  was  moved  and  carried  that  the  Resolutions  Committee  be  requested  to 
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prepare  an  appropriate  minnte  in  recognition  of  tbe  deaths  of  the  three  pai 
presidents  who  passed  away  daring  1988.  (See  p.  212.) 

Professor  Francis  Tyson  reported  for  the  Nominating  Committee  tbe  fc 
lowing  list  of  nominations: 

For  President:  Harry  A«  Millis^  Uniyersity  of  Chicago. 

For  Vice-Presidents:  Fred  R.  Fairchild^  Yale  Univeraity;  Leonard  Aye 
Cleveland  Trust  Company. 

For  Secretary-Treasurer:  F.  S.  Deibler^  Northwestern  UniTersity. 

For  Managing  Editor:  Davis  B.  Dewey^  Massachusetts  Institate  of  Tec 
nology. 

For  Members  of  the  Executive  Committee:  James  Bonbright,  Columl 
University;  John  H.  Williams^  Harvard  University. 

For  Members  of  the  Editorial  Board:  Boy  Blakey^  University  of  Mim 
sota;  H.  H.  Preston^  University  of  Washington. 

For  Representative  to  the  Social  Science  Besearch  Council:  Alvra  ! 
Hansen^  University  of  Minnesota. 

For  Member  of  the  Program  Committee:  Joseph  WilUts^  University 
Pennsylvania. 

There  being  no  additional  nominations^  the  Secretary  was  instructed 
east  a  ballot^  and  the  nominees  were  declared  duly  elected. 

Adjourned. 


REPORT  OF  THE  SECRETARY  OF  THE  AMERICAN  ECONOMIC 
ASSOCIATION  FOR  THE  YEAR  ENDING  DECEMBER  18,  1988 

In  order  to  record  all  of  the  activities  of  the  Association  for  the  year  just 
closed,  I  am  including  the  minutes  of  all  meetings  of  the  Executive  Com- 
mittee held  within  the  year. 

(1)  Minutes  of  the  first  meeting  of  the  1988  Executive  Committee: 

The  first  meeting  of  the  Ezecative  Conainittee  of  the  American  Economic  Assodation 
for  the  year  1988  was  held  in  the  Harvard  Club,  New  York  City,  April  16,  1988,  at 
10 HX)  ▲.X.  There  were  present:  Vice-President  Walter  W.  Stewart,  presidinff,  and 
Messrs.  Bamett,  Ddbler,  Dewey,  Hammond,  Ise,  McCabe,  Mitchell,  Tucker,  and  Wol- 


Yoted:  To  appropriate  the  sum  of  two  hundred  dollars  to  defray  the  expenses  of 
representatives  on  the  Joint  Committee  on  Statistics  of  Income. 

Voted:  That  any  further  appropriations  for  this  project  should  await  a  definite 
proposal  from  the  Committee. 

voted:  That  H.  A.  Millis,  chairman,  Morris  Copeland,  and  F.  S.  Deibler  be  ap- 
pointed a  Committee  on  Electoral  Procedure  as  provided  by  the  adoption  of  Professor 
Uopeland's  resolution  at  the  last  annual  meeting.  Gf.  Proceedings  (1982),  pp.  178-4. 

voted:  That  A.  B.  Wolfe,  chairman.  Max  Handman,  and  H.  A.  Millis  be  apponted 
as  a  permanent  Committee  on  Research. 

At  the  last  annual  meeting,  a  proposal  was  presented  to  form  an  interassodation 
committee  for  the  purpose  of  making  recommendation  of  properly  qualified  persons 
for  scientific  positions  in  govemmentid  service.  The  Joint  Census  Advisory  Committee 
was  instructed  to  act  for  the  Association  in  this  matter.  After  hearing  a  report  from 
the  members  on  the  Joint  Census  Advisory  Coounittee,  the  Executive  Committee  voted 
to  approve  the  action  taken  by  their  members  in  not  participating  in  an  interassodation 
committee  for  recommending  persons  to  government  app<^tments,  and  to  regard  this 
Interpretation  of  the  resolution  as  in  accord  with  the  policy  of  this  Assodation. 

Voted:  To  approve  the  suggestion  that  a  special  committee  be  appointed  to  devdop 
plans  for  and  to  supervise  an  essay  contest  among  undergraduates  in  American  col- 
leges and  universities. 

Voted:  That  Professor  Davis  R.  Dewey  be  appointed  chairman  of  this  committee 
and  that  he  be  authorized  to  sdect  a  committee  of  five  members  to  work  with  him  on 
this  project 

Voted:  To  appoint  Professors  James  Bonbright,  George  W.  Dowrie,  Alvin  H.  Han- 
sen, C  T.  Murchison,  and  Francis  Tyson  to  complete  the  Nominating  Committee. 

Voted:  That,  under  the  present  drcumstances,  the  Secretary  be  instructed  to  assume 
the  responsibility  of  devdoping,  in  conjunction  with  tiie  Program  Committee,  the  pro- 
gram for  the  next  annual  meeting  and  that  he  be  authorised  to  appoint  an  additional 
member  to  the  Program  Committee. 

Voted:  To  dect  Abbott  Payson  Usher  as  vice-president  to  fill  the  vacancy  of  Profes- 
sor H.  L.  Moore. 

Voted:  To  dect  W.  F.  Willooz  as  representative  to  the  American  Council  of  Learned 
Sodeties,  his  term  to  expire  in  1986. 

Voted:  To  approve  the  sdection  of  Philaddphia  as  the  place  for  holding  the  1988 
meeting  of  the  Assodation. 

Voted:  To  hold  the  next  annual  meeting  on  December  27,  28,  and  29,  1988. 

Voted:  To  appoint  Professor  S.  H.  Pa^rson  representative  on  the  Committee  on 
Local  Arrangements. 

The  Treasurer  made  the  following  report  on  the  flnandal  operations  of  the  Assoda- 
tion up  to  Mardi  81, 1988. 

On  recommendation  of  the  Finance  Committee,  the  following  securities  were  sold: 

Par  Cost  BeoUzed 

Great  Northern  Railway   «2,000  «2,244UM)  $1,177.20 

Northern  Pacific  Railway 8,000  2390.00  2,086.80 

SIndaIr  Crude  Ofl  (caUed)   1,000  1/»2.0O  1,016.00 

f^OOO  96479.00  f^lTaOO 
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This  represents  a  loss  of  91f898.0O  in  the  capital  account  of  the  AssociatioiL  T 
membership  count  as  of  MaKh  81  showed  a  loss  of  187  members  from  the  begimiii 
of  the  year.  The  income  of  the  Association  at  March  81, 1988,  is  |3/>M4I8  less  than  tfa 
of  the  same  date  in  1982.  To  offset  this  loss  of  income,  the  following  economies  hi 
been  made.  The  substitution  of  a  full  sulphide  paper  for  the  80  to  40  per  cent  r 
paper  that  has  been  used  in  the  past  will  yield  a  saving  of  at  least  $400XM)  on  o 
printing  bill.  There  has  been  a  saving  of  $678.00  on  the  Proeesdings  due  to  the  dlA 
ence  in  sise.  The  cost  of  the  annual  meeting  will  be  about  8176.00  less  than  in  1981. 1 
amount  of  advertising  in  the  March,  1988,  Review  is  $86.00  more  than  a  year  ago.  T%( 
will  be  some  additional  savings  on  the  composition  due  to  a  difference  in  the  sdieduli 
of  materiaL  The  total  estimated  savings  over  the  1982  figures  are  about  $1^40.00. 
these  savings  are  realised,  they  will  reduce  the  effect  of  the  loss  of  income  and  letfi 
difference  of  onlv  $816.00.  This  sum  will  be  increased  bj  the  expense  of  the  Hamdbo 
which  will  cost  about  $600.00.  Since  we  closed  the  last  fiscal  year  witb  a  net  surjrfv 
$1,866.00,  it  would  seem  that  unless  the  loss  of  income  for  tiie  remainder  of  the  yc 
becomes  much  larger  than  present  estimates,  the  income  of  the  Associatioo  should 
sufficient  to  cover  the  operating  expenses.  The  office  is  carrying  on  an  active  csmpsi 
to  keep  up  the  membership  which  was  not  done  last  year.  Additional  efforts  ykH 
made  to  increase  the  advertising  income. 

The  Committee  approval  the  report 

The  Committee  tnen  discussed  at  length  the  plans  for  the  program  for  tibe  oc 
annual  meeting. 

Adjomied 
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(2)  Minutes  of  the  second  meeting  of  the  1988  Ezecotive  Committee: 

The  second  meeting  of  the  Bxecutive  Committee  of  the  American  Economie  Assod 
tion  for  the  year  1988  was  held  in  the  Benjamin  Franklin  Hotel,  Philadelphia,  Vm 
sylvania,  December  27,  at  6K)0  p.m.  There  were  present:  Vice-President  Usher,  pr 
siding,  and  Messrs.  Bamett,  Deibler,  Dewey,  McCabe,  Mitchdl,  and  Tucker. 

Voted X  To  approve  the  following  actions  taken  by  mail: 

1.  An  appropriation  covering  the  traveling  expenses  of  M.  A.  Copeland  for  attcni 
ing  a  meeting  of  the  Committee  on  Blectoral  Procedure. 

2.  An  appropriation  for  the  purchase  of  the  paper  supply  for  tbe  1984  Reviem, 
8.  Approval  of  the  report  as  drawn  by  the  Committee  on  Blectoral  Prooedme  i 

appropriate  in  form  to  be  submitted  to  referendum  of  tbe  memberahip. 

Voted:  That  the  appointment  of  Leo  Wolman  as  a  member  of  the  J(rfnt  Census  Ai 
visory  Committee  be  ratified. 

Voted:  To  reappoint  George  E.  Bamett  on  the  Joint  Census  Advisory  Commltti 
for  a  period  of  three  years. 

H.  A.  Millis  and  Morris  Copeland  were  present  and  reported  tbe  results  of  tibe  re 
erendum  ballot  in  reference  to  the  change  in  method  of  electing  the  officers  of  tl 
Association.  The  total  number  of  votes  cast  was  788,  of  whidi  K7  were  for  FUm  1 
(the  new  plan)  and  846  were  for  the  present  plan.  Since  there  was  midtk  strong  opp 
sition  expressed  by  some  members  of  the  Association  to  the  proposed  dassiflcatioii  < 
the  membership  contained  hi  Plan  II,  the  Committee,  on  its  own  responsibility,  agree 
to  strike  this  clause  from  the  proposed  change  in  election  procedure. 

The  Committee  submitted  proposed  amendments  to  the  by-laws,  faicorporating  tl 
proposed  changes  of  election  procedure  in  a  form  suitable  for  adoption.  Cf .  p.  18 

Voted:  That  the  Bxecutive  Committee  approve  the  amendments  to  the  by-laws  pv 
pared  by  the  Committee  on  Electoral  Procedure  and  that  these  amendments  be  sd 
mitted  to  the  regular  annual  meeting  of  the  Association  to  be  hdd  Friday  monilDi 
December  29,  1988. 

Adjourned,  to  meet  December  28^  1888,  9t  BM  fjl 

The  adjourned  meeting  of  the  Executive  Committee  of  the  American  Boooomi 
Association  was  held  in  the  Benjamin  Franklin  Hotel,  Philaddpbia,  Pennsytvsnb 
December  28,  1988,  at  6. -00  p.m. 

There  were  present:  Vice-President  Usher,  presiding,  and  Messrs.  Bamett,  Dcftki 
Dewey,  McCabe,  Mitchell,  and  Tucker. 

The  following  petition  signed  by  94  persons  (87  of  whom  were  not  members  of  A 
Association)  was  submitted  to  the  Executive  Committees 
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To  THB  EZXCVTITB  CoXMIRKIy 

AmniCAif  EoovoMic  AnociATioy. 

We^  the  nndersignedy  seek  action  which  will  permit  tlie  organisation  of  regional 
f^roups  under  the  general  control  and  guidance  of  the  American  Boonomic  Associa- 

At  the  time  of  the  establishment  of  the  American  Economic  Association  and  for 
nanjr  years  thereafter  the  membership  was  small;  furthermore^  there  was  a  relatively 
ilgh  degree  of  concentration,  geographically,  of  the  active  membership.  Under  suoi 
sondiUons  a  single  annual  meeting,  held  in  some  dty  upon  or  near  the  Atlantic  sea- 
KMurd  or  at  some  point  in  the  East  North  Central  States,  provided  for  that  'Meeting 
>f  minds^  and  clash  of  opinion,  the  desire  for  which  prompted  sudi  annual  meetinff. 

With  the  passase  of  years,  however,  the  situation  has  changed  sharply.  The  number 
>f  those  interested  in  the  work  of  the  Association  has  increased  greatiy,  with  the  result 
that  the  number  attendins  annual  meetings  is  f  requentiy  so  large  as  to  imperil  the 
fimdaniental  purpose  of  toe  gathering— doubly  so,  because,  the  more  interesting  the 
mbject  under  discussion  at  a  particular  session,  the  greater  die  attendance  of  nonaiem- 
Bers.  Active  and  spontaneous  participation  has,  in  consequence,  been  reduced.  Also  the 
leographical  distribution  of  membership  is  now  so  wide  that  it  is  impossible  for  the 
Association,  throuj^  a  single  annual  meeting,  to  render  an  adequate  service  to  all — 
9T  to  appeal  to  many  pro^>ective  members  whose  location  precludes  regular  attend- 
ance at  this  sin^e  annual  meeting;  teachers  of  economics  m  large  areas  are  almost 
wholly  deprived  of  the  intellectual  contact  afforded  by  tliis  one  holiday  gathering — 
and,  with  reductions  in  salaries,  attendance  will  be  made  difBcult  for  many  others. 

This  situation  is  one  for  which  we  believe  an  appropriate  remedy  is  the  organisation 
of  regional  associations.  It  is  not  our  desire  to  substitute  such  regional  groups  for  the 
national;  rather,  we  believe  they  should  be  co-ordinated  with  it,  each  group  offering 
programs  in  consonance  with  the  interests  and  desires  of  the  clientele  served.  While 
the  time  of  meetings  the  character  of  the  program,  and  many  other  details  will  need 
to  be  worked  out  with  care,  these  suggestions  are  offered  as  indicative  of  what  may  be 
dmiet 

1.  Time  of  Meetings  During  the  spring  months,  perhaps  at  the  Easter  period. 

2.  Character  of  Programs  Reduction  of  formal  papers  to  a  minimum  and  more  effec- 
tive use  of  the  round  tables  this  plan  offering  greater  possibilities  because  of  smaller 
attendance. 

8.  Expenses!  These  could  be  held  at  a  low  level  by  putting  the  work  of  the  regional 
organisation  upon  a  relatively  informal  basis,  with  costs  met  by  a  modest  registration 
fee  paid  by  eadi  person  in  attendance. 

4.  Publication  of  Proceedings:  Since  the  sessions  themselves  will  be  less  formal,  the 
occasion  for  publication  will  be  less.  Meritorious  papers  that  come  from  these  regional 
meetings  will  tend  to  find  a  place  in  one  or  another  of  the  economic  Journals  of  the 
United  SUtes. 

Through  such  regional  meetings  it  is  believed  that  constructive  thought  upon  vital 
inestions  can  be  furthered,  that  interest  in  the  American  Economic  Association  can 
be  stirred  in  many  who  are  now  isolated  entirely  or  for  unduly  long  periods  from  its 
meetings,  and  that  enthusiasm  for  research  can  be  both  quickened  and  extended. 

In  this  connection  we  desire  to  emphasise  that  our  interest  in  regional  associations  in 
aowise  indicates  indifference  toward  meetings  of  the  national  Association  at  points 
irhich  effectively  serve  the  Middle  West;  on  the  contrary,  we  urge  the  desirability  of 
icheduling  alternate  annual  meethigs  in  the  Middle  West  When  an  annual  meeting  is 
H>  wAeduled,  the  regional  meeting  may  advantageously  be  held  at  a  city  located  to  serve 
in  ontijring  area. 

To  the  end,  therefore,  that  such  regional  organisations  may  be  perfected  at  the 
pleasure  of  the  Association  members  in  particular  areas  and  that  these  regional  groups 
tnay  function  the  more  effectively  because  of  experienced  guidance,  we,  the  under- 
dgned,  urge  that  the  Executive  Committee  prepare  an  amendment  to  the  by-laws  of 
the  American  Economic  Association,  to  be  submitted  at  the  Philadelphia  meeting, 
this  amendment  to  permit  the  organization  of  regional  groups  within  the  national  Asso- 
ciation and  to  empower  the  officers  of  that  Association  to  co-operate  with,  and  foster, 
the  work  of  such  regional  bodies. 

We  believe  that  the  development  of  regional  organisations,  as  herefai  proposed,  will 
be  of  great  benefit  to  large  numbers  with  an  active  interest  in  the  field  of  economics. 
Further,  we  are  convinced  that  the  long-time  hiterests  of  the  American  Economic 
Association  will  be  advanced  by  the  improved  service  thus  accorded  its  membership. 

(Signed)  Dale  Yoobs,  et  al 
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The  net  loss  for  the  year  was  206.  This  makes  a  total  loss  during  the  1 
two  years  of  860,  which  brings  the  number  of  members  and  subscrib 
to  the  1924  total.  This  loss  of  membership  has  naturally  reduced  the  inco 
of  the  Association  materially,  and  if  it  continues  will  soon  restrict  the  actifii 
of  the  Association. 

During  the  year  this  office  has  devoted  more  time  and  energy  to  solicit: 
members^  and  it  is  of  interest  that  the  number  of  new  members  and  of 
instatements  during  Norember  and  December  has  been  yery  encoursgi 
There  have  been  85  new  members  added  and  81  old  members  reinstated 
these  two  months. 

The  Secretary  takes  this  opportunity  of  acknowledging  his  apprecut 
of  the  co-operation  of  the  many  members  who  have  made  nominatioiis 
membership^  and  expresses  the  hope  that  this  aid  will  be  omtinned  dm 
the  coming  year. 

We  regretfully  report  that  during  the  year  we  have  been  notified  of 
deaths  of  the  following  members,  and  that  we  have  had  to  remove  their  uai 
from  the  active  membership  list: 


Thoxai  Sbwall  Adamm 
Fbxobbick  Kbujooo  Blui 
AsTHum  W.  Bbadt 

ROBBBT  S.   BBOOKUrOS 

GiGsoB  Catok 

William  J.  H.  Conov 

HiKET  Waloott  Fasitax  (Life  Member) 

AiTHum  S.  Fold 

WnXAMD  ClABK  FuRSft 

Hugh  F.  Fox 
AjjaEMxov  S.  Fbiisbll 
Thomas  GiMoir 
Maithbw  Bkowx  Hammoitd 
Gbobob  W.  Habbh 

GbOROB  E.  HOLMBI 


C^inci  R.  HowD 

RUHBLL  DOVALD  TCTwrnti^jf 

Olivbb  p.  KnmT  (Life  Member) 

J.  Laubbvcb  Lauoslot 

Gbobob  McLbav 

Abthub  J.  Masov 

A.  C  Plbtdbll 

Mrs.   Jaitb   Bajtcbott    Rounov   (1 

Member) 
William  C.  ScHLoiBa 
Auuuirui  Smith 

DbCoubct  Wbidht  Thom  (Life  M aob 
Gbobob  P.  Watkhts 
Nathajt  Autiur  Wxbiom 


Respectfully  submitted^ 

F.  S.  Dkiblbr,  SecreUrj 


REPORT  OF  THE  TREASURER  OF  THE  ASSOCIATION  FOR 
THE  YEAR  ENDING  DECEMBER  18,  1988 

The  members  of  the  Association  are  referred  to  the  report  of  the  Auditor 
For  a  statement  of  the  financial  condition  of  the  Association  at  the  date  of 
the  audit.  The  assets  and  liabilities  of  the  Association  are  shown  in  Exhibit  I. 
The  income  and  expenditures  appear  in  Exhibit  II. 

The  total  assets,  as  shown  in  the  Auditor's  report,  now  amount  to 
M6,275.80,  which  represents  a  loss  of  $1,222.70  during  the  year.  This  loss 
is  accounted  for  by  the  loss  of  $1,894.00  on  securities  sold  on  the  recom- 
mendation of  your  Finance  Committee.  The  value  of  the  assets  carries  the 
investment  list  at  cost,  which  is  $5,894.18  above  their  present  market  value, 
which  represents  a  slight  improvement  during  the  year.  The  unsold  copies 
of  Economic  Essayt  are  also  included  in  the  assets  at  their  cost,  which 
amounts  to  $1,214.40.  The  stock  of  unsold  copies  of  other  past  publications, 
however,  does  not  appear  as  a  part  of  the  assets  of  the  Association,  as  these 
have  been  charged  off  yearly  as  a  part  of  the  printing  costs  for  the  year. 
The  Association  receives  regularly  a  substantial  income  from  the  sales  of 
these  publications.  During  the  last  five  years  this  sum  has  averaged  $668.00 
per  year. 

The  total  receipts,  including  dues,  interest,  advertising,  sales,  and  miscel- 
laneous items,  amounted  to  $19,902.74,  or  $1,886.10  less  than  for  the  year 
1982,  and  $2,464.87  less  than  for  the  year  1981.  The  net  income  from  dues 
was  $868.85  less  than  for  the  year  1982,  which  in  turn  showed  a  decline  of 
$782.09  as  compared  with  the  year  1981.  In  other  words,  the  income  from 
dues  in  1988  was  $1,645.94  below  the  receipts  from  dues  in  1981.  These 
igQit,3  portray  the  main  source  of  the  loss  of  income  which  the  Association 
has  experienced. 

Notwithstanding  the  loss  of  income,  the  Association  has  been  able  to  re- 
lace  its  operating  expenses  sufficiently  to  offset  this  loss.  In  fact  there  was 
m  operating  surplus  of  $1,094.58  for  the  present  year.  The  accounts  show 
I  deficit  of  $799.42,  but  this  figure  includes  the  loss  of  $1,894.00  arising 
rrom  the  sale  of  securities.  In  addition  there  was  an  overpayment  of  $184.00 
ast  year  by  the  MacmiUan  Company  on  the  royalty  account  for  the  Economic 
^ssayi.  This  refund  has  increased  the  deficit  this  year  by  that  amount. 

The  paper  stock  for  printing  needs  of  the  coming  year  was  purchased  in 
\.n^st,  prior  to  the  September  advances  in  prices  of  paper.  This  advance 
>nr chase  saved  the  Association  $178.50  over  the  September  paper  prices. 

The  investments  of  the  Association  have  had  the  most  careful  scrutiny, 
ind  while  the  market  value  of  the  investment  list  is  below  its  cost,  there  has 
lot  been  a  single  default  on  interest  or  principal  during  the  whole  period  of 
Jie  depression.  The  Association  has  been  exceedingly  fortunate  in  having  as 
representatives  on  the  Finance  Committee  two  such  able  financiers  as  C.  H. 
;!^rennan,  of  the  Continental  National  Bank  of  Chicago,  and  George  B.  Rob- 
erts, of  the  National  City  Bank  of  New  York.  These  two  gentlemen  have 
^ven  freely  of  their  time  in  watching  this  account  and  the  excellent  show- 
ing is  due  to  the  personal  interest  that  each  has  shown  in  the  welfare  of  the 
^sociation. 
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It  will  be  necessary  to  watch  both  the  income  and  expenditures  of  \ 
Association  during  the  coming  year^  in  order  to  carry  the  activities  on  I 
present  level.  With  the  active  co-operation  of  the  membership  in  nominati 
new  members^  the  income  of  the  Association  can  be  maintained  and  the  u 
service  can  be  rendered  by  the  Association  to  its  membership. 

Respectfully  submitted^ 

F.  S.  Dbiblcr,  Treasuftf 
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REPORT  OF  THE  AUDITOR 

December  18, 198& 
Executive  Committeep 
American  Economic  Association,  Inc., 
Evanston,  Illinois. 

Gentlemen  : 

We  submit  herewith  our  report  on  the  audit  of  the  books  and  records 
the  American  Economic  Association,  Inc.,  for  the  year  ending  December ' 
1988,  together  with  the  following  financial  statements: 

Exhibit  Nmml 

Balance  sheet — December  18,  1988  I 

Statement  of  income  and  expense — ^Year  ending  December  18, 

1988  II 

Results  from  Operations 

For  the  year  ending  December  18,  1988,  a  net  loss  of  $799.42  was  s 

tained.  By  eliminating  loss  of  $1,894.00  on  sales  of  bonds,  operations 

the  current  year  resulted  in  a  net  income  of  $1,094.58  as  compared  wit! 

net  income  of  $1,656.11  for  the  prior  period.  A  comparison  of  conden 

statements  of  income  and  expense  for  the  years  1982  and  1933  follows: 

Tear  ending  Incre 

December    Deosmber        or 
„      .    .  16,1982         18,1988      D§en 

Particulars 
Income  from — 

Dues   $12,758.61     $11389.66    9  8& 

Interest  on  bonds  and  bank  balances  and  dividends 

on  stocks  2,151.20         1,928.14        « 

Loss  on  sales  of  bonds —  1JS94JOO      1JB9 

Economic  Essay* — 

Royalties   15.62  9.67 

Overpayment  of  1982  royalties  184.00  IS4.OO        » 

Other  sources 4Jil  IM  < 

Total  Income   916,068.84    $11,795.86    9$JKl 

Expenses  and  costs — 

Administrative  and  other  operating  expenses 9  6,957.48  $  5,498.08  9  46i 

Publication  costs  18,675.80  18^87418  ^ 

Publication   income    6Jt30.00  6^86.08  ^ 

Total  expenses  and  costs 918,402.78     $12,595.28    I  SO^ 

Net  income  9  1,656.11     $     7994M   PM 
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The  number  of  members  and  subscribers  on  December  18,  1988,  totalled 
8,421  and  on  December  15,  1982,  8,627,  a  net  loss  of  206  members  and  sub- 
scribers. 

Analysis  of  the  loss  on  sales  of  bonds  follows: 

SeUing 
/#UM  Par  Cost  Price       Loss 

Northern  Pacific  Railway  Company  refunding 

and  Improvement  "^B"  6*8  due 7/1/2047  ....$8,000.00  «2^96.00  «2,085.80  9  809.20 
Great  Northern   Railway  Company  general 

mortgage  "A''  Tb  of  7/1/86 2,000.00      24M4.0O      1,177.20      1,067 JK) 

Sinclair  Crude  Oil  Puroiasing  Company  10- 

ycar    •'A'*    Sy^'s    of    1/1/88     (caUd    at 

lOiy,)    1,000.00      1,082.00      1,016.00  17JS0 

Totals 16,000.00    $6,172.00    $4,278.00    $1394.00 

The  reduction  in  administrative  and  other  operating  expenses  is  due  pri- 
marily to  the  decrease  of  $441.10  in  annual  meeting  and  committee  expenses. 

Net  publication  expense  for  1988  of  $7,102.25,  including  cost  of  the  Hand- 
book, compares  favorably  with  net  expense  of  $7,445.80  for  the  prior  year. 
A  comparison  of  publication  income  and  expense  follows: 

Partieulart  Year  Budget 

Income —  1982  1988  for  1988 

Subscriptions,  other  than  from  members $  5,017ill    $  4,895.17 

Sales  of  copies  608.54  487.66 

Advertising    604.15  80255 

Total  income  $  6,280.00    $  6,185.08 

Expenses — 

Printing  of— 

Review  $  5,189.41    $  4,650.88  $  5,400.00 

Proeeedinge 1,819.75  1,284.85  — 

Handbook  —  522.71  — 

Editor's  honorarium 2,500.00  2,500.00  2,500.00 

Paid  to  contributors 1,451.00  1,408.25  1,500.00 

Editorial  clerical  salaries 2300.00  2,486.00  2300.00 

Other  costs  and  expenses 415.14  484.69  800.00 

Total  expenses    $18,675.80    $18,287^8    $12,000.00 

Net  expenses $  7,445.80    $  7,102.25 

The  budget  prepared  by  the  editor  for  the  year  1988  was  based  on  4,100 
copies;  4,000  copies  of  the  first  three  issues  of  the  Review  were  printed  and 
B,700  copies  of  the  December  number,  with  a  total  of  850  pages  for  the  four 
issues,  including  advertising  and  index.  Four  thousand  copies  of  the  Pro- 
ceedings (216  pages)  and  8,900  copies  of  the  Handbook  (88  pages)  were 
also  printed  during  the  year. 
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Chang€9  in  Financial  Condition 

Following  is  a  oomparison  of  the  condensed  balance  sheets  of  the  Associa- 
tion at  December  15^  1982,  and  December  18,  1988: 

Increase 
December    December        or 
Ass§t9  10,198i        18»I988     D^crmu 

Cadiinhank 9  ^AO^M    «  MMuU    «I/tt8^ 

Investments,  at  cost  41484.48      8MI6.71      ^77.7 

Receivables,  net   MIJW  814.79        1S71 

Inventories,  at  cost  1,598.82        8,748i(5      2A49J 

Vnmiture,  fixtures,  etc,  at  cost  1,141.84        l,liai5  tS£ 

Reserve  for  depreciation   7^09^9  76MM4         »S 

Total  asseU  847^49a00    84g.275JW    tlJSiiJ 

Liabittti09  and  n$t  worth 

Accounts  payable  —    $  16UM    $      16J^ 

Unearned  income  8  2^170.78  9/117.67  tSSA 

Membership  extension  fuid   4»ff24.12  4,887416  lS6.7i 

Life  memberships 6,800.00  6,160.00  tOOJk 

Surplus — 

Balance,  December  16,  1982 86,868.16  86368.16  - 

Net  loss  for  the  year  ending  December  18, 1988.  •        —  799.49  7994t 

Transfer  from  life  membemips  to  surplus — 1988       —  200.00  20aOC 

Total  liabilities  and  net  worth 847^49a00    $46y6JW    $/,«fL7g 

The  decrease  of  $4,217.77  in  investments  is  accounted  for  as  follows: 

Increase 
or 
Partietdart  DeerwN 

Certificate  of  deposit  cashed 8S,000iXI 

Bonds  sold  (detailed  on  page  199)  SJTKM 

Stocks  purchased — 

First  National  Stores,  Inc.,  common 20  shares      i^TTSJO 

Liggett  &  Myers  Tobacco  Company,  common  ''B'* 26  shares      itfilSJS 

J.  C  Penney  Company,  common 20  shares        766M 

Net  decrease   IMlT.n 

We  did  not  determine  the  market  value  of  the  investments. 
All  stocks  and  bonds  are  held  by  the  State  Bank  and  Trust  Compsnj, 
Evanston,  Illinois,  as  custodian. 

Inventories  at  the  close  of  1982  and  1988  consisted  of: 

December  Decembei 
Partieulart  16,1982    18,1983 

Beanomic  Euayt   $i;219.20    |1,S14.4C 

Paper  stock  —  2,0T8JS 

Cover  stock 184.62        287iS 

Stamped  envelopes  289.80        161SI 

Totals  8l/g98.e2    S8,748J8 

We  appreciate  the  courtesies  extended  our  representative  during  the  course 
of  the  audit. 

Very  truly  yonrs, 
Frank  £.  Kohler  and  Company 
Certified  Public  Accountants 
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EXHIBIT  I 
AMERICAN  ECONOMIC  ASSOCIATION,  INC 

BAuorci  Shxr 
DiCBWE  18»  1988 

AS90tM 

VvmmmwT  Amto  ajtd  IirYsnKum: 

Cash  in  State  Bank  and  Trust  Company, 

Evanston,  Illinois 9  4,484.14 

Investments,  at  cost — 

Bonds,  par  value  988,500.00 $82,962.48 

Stocks    8,984.28      86,916.71 

Receivables- 
Interest  accrued  on  bonds 9  885.89 

Membership  dues 427.50 

Review  advertising 166.00 

PubUcation  sales 80.15 

Subscriptions   80.75 

Total  receivables 9  1,189.79 

Less^Reserve  for  doubtful  accounts 825.00  814.79 

Inventories  at  cost — 

Eeonatnie  Bs^atft 9  i;214.40 

Paper  and  cover  stock 2,866.51 

Stamped  envelopes 162.64       8,748.55 

FuaJllTUHE,  FiXTUBBS  AWD  BOVKD 

PaaioDiCALB,  at  cost 9  141^15 

Less — Reserve  for  depreciation 752.04 

Total  assets  

LiabUitisi  and  Net  Worth 

CUUUEKT  LlAXnJIIBSt 

Accounts  payable  9       16M 

Unearned  income — 

Membership  dues  9  818il7 

Subscriptions    l,704iM)        2,017.67 

Mejibebship  ExTSKsioir  Fund  

Nbt  Worth: 

Life  memberships  9  5,150.00 

Surplus  unappropriated — 

Balance,  December  15,  1982 985,858.15 

Net  loss  for  the  year  ending  December  18, 

1988  (Exhibit  II)    7994B 

Transfer  from  life  memberships 200.00      84,758.78 

Total  Uabilities  and  net  worth 


945,909.19 


866.11 


946,275.80 


9  2^)84.21 
4387.86 


89,908.78 
946,275.80 


EXHIBIT  n 

AMERICAN  ECONOMIC  ASSOCIATION,  ISC 

STATEMENT  OF  INCOME  AND  EXPENSE 

YEAR  ENDING  DECEMBER  18»  1988 

Partiemlars  Amowmi 

Ikoomb  iftox  Dun: 

Regular  memben  (after  deducting  f250.75  de- 
faulted dues  unpaid  at  December  18»  1988)  . .  $11,579.66 
Subscribing  and  contributing  members 810.00    $11|88 

Othsk  Ikcomb  (net)  t 

Income  from  investments- 
Interest  earned  on — 

Bonds  9  1,679.48 

Certificates  of  deposit 77.71 

Dividends  received  on  stocks 108.57 

Total «  1,865.77 

Less— Custodian's  fee  86.18    «  1389.64 

Interest   earned  on  savings   and   cbeclcing   ac- 
counts    9850 

Royalties  on  Eeonomie  Estay9 9.67 

Profit  on  sale  of  Beonamie  E»sajf» .S5 

Miscellaneous  income 1.14 

Loss  on  sales  of  bonds 1JS94J0O 

Refund  of  overpayment  in  1982  of  royalties  on 

Beonamie  EMay9 1S4J00           A 

Total  income  9ll»7A 

ADXIXUTmATIVS   AVD  OtHSK  OPBaATIXO    EXPEKSES: 

Secretary's  salary   9  IfiOOM 

Office  salaries    8,8464)8 

Postage    411.01 

Stationery  and  printing  158.78 

Office  supplies  86.46 

Telephone  and  telegrams  64.94 

Insurance    79.10 

Depreciation  89.45 

Loss  on  exchange  of  typewriter 16.90 

Annual  meeting 285.70 

Executive  Committee  expense 808.05 

Other  committee  expenses 71.68 

American  CouncU  of  Learned  Societies 55.00 

Audittng    50.00 

Other  expenses 84.78    $  5,498.08 

PUBUCATIOir  ExPEKSES: 

Printing  of— 

Review  9  4,650.88 

Proceedings 14^84.85 

Handbook   522.71 

Editor's  honorarium 2,500.00 

Paid  for  contributions   1,408.25 

Editor's  traveling  expenses 75.92 

Editorial  clerical  salaries 2,486.00 

Editorial  supplies  and  expenses 880.75 

Sundry  publication  expense 28.02 

Total  publication  expenses 918,287418 

Publication  income — 

Subscriptions,  other  than   from 

members    9  4,895.17 

Sales  of  copies 487.66 

Advertising 802.25        6,185.08         7402.85 

Total  expenses 12,598 

15«ft\o%%  (Eadilblt  I) $    79S 


REPORT  OF  THE  MANAGING  EDITOR  OF  THE  AMERICAN 

ECONOMIC  REVIEW  FOR  THE  YEAR  ENDING 

DECEMBER,  1988 

The  cost  of  the  Review  during  1988  was  $11^81.07.  This  is  approxi- 
mately $450  less  than  in  the  preceding  year  and  less  than  any  total  since 
1929.  It  is  also  about  $670  less  than  the  budget  estimate  submitted  a  year 
ago;  namely,  $12,000. 

The  number  of  copies  printed  averaged  8,925  per  issue  as  compared  with 
4,250  in  1982.  The  number  of  pages  in  the  volume  just  completed  is  809 
as  compared  with  792  in  1982. 

The  expenses  during  1988  by  principal  items  were  as  follows: 

Printing  (paper,  reprints,  postage,  etc.)  9  4»606.07 

Editorial    2,500.00 

Clerical 2,486.00 

Supplies  880.75 

Contributors  1,40855 

911,881.07 

On  the  basis  of  printing  a  further  reduction  in  the  number  of  copies,  say 
8,700,  the  following  budget  for  1984  is  submitted: 

Printing  (paper,  reprints,  postage,  etc.)  9  4,800.00 

Editorial    2,500.00 

Clerical 2y400.00 

Supplies  850.00 

Contributors  1,500.00 

911,550.00 

The  following  persons  have  served  as  editors  during  the  past  year:  Dr. 
L.  C.  Gray  and  Professor  M.  W.  Watkins,  whose  terms  expire  this  year; 
Professors  F.  A.  Bradford  and  P.  T.  Homan,  whose  terms  expire  in  1984; 
and  Professors  Carter  Goodrich  and  A.  B.  Wolfe,  whose  terms  expire  in 
1985.  During  the  year  187  persons  have  co-operated  in  writing  leading  arti- 
cles, communications,  reviews  and  notes. 

Owing  to  the  discontinuance  of  Social  Science  Abstracts  the  Review  has 

carried  lists  of  titles  of  articles  in  economic  journals  during  the  past  year. 

About  1,000  titles  have  been  so  listed.  This  is  by  no  means  exhaustive;  but 

it  is  recognized  that  the  space  allowed  is  not  adequate  to  cover  this  branch 

of  service.  The  total  number  of  pages  given  to  these  lists  amounted  to  84 

for  the  year,  or  4.2  per  cent.  If  we  endeavor  to  restrict  the  volume  of  the 

Review  to  about  800  pages,  it  is  obvious  that  to  include  more  titles  it  would 

be  necessary  to  cut  down  on  leading  articles,  reviews  or  lists  of  new  books. 

The  usual  tables  are  appended. 

Respectfully  submitted, 

Davis  R.  Dewey,  Managing  Editor 
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Printing 

Sakryof 
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contributor! 
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1980 

$6056.81 

$1500.00 

$1188.75 

$1595.64 

$807.80 

$11181. 9( 

1981 

5646.97 

1500.00 

64.50 

1478.50 

819.97 

9008.» 
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— 
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— . 
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5888.84 
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1188.00 

1589.86 

888.48 

987S.5S 

1987 
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10886.71 
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5881.95 
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1190.50 
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875.87 

10844.81 
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1888.75 

8004.50 
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1447.75 

8858.00 
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8500.00 

1454.75 

8800.00 
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11981.11 
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8800.00 

886.18 

11780.S4 

1988 

4606.07 

8500.00 

1408.85 

8486.00 

880.75 

118Sl.(r: 

REPORT  OF  THE  FINANCE  COMMITTEE 

During  the  year  the  following  changes  hare  been  made  in  the  investment 
list: 

Cost      Selling  Price  Loss 


Sinclair  Crude  Oil  Purchasing  Company  10  year 

''A"  Sys's  of  1/1/88  (called  at  101%)  «  1,082UM)    «  1.015.00 

Great  Northern  Kailway  Company  general  mort- 
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gaffe  ••A''  rs  of  7/1/86  2,244UM)        1,177.20  1,067.80 

Northern  Pacific  Railway  Company  refmiding 

and  improvement  <«B'»  6's  due  7/1/2047 2,895.00       2,085.80  809.20 

«  6,172.00    «  4,278.00  9  l^M-OO 

While  this  sale  represents  a  loss  of  $1^894.00^  it  was  the  opinion  of  yoor 
Conunittee  that  the  shift  would  strengthen  the  investment  account.  The  pro- 
ceeds were  invested  in  the  following  securities: 

First  National  Stores,  Inc.,  Common 20  shares  91,179JK) 

Liggett  and  Myers  Tobacco  Company,  Common  "B** 25  shares  2,018.18 

J.  C  Penney  Company,  Common 20  shares  756.80 

98,954.28 

The  total  investment  list  of  the  Association^  carried  at  cost  or  market^ 
whichever  is  lower^  now  amounts  to  $80,971.18.  The  market  value  of  the 
list  on  December  21^  1988^  was  $5^94.21  below  cost^  which  represents  an  im- 
provement in  the  market  value  during  the  year.  The  investments  of  the  Asso- 
ciation have  been  formally  reviewed  quarterly  by  your  Committee^  and  have, 
in  fact,  been  investigated  much  more  frequently  than  this.  The  annual  in- 
terest return  from  the  list  now  amounts  to  $1,679.29. 

Tour  Committee  has  regarded  the  portfolio  of  the  Association  as  an  in- 
vestment account.  It  has  followed  the  policy  of  watching  for  stability  of 
earnings  of  the  issuing  companies,  and  their  ability  to  meet  the  principal 
account  at  maturity.  Notwithstanding  the  most  prolonged  and  serious  de- 
pression in  the  history  of  our  country,  the  Committee  is  glad  to  report  that 
there  has  been  no  default  to  date  of  either  interest  or  principal. 

The  list,  at  market  or  cost,  whichever  is  lower,  stands  as  follows: 

9  1,000.00  Alabama  Power  Co.,  Ist  Mtg.  Lien  &  Ref. 9  570.00 

2,000.00  Bell  Telephone  Co.  of  Pa.  1st  &  Rcf.  Scr.  "B- 1,978.00 

IfiOOM  By-products  Coke  Corp.,  Ist  Mtg.  Scr.  -A'^ 595.00 

1/X)0.00  Chicago,  Rock  Island  &  Pacific  Ry.  Equipment  Trust  Ser.  ''F'  . .  700.00 

lfiOO,00  City  of  Cleveland  Water  Works  920.00 

1,000.00  City  of  New  York  Corp.  Stock  Water  4's 780.00 

2,000.00  Commonwealth  Edison  Co.,  Ist  Mtg.  "P" 1,897.50 

1,000.00  Crown  Willamette  Paper  Co.,  Ist  S.  F 805.00 

1,000.00  Detroit  Edison  Co.,  Gen.  &  Ref.  Scr.  "D" 880.00 

1,000.00  Erie  R.  R.  Co.,  Ref.  &  Impr.  Mtg.  Gold  bond.  Series  of  1980 575.00 

2,000.00  Illinois  BeU  Telephone  Co.,  1st  £  Ref.  Mtg.  Ser.  ^'A" 2,007.50 

2,000.00  Illinois  Central  R.  R.  Co.,  Joint  1st  Ref.  Scr.  "A'^ 1,815.00 

1,000.00  LouisviUe  Gas  &  Electric  Co.,  1st  &  Ref. B97JS0 

IfiOOM  National  Dairy  Products  Corp.  Gold  Deb 7S0.00 

1/)00.00  North  American  Edison  Co.,  Ser.  •KT  Deb 59625 

2,000.00  Northern  Pacific  Ry.  Co.,  Ref.  &  Imp.  •'B"  1,675.00 

1,000.00  Ohio  Power  Co.,  Ist  &  Ref.  Scr.  "D"^ 845.00 

2,000.00  Pacific  Gas  &  Elec  Co.,  1st  &  Ref.  Mtg.  1,980.00 

2,000.00  Pacific  Mills  Ltd.,  1st  Ser.  1,700.00 
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1,000.00    PennsylTania  R.  R.  Co^  40  jr.  Gold  Deb 701 

1,000.00    Southern  IlL  &  Mo.  Bridge  Co.,  Ist  Mtg.  SOyr, SOi 

1,000.00    Southern  Pacific  Co.,  50  yr. 511 

1,000.00    United  Biscuit  Co.,  of  America,  15  yr.  Deb 981 

1,500.00    United  States  of  America  Treasury  1,48 

2,000.00    United  SUtes  of  America  Fourth  Liberty  Loan 2^031 

989,500.00 

Btoek9 

20  shares    First  National  Stores   IJUH 

25  shares    Liggett  and  Myers    2^011 

20  shares    J.  C.  Penney  T5( 

Total  180,97] 

Respectfully  submitted^ 

C.  H.  Crennan^  Chmrmat 
George  B.  Robkrti 
F.  S.  Deibur 


REPORT  OF  THE  JOINT  CENSUS  ADVISORY  COMMITTEE 

The  Joint  Census  Advisory  Committee  of  the  American  Statistical  As- 
sociation and  the  American  Economic  Association  held  two  meetings  during 
1988^  one  on  March  17  and  18  and  the  other  on  September  22  and  28. 

The  recommendations  made  bj  the  Committee  at  the  March  meeting  were 
in  substance  as  follows: 

That  there  be  no  statistical  atlas  published  in  connection  with  the  Fifteenth  Census. 

That  there  be  no  publication  at  this  time  of  a  volunie  corresponding  to  the  volume, 
Mortality  Rate$,  IBlO-tO;  but  that  a  Committee  be  appointed  to  consider  the  form 
and  contents  of  a  possible  substitute  for  that  volume,  and  that  Professor  Chaddock 
be  designated  as  representative  of  the  Advisory  Committee  on  any  committee  consti- 
tuted by  the  Director  for  that  purpose. 

That  new  life  tables  be  preparef  on  the  basis  of  the  1980  census. 

That  the  decennial  inquiry  regarding  taxation,  public  indebtedness,  revenue,  and 
expenditures  be  published  under  the  title  of  Financial  Btatiitiet  of  Btat4  and  Local 
Oovemmcnt*  instead  of  Wealth,  Public  Debt  and  Taaoation;  and  that  no  estimate  of 
the  total  national  wealth  be  included  in  that  inquiry.  Without  spedflcally  recommend- 
ing that  the  inouiry,  like  that  of  1022,  include  a  digest  of  state  tax  laws  the  Com- 
mittee expressed  the  opinion  that  the  inclusion  of  such  a  digest  would  add  materially 
to  the  value  of  the  report. 

The  Committee  passed  the  following  resolntion  in  favor  of  having  a  mid- 
decennial  census  of  population: 

Whzbbab,  There  have  been  extensive  and  unusual  movements  of  population  from 
one  area  in  the  United  States  to  another  since  the  1080  census,  and  very  great 
changes  in  the  rate  of  population  increase  by  reason  of  the  cessation  of  immigration 
and  the  decline  in  the  oirth  rate,  so  that  It  is  no  longer  possible  to  make  the  usual 
annual  estimates  of  population  for  states  and  cities  with  any  satisfactory  degree  of 
accuracy;  and 

Whkbxas,  It  is  essential  to  know  the  number  of  persons  living  in  the  various  states, 
dties,  and  counties  year  by  year,  in  order  that  reasonablv  accurate  rates  may  be 
computed  for  births,  deaths,  and  morbidity,  and  for  financial  items  such  as  govern- 
mental expenditures;  in  order  that  proper  provision  may  be  made  for  the  expansion 
of  public  utility  services;  and  for  other  reasons;  be  It 

Resolved,  That  a  simple  mid-decennial  census  of  population  should  be  taken  either 
late  in  1984  or  early  in  1985,  this  census  of  population  to  be  limited  to  basic  items,  like 
sex,  color  or  race,  age,  marital  condition,  and  urban,  rural,  or  farm  residence. 

At  its  September  meeting  the  Committee  was  called  npon  to  consider 
mainly  the  printing  situation  in  the  Census  Bureau,  the  plans  for  the  1988 
census  of  manufactures,  and  certain  problems  which  had  arisen  in  relation 
to  the  compilation  of  vital  statistics. 

Because  of  a  cut  in  its  printing  allotment,  the  Bureau  of  the  Census  had 
been  compelled  to  suspend  the  printing  of  the  Fifteenth  Census  Reports  and 
either  to  omit  certain  of  the  annual  publications  or  to  combine  two  years  in 
one  report.  In  view  of  this  situation  the  Committee  passed  the  following 
resolution : 

Resolved,  That  the  Census  Advisory  Committee  Is  greatly  concerned  to  learn  that 
owing  to  the  fact  that  the  funds  allotted  for  printing  are  about  00  per  cent  below 
the  amount  asked  for  and  as  estimated  as  necessary,  8ie  Bureau  has  been  compelled 
to  abandon  or  postpone  indefinitely  the  printing  of  some  of  the  reports  whicn  will 
be  completed  ready  for  publication  in  the  current  fiscal  year  and  to  curtail  very  ma- 
terially the  scope  and  detail  of  others.  It  is  obvious  that  in  so  far  as  the  statistics 
which  the  Bureau  compiles  and  tabulates  cannot  be  printed,  the  money  expended  on 
their  collection  is  wasted.  Either  the  Bureau  should  be  provided  with  funds  sufficient 
to  print  the  results  of  the  statistical  compilations  which  it  is  authorised  or  directed 
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by  law  to  make,  or  else  the  scope  of  snch  compUatioiis  should  be  reduced  to  com 
within  the  limits  imposed  by  the  funds  that  will  be  ayaUable  for  printing  the  resulti 
The  Onmnittee  therefore  recommends  that  steps  be  taken  to  secure^  if  posrible^  sap 
plementary  fmids  for  printing  the  current  reports;  and  looking  to  the  future  thai  ai 
organised  effort  be  made  to  do  away  with  the  present  practice  of  making  a  sepant 
appropriation  for  printing  as  applied  to  the  woik  of  the  Census  Bureau  and  to  mdad 
the  cost  of  printing  in  the  appropriation  granted  directly  to  the  Bureau  for  canyin^ 
on  the  statistical  inquiries  which  ft  may  be  authorised  or  directed  by  law  to  make. 

Since  the  above  resolation  was  passed  by  the  Committee^  funds  for  oom 
pleting  the  printing  of  the  Fifteenth  Census  Reports  have  been  supplied  Ir 
the  Civil  Works  Administration.  But  the  fonds  available  for  printing  o 
carrent  reports  are  still  quite  inadequate. 

As  regards  the  vital  statistics  work  the  immediate  and  most  urgent  ques 
tion  was  that  of  allowing  the  New  York  State  Health  Office  to  supply  th 
Census  Bureau  with  punched  cards  for  the  transcription  of  mortality  data  ii 
place  of  handwritten  transcripts.  After  consideration  of  this  and  other  ques 
tions  relating  to  the  compilation  of  vital  statistics  the  Committee  passed  tin 
following  resolution: 

R0iolv0d,  That  provisionally  and  as  an  experiment  arrauMnents  be  made  wiUi  lb 
New  York  State  Health  OiBce  authorising  tne  use  of  punched  cards  for  transcribini 
death  data,  provided  this  method  of  transcription  is  permissible  under  tiie  existiiii 
law;  and 

R0*olv0d,  That  Dr.  Chaddock  be  requested  to  serve  as  a  Committee  of  One  t 
make  a  preliminary  study  of  all  phases  of  the  present  situation  regarding  tiie  coDee 
tion  of  vital  statistics  and  report  to  the  Advisory  Committee  at  as  early  a  date  i 
possible. 

As  regards  the  plans  for  the  1988  census  of  manufactures,  the  Committe 
was  called  upon  to  consider  especially  the  situation  which  existed  as  a  xenl 
of  the  cut  in  the  appropriation  for  field  work,  which  would  make  necesssr 
a  considerable  curtailment  in  the  scope  and  detail  of  that  census  as  oomparo 
with  prior  censuses.  The  committee  passed  the  following  resolution: 

Resolved,  That  it  is  highly  desirable  that  the  census  of  manufactures  be  taken  fo 
1988  and  that  the  information  should  be  properly  comparable  with  that  of  prefin 
censuses.  The  Committee  finds  that  it  wiu  be  impossible  to  attain  this  result  unkf 
additional  funds  are  made  available  for  necessary  field  work  in  connection  with  till 
census.  The  Committee  therefore  strongly  recommends  that  appropriate  measures  I 
taken  to  secure  the  restoration  to  the  Bureau  of  the  Census  for  this  purpose  e 
$115,000. 

The  Bureau  has  now  been  informally  assured  that  additional  funds  for  th 
field  work  of  the  census  of  manufactures  to  the  amount  of  $115,000  will  b 
supplied  from  the  Budget,  thus  making  it  possible  to  conduct  a  field  canvas 
which  will  secure  information  properly  comparable  with  that  of  prcvion 
censuses,  although  the  amount  of  production  detail  on  the  special  schedule 
will  be  materially  reduced. 

Respectfully  submitted, 

E.  E.  Dat,  Chmrmmi 

L.  WOLMAN 

G.  E.  Barkktt 


REPORT  OF  ACTIVITIES  OF  THE  SOCIAL  SCIENCE 
RESEARCH  COUNCIL 

The  emphasis  of  previous  years  on  the  integration  of  the  work  of  the 
Conncil^  including  concentrated  planning  in  selected  areas  of  work^  has  been 
continued,  bat  in  addition  there  has  been  a  new  emphasis,  largely  the  out- 
growth of  the  current  national  emergency,  on  efforts  designed  to  relate  the 
materials  and  methods  of  the  social  sciences  to  the  problems  and  plans  of 
national  recovery. 

The  major  Council  activities  in  the  field  of  industry  and  trade  during  the 
past  year  have  been  concerned  with  (1)  the  further  development  of  long^ 
range  plans,  (2)  the  adaptation  of  certain  phases  of  this  long-range  planning 
to  an  emergency  research  attack  on  the  immediate  economic  situation  and  re- 
covery efforts,  and  (8)  the  initiation  of  strategic  projects  in  furtherance  of 
both  (1)  and  (2)  above.  Planning  in  the  field  of  international  relations  di- 
rected primarily  toward  the  development  of  a  co-ordinated  approach  to  mutual 
problems  by  different  national  groups  has  been  continued.  In  the  area  of 
personality  and  culture,  a  canvass  of  present  types  of  research  in  the  field 
was  completed.  The  Council's  interests  in  the  area  will  be  furthered  by  con- 
tinuing committee  activity  dealing  with  the  problems  m  personality  and  cul- 
ture that  have  to  do  with  the  degree  of  completeness  with  which  an  individual 
progressively  adjusts  to  his  cultural  situation. 

The  Committee  on  Crovernment  Statistics  and  Informational  Services,  a 
joint  committee  of  the  American  Statistical  Association  and  the  Social  Science 
Research  Council,  has  been  amply  financed  for  effective  work  during  the 
period  of  a  year.  This  Committee  has  been  very  actively  at  work  in  Washing- 
ton for  the  past  six  months.  Great  competence  has  been  shown  in  establishing 
and  maintaining  highly  satisfactory  relations  with  the  responsible  officials 
of  the  government.  The  work  of  the  Committee  will  redound  to  the  credit 
of  the  Association  and  of  the  Council.  That  result  has  already  been  substan- 
tially accomplished;  and  its  essential  basis  is  the  wisdom  of  the  Committee  in 
making  no  claims  to  credit  for  itself  or  its  parent  bodies,  but  rather  in  giving 
all  credit  to  the  officials  who  take  the  responsibility  for  making  its  recom- 
mendations effective. 

The  Committee  on  Social  Statistics,  with  its  interest  in  the  improvement 
and  availability  of  federal  and  state  census  materials,  has  been  associated 
in  an  advisory  capacity  with  the  work  of  the  joint  committee  of  the  Ameri- 
can Statistical  Association  and  the  Council  in  Washington.  Provision  has 
been  made  for  aid  and  advice  to  the  Bureau  of  the  Census  in  segregating 
materials  for  preservation  and  for  distribution.  Provision  has  been  made  for 
financial  support  of  the  work  of  the  Census  Advisory  Committee.  At  the 
request  of  the  Director  of  the  Census,  the  Committee  on  Sodal  Statistics  has 
undertaken  to  examine  the  broader  aspects  of  the  government's  handling  of 
vital  statistics. 

The  Joint  Committee  on  Materials  for  Research  of  the  American  Council 
of  Learned  Societies  and  the  Social  Science  Research  Council  has  acted  as 
an  advisory  committee  in  its  field  to  the  parent  Councils,  has  conducted  three 
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surveys  in  the  fields  of  availability  and  preservation  of  research  materiali 
and  has  formalated  plans  for  the  exploration  of  the  whole  area  of  material 
for  research. 

The  Committee  on  Social  Science  Personnel  concluded  its  inquiries  ooi 
ceming  the  recruitment  and  training  of  research  personnel  in  the  social  sc 
ences.  After  the  presentation  of  its  final  report  to  the  Council  in  Septembe 
1988,  its  functions  were  transferred  to  the  committee  charged  with  the  dni 
of  making  fellowship  awards,  and  the  name  of  this  latter  committee,  no 
charged  with  the  dual  duty  of  developing  the  Council's  personnel  polici< 
and  of  making  all  fellowship  awards,  was  changed  from  the  Conmiittee  o 
Research  Fellowships  in  the  Social  Sciences  to  the  Committee  on  Sod; 
Science  Personnel.  Instructions  were  given  by  the  Council  to  formulate  plaz 
providing  for  the  continuation  of  the  present  post-doctoral  fellowships  i 
accordance  with  existing  policies  and  procedures,  and  for  the  initiation  ( 
two  new  fellowship  series,  one  at  the  first  year  graduate  level  and  a  secon 
at  about  the  third  year  graduate  level,  that  is,  for  candidates  who  have  con 
plated  all  requirements  for  the  Ph.D.  except  the  dissertation.  While  tl 
basic  purpose  of  both  these  new  fellowship  series  is  the  development  of  it 
search  personnel  by  providing  training  opportunities,  fellowships  at  the  fin 
year  graduate  level  are  also  designed  to  be  an  aid  in  the  recruitment  o 
superior  students  into  social  research,  and  those  at  the  later  stage  are  pai 
ticularly  intended  to  offer  opportunities  for  field  work  supplementing  mor 
formal  graduate  instruction. 

Eighteen  fellowships,  including  three  reappointments,  were  awarded  fo 
1988-84. 

Forty-two  grants-in-aid  were  made  to  assist  mature  scholars  to  bring  t 
completion  research  projects  already  well  under  way  at  the  time  of  award 

The  Committee  on  Social  and  Economic  Research  in  Agriculture  has  con 
pleted  the  major  portion  of  its  survey  of  research  in  agricultural  economic 
and  rural  sociology  in  the  United  States  as  planned.  Its  main  activities  daring 
the  past  year  have  been  directed  to  the  improvement  of  the  quality  of  re 
search  in  the  field  through  the  improvement  of  facilities  for  research  train 
ing,  the  development  of  research  methodology,  and  through  increased  aTaila 
bility  of  research  materials.  Considerable  attention  has  also  been  given  t 
problems  involved  in  the  effective  co-ordination  of  research  activities  am 
the  planning  of  research  in  the  rural  field. 

The  temporary  Committee  on  Research  in  Social  Aspects  of  Medicine  sali 
mitted  a  report  expressing  the  conclusion  that  there  is  an  opportunity  fo 
useful  investigation  of  the  social  aspects  of  medicine,  and  that  the  Coanci 
might  serve  in  this  field  in  a  constructive  manner. 

The  Pacific  Coast  Regional  Committee  gave  much  of  its  attention  to  ai 
inquiry  into  the  ways  and  means  for  making  its  work  most  effective.  There  i 
increasing  evidence  of  the  need  for  and  of  the  benefits  from  closer  contact 
between  institutions  and  between  social  research  personnel  on  the  Padfi 
Coast,  and  it  is  with  this  in  mind  that  the  regional  committee  in  that  arej 
is  developing  its  program.  The  Southern  Regional  Conmiittee  has  continnec 
to  be  actively  interested  in  the  development  of  research  and  research  person 
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nel  in  the  Sonth  through  the  initiation  or  encouragement  of  strategic  research 
projects  and  by  means  of  conferences^  planning  advice^  and  publications. 

Commissioned  by  the  Council  in  1981  to  investigate  the  possible  impor- 
tance of  propaganda  as  a  field  of  concentrated  research^  the  Committee  on 
Pressure  Groups  and  Propaganda  has  amplified  its  knowledge  of  the  func- 
tion of  propaganda  in  modem  civilization  and  surveyed  the  existing  state  of 
research  and  publication.  Plans  looking  toward  the  further  development  of 
research  in  the  field  have  been  prepared  and  submitted  to  the  Council. 

Respectfully  submitted, 

A.  B.  Wolfe 
M.  Handiman 
H.  A.  MiLLis 


SPECIAL  RESOLUTIONS 

Three  fonner  presidents  of  the  American  Economic  Assodatioii  pasted 
awaj  during  the  jear  1988.  The  Association  takes  this  opportonity  to  ezpzen 
its  profound  sorrow  at  the  passing  of  Professors  Adams  and  Famam  of  Tik 
and  Professor  Hanmiond  of  Ohio  State.  All  made  snbstantial  oootrilmtioni 
in  the  fields  of  teaching,  scholarship,  and  public  serrloe. 

Matthew  Brown  Hammond  died  in  Columbus,  Ohio,  on  September  8S 
1988.  Professor  Hammond  was  bom  In  South  Bend,  Indiana,  on  June  18 
1868.  He  was  graduated  from  the  Universitj  of  Michigan  In  1891  and  twi 
years  later  received  the  M.L.  degree  from  the  University  of  Wisconsin.  Sob 
sequently  he  studied  in  Germany  at  the  Universities  of  Tubingen  and  Berlin 
and  received  his  Ph.D.  from  Columbia  University  in  1898. 

Professor  Hammond  began  his  teaching  career  as  principal  of  a  seooodai] 
school  in  Missouri.  He  then  became  acting  assistant  professor  of  eoonomiei 
at  the  University  of  Missouri,  and  from  there  went  to  the  UnlTersity  of  OH 
nois  as  instructor,  and  later  as  assistant  professor  of  economics.  From  IM 
until  his  death  he  taught  at  Ohio  State  University,  first  as  assistant  profet 
sor,  and  after  1908  as  professor  of  economics.  From  1921  to  1928  he  serf« 
as  head  of  the  department 

In  addition  to  his  university  activities.  Professor  Hammond  had  a  dis 
tlnguished  career  of  public  service.  He  was  instrumental  In  drafting  laboi 
legislation  in  Ohio,  and  served  as  secretary  of  the  Coal  Mining  Commission  oi 
that  state.  He  was  a  member  of  the  Industrial  Commission  of  Ohio  from  1911 
to  1915,  and  of  the  Health  and  Old  Age  Insurance  Conmilsslon  from  1917  fa 
1919.  He  acted  as  labor  adviser  to  the  United  SUtes  Food  Admlnlstratioi 
during  the  World  War,  and  as  a  member  of  the  War  Labor  Policies  Board.  H< 
was  technical  adviser  to  the  United  States  Anthracite  Coal  Commission. 

Professor  Hammond  was  president  of  the  American  Economic  Assodstioi 
in  1980,  and  gave  generously  of  his  time  to  the  numerous  committees  of  tlu 
Association.  He  co-operated  In  the  work  of  the  Social  Science  Researd 
Council  and  the  American  Association  for  Labor  Legislation. 

Professor  Hammond's  book  on  The  Cotton  Industry,  which  appeared  ii 
1897,  is  a  standard  work  in  its  field.  In  1911  he  brought  out  RaUirmd  Rttt 
Theories  of  the  Interstate  Commerce  Commission,  and  in  1919,  BriUsh  Lshoi 
Conditions  and  Legislation  During  the  War.  He  was  a  freqnent  oontribotoi 
to  economic  journals.  A  diligent  student,  an  inspiring  teacher,  and  an  in 
valuable  counsellor.  Professor  Hammond's  absence  from  the  ranks  of  Ameri 
can  economists  will  be  sorely  felt. 


Henry  Wolcott  Famam  died  in  New  Haven,  Connecticut,  in  his  ei^tied 
year.  Professor  Famam  was  bom  in  New  Haven  on  November  6,  1858.  Hi 
was  graduated  from  Tale  in  1874  and  two  years  later  received  the  A.M.  de 
gree  from  the  same  institution.  He  continued  his  studies  abroad  at  die  UbI 
versities  of  Berlin,  05ttingen,  and  Strasburg,  and  in  1878  be  returned  to  Tak 
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as  tutor.  In  1880  he  was  appointed  professor  of  economics,  and  served  in 
this  capacity  until  1918,  when  he  became  professor  emeritus.  In  1914  he 
was  named  Roosevelt  Professor  at  Berlin,  bat  the  War  prevented  his  going 
to  Germanj.  In  1982  Yale  University  honored  him  with  the  LL.D.  degree. 

Professor  Famam's  interests  were  manifold  and  his  career  distinguished. 
In  addition  to  his  academic  work  at  Yale,  he  gave  largely  of  his  thought 
and  energy  to  social  service.  He  was  chairman  of  the  New  Haven  Civil  Serv- 
ice Board,  and  a  member  of  the  Connecticut  State  Commission  of  Sculpture 
from  1887  to  1909.  For  more  than  twenty  years  he  was  president  of  the  Con- 
necticut Civil  Service  Association,  and  also  served  as  president  of  the  New 
Haven  HospitaL  He  organised  the  Lowell  House,  which  was  the  first  social 
settlement  in  New  Haven,  and  headed  the  Connecticut  Training  School  for 
Nurses.  He  was  president  of  the  Morning  News  Company,  publisher  of  the 
first  politically  independent  newspaper  in  New  Haven. 

Professor  Famam's  academic  interests  were  of  wide  scope.  He  was  presi- 
dent of  the  American  Economic  Association  in  1911  and  president  of  the 
American  Association  for  Labor  Legislation  from  1907  to  1910.  He  was  a 
fellow  of  the  American  Academy  of  Arts  and  Sciences,  and  a  member  of  the 
supervisory  committee  of  the  Americam  Year  Book  from  1910  to  1980.  He 
was  one  of  the  editors  of  the  Yale  Review  from  1892  to  1911  and  was  on  the 
editorial  board  of  the  American  Economic  Review  in  1911  and  1912. 

Professor  Famam's  written  work  covered  a  wide  range  of  economic  and 
political  studies  from  the  ancients  to  the  present.  He  wrote  equally  well  in 
German  and  in  English,  his  longer  works  including:  Die  Inner e  Franzdeieche 
Gewerbepolitik  von  Colbert  bie  Turgot;  Deutech-Amerikaniiche  Begiehungen 
m  der  Volkewirtechaftlehre  in  Schmoller's  Feetgabe;  and  Shakeepeare'i  Eco- 
nomicM.  Both  by  his  writings  and  by  his  public  service.  Professor  Famam 
had  won  a  place  of  distinction  in  American  affairs. 

Thomas  Sewall  Adams  died  in  New  Haven,  Connecticut,  on  February  8, 
1988.  Professor  Adams  was  bom  in  Baltimore,  Maryland,  on  December  29, 
1878,  and  was  graduated  from  Johns  Hopkins  University  in  1896.  In  1899 
he  began  his  long  career  of  public  service  as  clerk  in  the  Census  Bureau. 
The  following  year  he  was  named  assistant  to  the  treasurer  of  Puerto  Rico. 
After  serving  one  year  in  that  capacity,  he  joined  the  faculty  of  the  Univer- 
sity of  Wisconsin. 

At  Wisconsin,  state  duties  absorbed  much  of  Professor  Adams'  attention. 
He  drafted  many  of  Wisconsin's  tax  laws  and  served  on  the  Tax  Commission 
from  1911  to  1915.  In  1916  he  was  appointed  professor  of  political  economy 
at  Yale  University  and  held  this  position  until  his  death.  In  1917  President 
Wilson  appointed  him  adviser  to  the  Treasury  Department,  and  in  this  capa- 
city he  frequently  appeared  as  the  Treasury's  spokeman  before  Congressional 
hearings.  Professor  Adams'  knowledge  of  his  subject  was  broad  and  pene- 
trating, and  his  judgment  of  the  highest  quality.  He  was  a  staunch  opponent 
of  Treasury  surpluses,  and  frequently  reiterated  the  dangers  of  Congressional 
extravagance  presented  by  such  surpluses. 
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Professor  Adams  was  president  of  the  American  Economic  Association 
1927,  president  of  the  National  Tax  Association  in  1922  and  1923,  and  fr 
1929  until  his  death  served  as  a  member  of  the  fiscal  committee  of  the  Lea] 
of  Nations.  He  made  extensive  contributions  to  economic  scholarship,  p 
ticularlj  in  the  fields  of  taxation  and  labor.  In  addition  to  nomeroos  artic 
he  was  the  author  of  Taxation  m  Maryland,  Labor  Problems,  Mortgage  Ta 
tion  in  Wisconsin  and  Neighboring  States,  and  a  translation  of  Levassei 
American  Workman.  Always  honest  and  sincere  of  purpose.  Professor  Adi 
allowed  no  bonds  of  friendship  to  stand  between  him  and  a  forceful  expi 
sion  of  his  opinions  where  he  found  occasion  to  differ  with  others  on  pnl 
issues.  In  his  premature  passing,  the  world  of  American  economics  and  pnl 
affairs  suffered  a  great  loss. 
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8.  The  Ohio  Tax  Inquisitor  Law.  Bv  T.  N.  Camer.  Pp.  00.  JSO 
4.  The  American  Federation  of  Labor.  By  Morton  A.  Aldridu  Pp.  04.  JSO 
0.    Housing  of  the  Workhig  People  hi  Yonkers.  Bv  E.  Ia  Bogart  Pp.  82.              JSO 

0.  The  State  Purchase  of  Railways  in  Switserland.  By  Horace  Michelie;  trans- 

lated by  John  Cummings.  Pp.  72.  JSO 

Volume  IV,  1899 
Eleventh  Annual  Meetings  Handbook  and  Report  Pp.  120.  JBO 

1.  I.  Economics  and  Politics.  By  A.  T.  Hadley.  II.  Report  on  Currency  Reform. 

III.  Report  on  the  Twelfth  Census.  Pp.  70.  JSO 

9.  Personal  Competition.  By  Charies  H.  Cooley.  Pp.  104.  JBO 
8.  Economics  as  a  School  Study.  By  F.  R.  Qow.  Pp.  72.  JBO 
4-0.  The  Enfflish  Income  Tax.  By  J.  A.  HilL  Pp.  102.  1.00 
8.    Effects  of  Recent  Changes  in  Monetary  Standards  upon  the  Distribution  of 

Wealth.  By  F.  S.  Kinder.  Pp.  91.  JSO 


NEW  SERIES 

1.  **The  Cotton  Industry.  By  M.  B.  Hammond.  Pp.  882.  91.00 

2.  Scope  and  Method  of  the  Twelfth  Census.  Critical  discussion  by  over  twenty 

statistical  experts.  Pp.  820.  2.00 
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THIRD  SERIES 
Note— DtfHna  1896-1899  ths  A$$oe%atUm  i$9u0d  iU  fmblieatUm  im  two  tnUt,  ^ 
th0  bimonthly  Economic  Studies,  and  tho  "New  Beriet*  of  largor  rnxmographs  win 
at  irregular  intervtUs,  In  1900  it  reverted  to  the  policy  of  issuing  its  monogrofms,  f 
called  the  "Third  Series"  of  the  publications  at  quarterly  intervals. 
Price  per  volume  f4'00. 

Volume  I,  1900 

1.    Twelfth  Annual  Meeting:  Papers  on  Economic  Theory  and  Political  Morality; 

Trusts;    Railroad    Problems;    Public    Finance;    Consumers'    League; 

Twelfth  Census.  Pp.  186.  $1 

8.    The  End  of  Villeinage  in  England.  Bv  T.  W.  Page.  Pp.  99.  1 

8.    Essays  in  Colonial  Finance.  By  Members  of  the  Association.  Pp.  808.  1 

4.    Currency  and  Banking  in  the  Province  of  Massachusetts  Bay.  By  A.  McF. 

Davis.  Part  1:  Currency.  Pp.  464  4.  19  photogravure  plates.  ] 

Volume  II,  1901 

1.  ^'Thirteenth  Annual  Meeting:  Papers  on  Competition;  Comroerdal  Educa- 

tion; Economic  Theory;  Taxation  of  Quasi-public  Corporations;  Monie- 
ipal  Accounts.  Pp.  800.  1 

2.  Currency  and  Banking.  By  A.  McF.  Davis.  Part  lis  Banking.  Pp.  841  4.  18 

photogravure  plates.  1 

8.    **Theory  of  Value  before  Adam  Smith.  By  Hannah  R.  SewalL  Pp.  182.  1 

4.    Administration  of  City  Fmances  in  the  U.S.  By  F.  R.  Clow.  Pp.  144.  1 

Volume  III,  1902 

1.  Fourteenth   Annual   Meetings   Papers   on   International    Trade;   Industrial 

Policy;  Public  Finance;  Protective  Tariff;  Negro  Problem;  Arbitration 
of  Labor  Disputes  in  Coal  Mining  Industry;  Porto  Rican  Finance;  Eco- 
nomic History.  Pp.  400.  1. 

2.  **The  Negro  in  Africa  and  America.  By  Joseph  A.  Tilllnghast.  Pp.  240.  1. 
8.  Taxation  in  New  Hampshire.  By  M.  H.  Robinson.  Pp.  282.  1. 
4.    **Rent  in  Modern  Economic  Theory.  By  Alvin  S.  Johnson.  Pp.  186. 

Volume  IV,  1908 

1.  Fifteenth  Annual  Meeting:  Papers  and  Discussions  on  Economic  and  Social 

Progress;  Trade  Unions  and  the  Open  Shop;  Railway  Regulation;  Theory 
of  Wages;  Theory  of  Rent;  Oriental  Currency  Problem.  Pp.  298.  1 

2.  Ethnic  Factors  in  the  Population  of  Boston.  By  F.  A.  Bushee.  Pp.  171.  I 
8.    History  of  Contract  Labor  in  the  Hawaiian  Islands.  By  Katherine  Coman. 

Pp.  74. 
4.    **The  Income  Tax  in  the  Commonwealth  of  the  United  SUtes.  By  Delos  0. 
Kinsman.  Pp.  184.  1 

Volume  V,  1904 

Sixteenth  Annual  Meeting.  Papers  and  Proceedings  published  In  two  parts. 

1.  Part  I — Papers  and  Discussions  on  Southern  Agricultural  and  Indi^trial 

Problems;  Social  Aspects  of  Economic  Law;  lielations  Between  Rent  and 
Interest.  Pp.  240.  1 

2.  Part  II — Papers  and  Discussions  on  The  Management  of  the  Surplus  Re- 

serve; Theory  of  Loan  Credit  in  Relation  to  Corporation  Economics; 
State  Taxation  of  Interstate  Commerce;  Trusts;  Theory  of  Social  Caus- 
ation. 1 

8.  Monopolistic  Combinations  in  the  German  Coal  Industry.  By  Francis  Walker. 
Pp.  840.  1 

4.  **The  Influence  of  Farm  Machinery  on  Production  and  Labor.  By  Hadley 
Winfieid  Quaintance.  Pp.  110. 

Volume  VI,  1905 

Seventeenth  Annual  Meeting.  Papers  and  Proceedings  published  in  two 
parts. 
1.    Part  I — Papers  and  Discussions  on  the  Doctrine  of  Free  Trade;  Theoiy  of 
Prices;  Theory  of  Money;  Open  Shop  or  Closed  Shop.  Pp.  828.  1 
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8.    Part  II — Papers  and  Discussions  on  Goyemment  Interference  with  Indus- 
trial Combinations;  Regulation  of  Railway  Rates;  Taxation  of  Rail- 
ways; Preferential  Tariffs  and  Reciprocity;  Indosure  Movement;  Eco- 
nomic History  of  the  United  SUtes.  Pp.  270.  $1.00 
a    ••The  History  and  Theory  of  Shipping  Subsidies.  By  R.  Meeker.  Pp.  280.        1.00 
4.    Factory  Legislation  in  the  State  of  New  Yoric  By  F.  R.  Falrchild.  Pp.  2ia         1.00 

Volume  VII,  1906 

1.  Eighteenth  Annual  Meetingt  Papers  and  Discussions  on  The  Love  of  Wealth 

and  the  Public  Service;  Theory  of  Distribution;  Government  Regulation 
of  RaUway  Rates;  Municipal  Ownership;  Labor  Disputes;  The  Eco- 
nomic Future  of  the  Negro.  Fhp.  825.  1.00 

2.  RaUroad  Rate  Control  By  H.  S.  Smalley.  Pp.  147.  1.00 
a    On  CoUective  Phenomena  and  the  Scientific  Value  of  Statistical  Data.  By 

E.  G.  F.  GrysanovskL  Pp.  4a  .75 

Handbook  of  the  Association,  1006.  Pp.  48.  .25 
4.    The  Taxation  of  the  Gross  Receipts  of  Railways  in  Wisconsin.  By  G.  E. 

Snider.  Pp.  18a  1.00 

Volume  VIII,  1907 

1.  Nineteenth  Annual  Meeting:  Papers  and  Discussions  on  Modem  Standards 

of  Business  Honor;  Wages  as  Determined  by  Arbitration;  Commercial 
Education;  Money  and  Banking;  Western  Civilization  and  Birth  Rate; 
Economic  History;  Government  Regulation  of  Insurance;  Trusts  and 
Tariff;  Child  Labor.  Pp.  268.  1.00 

2.  Historical  Sketch  of  the  Finances  and  Financial  Policy  of  Massachusetts  from 

1780  to  1905.  By  C.  J.  Bullock.  Pp.  144.  1.00 

Handboidc  of  the  Association,  1907.  Pp.  50.  .25 

a    The  Labor  Legislation  of  Connecticut.  By  Alba  M.  Edwards.  Pp.  822.  1.00 

4.    The  Growth  of  Large  Fortunes.  By  G.  P.  Watkins.  Pp.  170.  1.00 

Volume  IX,  1908 
Handbook  of  the  Association,  190a  Pp.  49.  .25 

1.  Twentieth  Annual  Meetingt  Papers  and  Discussions  on  Principles  of  Govern- 

ment Control  of  Business;  Are  Savings  Income;  Agricultural  Economics; 
Money  and  Banking;  Affreements  in  Political  Economy;  Labor  Legis- 
lation; Relation  of  the  Federal  Treasury  to  the  Money  Market;  Public 
Service  Commissions.  Pp.  811.  IJ25 

2.  Chicago  Traction.  By  R.  E.  Heilman.  Pp.  181.  1.00 
a  Factory  Legislation  of  Rhode  Island.  By  J.  K.  Towles.  Pp.  119.  1.00 
4w    ^^Progressive  Taxation  in  Theory  and  Practice.  Revised  Edition.  By  E.  R.  A. 

Sdigman.  Pp.  884.  1.25 

Volume  X,  1909 

1.  Twenty-first  Annual  Meeting:  Papers  and  Discussions  on  The  Making  of 

Economic  Literature;  Collective  Bargaining;  Round  Table  on  Account- 
ing; Labor  Legislation;  Employers'  Liability;  Canadian  Industrial-Dis- 
putes Act;  Modem  Industry  and  Family  Life;  Agricultural  Economics; 
Transportation;  Revision  of  the  Tariff;  A  Central  Bank;  The  National 
Monetary  Commission;  Capitalisation  of  Public  Service  Corporations  in 
Massachusetts.  Pp.  482.  1.50 

2.  Handbook  of  the  Association,  1909.  Pp.  59.  .25 
a  ••The  Printers.  By  George  E.  Bamett.  Pp.  879.  1.50 
4.    Life  Insurance  Reform  hi  New  York.  By  W.  H.  Price.  Pp.  95.                          .75 

Volume  XI,  1910 

1.  Twenty-second  Annual  Meetingt  Papers  and  Discussions  on  History  of  the 

Association;  Observation  in  Economics;  Economic  D3mamics;  Theory 
of  Wages;  Country  Life;  Valuation  of  Public  Service  Corporations; 
Trusts;  Taxation.  Pp.  886.  1.50 

2.  ••Handbook  of  the  Association,  1910.  Pp.  79.  .25 
a  The  Child  Labor  Policy  of  New  Jersey.  By  A.  S.  Field.  Pp.  229.  1.25 
4.    The  American  Silk  Industry  and  the  Tariff.  By  F.  R.  Mason.  Pp.  17a            1.00 
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Publiflbed  quarterly  in  1908,  1909»  and  1910,  and  containing 
of  the  economic  world,  annonncements  of  special  lines  of  investlgatloii,  and  a  di 
fled  and  annotated  bibliography  of  the  current  books  and  artldea  oo  economic  i 
Jects. 

Volume      I,  1908.    Four  numbers.  fSiX);  each 

Volume    II,  1909.    Four  numbers.  9^.00;  each 

Volume  III,  1910.    Four  numbers.  9t-00; 


FOURTH  SERIES 
Bitb$efiption$  6jf  now  iiMtii6#r>,  Ulbrairi§$,  #f«.,  ^M  m 

Volume  I,  1911 
The  American  Economic  Reriew,  **lfarcfa,  June,  September,  and  December; 

esdibf] 
Twenty-third  Annual  Meetings  Papers  and  Discussions  on  the  SInilleuice  of 
a  ComprehensiTC  System  of  Education;  Money  and  Prices;  The  Ricardo 
Centenary;  Accounting;  Canals  and  Railways;  Population  and  Immi- 
gration; Labor  Legislation;  Taxation;  A  Deflnitlon  of  Socialism;  Com- 
petition in  the  Fur  Trade.  Pp.  888.  I 
••Handbook  of  the  Association,  1911. 

V<tone  II,  191S 
The  American  Economic  Review,  March,  June^  September,  and  December; 

esdi,! 
Supplement— Twenty-fourth  Annual  Meetings 

Papers  and  Proceedings.  The  Economic  Utilisation  of  Histoiy;  Tariff 
Legislation;  The  Federal  Budget;  Rural  Conditions;  Sdeetion  of  Popu- 
lation by  Migration;  The  Price  Concept;  An  International  GoBunisikMi 
on  the  Cost  of  Living;  Industrial  BiBcfiency.  Pp.  148.  1 


Volume  III,  1918 
The  American  Economic  Review,  March,  June^  **September,  and 


'December; 


Supplement— Twenty-fifth  Annual  Meetinct 

Papers  and  Proceedings.  Population  or  Prosperity;  The  Rising  Cost  of 
Living— Standardising  the  Dollar;  BanUns  Reform;  Theories  of  Distri- 
bution ;  Farm  Management;  Governmental  Price  Regulatloii.  Pp.  188.       1 

Supplement — Handbook  of  the  Association,  1918. 

Volume  IV,  1914 
The  American  Economic  Review,  March,  June^  September,  and  December; 

cscfa,! 
Supplement— Twenty-sixth  Annual  Meetings 

Papers  and  Proceedings.  The  Increasing  Governmental  Control  of  Eco- 
nomic Life;  The  Control  of  Public  Utilities;  Raflroad  Rate  Making; 
Syndicalism;  Trust  Decisions  and  Bushiess.  Pp.  Sll.  1 

Supplement — Handbook  of  the  Association,  1914. 

Volume  V,  1918 
The  American  Economic  Review,  March,  June,  Septemi)er,  and  **Deoember; 


1 

Supplement — Twenty-seventh  Annual  Meetings 

Papers  and  Proceedings.  Economics  and  the  Law;  Regvlatkm  of  the 
Stock  Exchanges;  Mariket  Distribution;  Statistical  Work  of  the  United 
States  Government;  Relation  of  Education  to  Industrial  Bfiefeo^;  The 
l&iltcl  of  Income  and  Inheritance  Tsxes  on  the  Diatrflmtk»  of  wesltii; 
P\i!bVLe  B.^fEQ^»Ktfni  fA  ^  %.<fBe&«  1 


PuhUeaiiom  of  the  Ameriean  Ecanomie  A99oeiaikm  881 

ydnme  VI,  1916 

Tbe  American  Economic  Review,  **Marcfa,  *Vime,  Septeml>er,  and  **December; 

each,  11^ 

**Siipplement— Twenty-dglith  Annual  Meetings 

Papers  and  Proceedings.  Tbe  Apportionment  of  Representatiyesi  Effect 
of  the  War  on  Foreign  Trade  iBndset  Making  and  the  Increased  Cost 
of  Government;  Economic  Costs  of  War;  Economic  Theorising  and 
Scientific  Progress;  The  Role  of  Monej  in  Ecooomie  Theory;  Price 
Maintenance;  Investment  of  Foreign  CapitaL  Pp.  848.  1.85 

Supplement— Handbook  of  the  Association,  1916.  .70 

Vdome  VII,  1917 

The  American  Economic  Review,  March,  Jane,  September,  and  December; 

each,  1.85 

Supplement — ^Twenty-ninth  Annual  Meetinst 

Papers  and  Proceedings.  The  National  Point  of  View  in  Economics; 
Landed  Property;  Two  Dimensions  of  Economic  Productivity;  Some 
Social  Surveys  in  Iowa;  The  Land  Problem  and  Rural  Welfare;  The 
Federal  Farm  Loan  Act;  Statistics  of  tbe  Concentration  of  Wealth; 
Gold  Supply  at  the  Close  of  the  War;  Loans  and  Taxes  in  War  Finance; 
Problems  of  Population  after  the  War;  Some  Phases  of  the  Minimum 
Wage.  Pp.  875.  1.85 

Supplement— Inda  to  the  Publications,  1886-1910.  JI5 

Volume  VIU,  1918 

The  American  Economic  Review,  March,  June,  September,  and  **Deeember; 

each,  1.85 

Supplement — ^Thirtieth  Annual  Meetings 

Papers  and  Proceedings.  Economic  Reconstruction;  Federal  Taxes  upon 
Income  and  Excess  Profits;  Land  Utilisation  and  Colonisation;  Federal 
Valuation  of  Railroads;  Co-ordination  of  Employment  Bureaus;  Control 
of  the  Acquisition  of  Wealth;  Motives  in  Economic  Life;  Price-Fixing; 
Problems  of  Governmental  EiBdency;  Economic  Alliances  and  Tariff  AcU 
Justments.  Pp.  817.  1.85 

Volume  IX,  1919 

Tbe  American  Economic  Review,  **March,  June,  September,  and  December; 

each,  1.85 

*^Supplement— Thirty-first  Annual  Meetings 

Papers  and  Proceedings.  Economists  in  Public  Service;  Interest  on  In- 
vestment a  Manufacturing  Cost  Factor;  Control  of  Maiketing  Methods 
and  Costs;  War  and  the  Suppiv  of  Capital;  War  and  the  Rate  of  In- 
terest; Index  of  the  Cost  of  Living;  Securing  the  Initiative  of  the  Work- 
man; A  Legal  Dismissal  Wage;  After-War  Gold  Policies;  Foreign  Ex- 
change; Stabilfadnfftfae  Dollar;  Tenancy  of  Landed  Property;  Price- 
Fixing;  Economic  Theory  in  an  Era  of  Readjustment;  Psychology  and 
Economics;  The  Open  Door  and  Colonial  Policy;  Reports  of  Commit- 
tees on  Foreign  Trade  and  Purdiasing  Power  of  Money.  Pp.  868.  IM 

**Supplement  No.  8.— Report  of  the  Committee  on  War  Finance,  rp.  148.  MO 

Supplement  No.  a— Handbook  of  the  Association,  1919.  .75 

Volume  X,  1980 

Tlie  American  Economic  Review,  **March,  June,  September,  and  December; 

each,  1.85 

**Supplement— Thirbr-Mcond  Annual  Meetings 

Papers  and  Proceedings.  Excess  Profits  Taxation;  Germany's  Repara- 
tion Payments;  International  Supervision  over  Foreign  Investments; 
Results  of  a  Balanced  Industrial  System;  Employee's  Representation  in 
Management -of  Industnr;  Prices  and  reconstruction;  Banking  Policy  and 
Prices;  Large-Scale  Marketing;  Reports  of  Committees  on  Foreign 
Trade,  Co-ordination  in  Taxation,  Census  Advisory  Committee.  Pp.  87a  1.85 

Supplement  No.  a— Taxation  of  Excess  Profits  in  Great  Britain.  Pp.  8U.  8.50 
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VoliimeXI,ini 
The  American  Economic  Review,  March,  June,  September,  and  December; 

eadwll 
Supplement — Thirty-third  Annual  Meetings 

Papers  and  Proceedings.  The  Railroad  Situation;  Our  Fordgn  Trade 
Balance;  Problems  of  the  Bituminous  Coal  Industry;  Traditional  Eco- 
nomic Theory;  Non-Euclidean  Economics;  Federal  Taxation  of  Profits 
and  Income;  Teaching  of  Elementary  Economics.  Pp.  194.  ] 

Supplement  No.  2.— Karelsen  Priae  Essays,  on  What  Can  a  Man  Afford?  Pp. 
11&  ] 

Volume  XII,  1922 
The  American  Economic  Review,  March,  June,  September,  and  December; 

ewji,] 
Supplement — ^Thirty- fourth  Annual  Meeting: 

Papers  and  Proceedings.  Business  Cycles;  American  Trade  Unionism; 
The  Railroads;  Workmen's  Compensation;  Federation  in  Centrd 
America;  Teachinff  of  Elementary  Economics;  The  Chain  Store  Groeer; 
Economics  and  Ethics.  Pp.  194.  I 

Supplement  No.  2.— Handbook  of  the  Association,  1922.  1 

Volume  XIII,  1928 
The  American  Economic  Review,  March,  June,  September,  and  December; 

Supplement — ^Thirtv-fifth  Annual  Meeting: 

Papers  and  Proceedings.  Trend  of  Prices;  Trend  of  Rate  of  Interest 
ana  Investment;  Outlook  for  Wages  and  Employment;  Overhead  Costs; 
Commercial  Rent  and  Profits;  I^bor  Turnover;  Factors  in  Wage  De- 
terminations; Income  of  Farmers;  LArge-Scale  Production  and  Mer- 
chandising; Marketing  Farm  Products;  Bureaus  of  Busineas  Research. 
Pp.298.  I 

Volume  XIV,  1924 
The  American  Economic  Review,  **March,  *Vune,  September,  and  December; 

each,! 
Supplement — Thirtv-sizth  Annual  Meeting: 

Papers  and  Proceedings.  International  Trade  and  Commercial  Policy; 
Railroad  Consolidation;  Economic  Theory;  Transportation;  American 
Foreign  Trade;  Marketing.  Pp.  192.  I 

Supplement  No.  2.~Handbook  of  the  Association,  1924  L 


Volume  XV,  1925 
The  American  Economic  Review,  March,  June,  September,  and  December; 


escfa,! 


Supplement — ^Thirtv-seventh  Annual  Meeting: 

Papers  and  Proceedings.  The  Economics  of  Advertising;  Problems  of 
Economic  Theory;  Transportation;  Marketing;  Giant  Power;  The  Teach- 
ing of  Business  and  Economics;  Bushiess  Adminiatration;  Monetary 
Stabilization;  Foreiffn  Service  Training;  Highway  Economics;  Psydio- 
logical  Problems  of  Industry.  Pp.  168.  1 

••Supplement  No.  2.— Babson  Prise  Essay,  on  Forecasting  the  Price  of  Hogs. 
Pp.  22.  1 

Volume  XVI,  1928 

The  American  Economic  Review,  March,  June,  September,  and  December! 

each,  1 

Supplement— Thlrtv-eigfath  Annual  Meeting: 

Papers  and  Proceedings.  Movement  of  Real  Wages;  Teaching  of  Eco- 
nomics; Consuming  Power  of  Labor  and  Bushiess  Fluctuations;  Eco- 
nomic Problems  involved  in  the  Payment  of  Intematkmal  Debts;  Eei>- 
nomics  and  Geography;  Agriculture  in  our  National  Policy;  Tulf 
Making;  Trade  Associations;  Theory  of  Wages;  Reducing  the  Costs  of 
Marketing;  Topics  in  Economic  History;  Railway  Problemt;  Land 
E.coTvom\c%\  YtdcT^  Reserve  Policies.  Pp.  888.  1 

Supplement  '^  o .  ^.— 1\qxv^qc^k.  ^\  >Sm^  K»w»haS6scsi^  1028,  1 
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Vdmne  XVII,  1927 

le  American  Economic  Review,  March,  June,  September,  and  December; 

eadi,  91^ 

Supplement — Thirty-ninth  Annual  Meeting: 

Papers  and  Proceedings.  Economics  of  Prohibition;  Economic  History; 
Use  of  the  Quantitative  Method  in  the  Study  of  Economic  Theory; 
Present  Day  Corporation  Problems;  American  Practices  Analagous  to 
Foreign  Controls  over  Raw  Materials;  Marketing;  Interest  Theory  and 
Price  Movements;  Problem  of  Effective  Public  Utility  Regulation;  Im- 
migration Restriction — Economic  Results  and  Prospects;  Family  Bud- 
gets; Motor  Transportation  in  the  United  Stotes.  Pp.  2I&  1.25 

pplement  No.  2. — Report  of  the  Dinner  in  Honor  of  Professor  John  Bates 

Claric  Pp.  18.  JSO 

Volume  XVIII,  1928 

le  American  Economic  Review,  March,  June,  September,  and  December; 

each,  1.25 

pplement. — Fortieth  Annual  Meeting: 

Papers  and  Proceeduigs.  Land  Economics;  Marketing;  Present  Status 
and  Future  Prospects  of  Quantitative  Economics;  Post- War  Fluctua- 
tions of  Commodity  Prices;  Relationship  between  Departments  of  Eco- 
nomics and  Collegiate  Schools  of  Business;  Economic  History;  Simpli- 
fication of  the  Federal  Income  Tax;  Economic  Significance  of  the  In- 
creased Efficiency  of  American  Industry;  An  Approach  to  the  Law  of 
Production  and  Its  Relation  to  the  Welfare  of  the  Wage-Earner; 
Meaning  of  Valuation;  Railroad  Valuation  with  Special  Reference  to 
the  O* Fallon  Decision;  Interest  Rates  as  Factors  in  the  Business  Cycle; 
Should  the  Debt  Settlements  be  Revised;  An  Examination  of  the  Rea- 
sons for  Revision  of  the  Debt  Settlements.  Pp.  805.  1.25 

pplement  No.  2.— Handbook  of  the  Association,  1928.  2.00 

Volume  XIX,  1929 

le  American  Economic  Review,  March,  June,  September,  and  December; 

each,  1.25 

pplement — Forty-first  Annual  Meeting: 

Papers  and  Proceedings.  Market  Shifts,  Price  Movements,  and  Em- 
plo}rment;  Some  Observations  on  Unemployment  Insurance;  Market- 
ing; Land  Economics;  Law  and  Economics;  JPrice  Stabilisation;  London 
and  the  Trade  Cycle;  Federal  Reserve  Policv  and  Brokers'  Loans; 
Central  Planning  of  Production  in  Soviet  Russia;  International  Differ- 
ences in  the  Labor  Movement;  Tariff  Making  in  the  United  States; 
Economic  History;  Locality  Distribution  of  Industries;  Regulation  of 
Electric  Light  and  Power  Utilities;  An  Inductive  Studv  of  Publicly 
Owned  and  Operated  vs.  Privately  Owned  but  Regulated  Public  Util- 
ities; Regulation  of  the  Common  Carrier;  Commercial  Motor  Vehicle 
and  the  Public.  Pp.  284.  1.25 

Volume  XX,  1980 

le  American  Economic  Review,  March,  June,  September,  and  December; 

each,  1.25 

ipplement — Forty-second  Annual  Meeting: 

Papers  and  Proceedings.  Economic  History,  Public  Works  Plan  and 
Unemployment;  Theory  of  Economic  Dvnamics  as  Related  to  Indus- 
trial Instabilitv;  Chief  Economic  Problems  of  Mexico;  Reparations 
Settlement  and  the  International  Flow  of  Capital;  Federal  Reserve 
Board — Its  Problems  and  Policy;  Economic  and  Social  Consequences 
of  Mechanisation  in  Agriculture  and  Industry.  Pp.  214.  1.25 

Volume  XXI,  1981 
le  American  Economic  Review,  March,  June,  September,  and  December; 

each,  1.25 
ipplement — Forty-third  Annual  Meeting: 

Papers  and  Proceedings.  Decline  of  Laisses  Faire;  Small  Loan  Busi- 
ness; Social  and  Economic  Aspects  of  Chain  Stores:  Russian  Economic 
Situation ;  Trustification  and  Economic  Theory ;  Persistence  of  the  Mer- 
ger Movement;  Program  of  the  Federal  Farm  Board;  Social  Im^Uca^tSncL^ 
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of  RettrfeUoD  of  Affriciiltiinl  Ontpvt;  Luid  Economies  and  Real  Eatate 
Inftltntloiiallm— What  It  Is  and  What  It  Hopes  to  Become;  An  Ap 
proadi  to  World  Economics;  International  Industrial  Relation*— Higra 
tion  of  Enterprise  and  Policies  Affecting  It;  World-Wide  Depression  o 
IMO;  Present  Depression— A  Tentative  Diacnosbt  Power  and  Props 
ganda;  Failure  of  Electric  light  and  Power  RegulatioQ  and  Some  Pro 
posed  Remedies.  Pp.  801. 
Supplement  Na  2.— Handbook  of  the  Association,  1981. 

Vdume  XXII,  IMS 

Hie  American  Economic  Review,  Mardi,  June,  Sq>tember,  and  Deceniber; 

ead 

Supplement — For^-fourth  Annual  Meetingt 

Papers  ana  Proceedinss.  Private  Enterprise  in  Eeonomic  History;  Shorte 
Working  Time  and  Unemployment;  Quantitative  Economics;  Theor 
of  Tedmological  Progress  and  the  Dislocation  of  Employment;  Measure 
ment  of  PnMuctivi^  Changes  and  the  Displacement  of  Labor;  Stabilisa 
tion  of  Business  and  Employment;  Principle  of  Planning  and  the  Institn 
tion  of  Laissei  Falre;  Institutional  Economics;  Elasticity  of  Demand  a 
a  Useful  Marketing  Concept;  Investments  of  Life  Insurance  Companies 
Real  Estate  in  the  BusfaMSS  Qyde;  Investments  and  National  Policy  o 
the  United  States  in  Latin  America;  Recent  Changes  in  the  Characte 
of  Bank  Liabilities  and  the  Problem  of  Bank  Reserves;  Bank  Failnic 
in  the  United  States;  Transportatkm  by  Rail  and  Otherwise;  Our  Chang 
ing  Transportation  System.  Pp.  808. 

Vdume  XXIII,  1968 

The  American  Economic  Review,  Mardi,  June,  September,  and  December; 

ead 

Supplement — ^Forty-fifth  Annual  Meeting: 

Papers  and  Proceedings.  Rise  of  Monopoly  in  the  United  SUtes 
Record  of  Insurance  in  the  Depression;  Soine  Theoretical  Aspects  o 
Unemployment  Reserves;  The  Economics  of  Unemployment  Rdiel 
American  Economic  Thought;  Formation  of  Capital:  Measurement  an< 
Rdation  to  Economic  Instability;  Sise  of  Busmess  Unit  as  a  Facto 
hi  EAdency  of  Marketing;  Reserve  Bank  Policy  and  Economic  Plan 
ning;  Federal  Reserve  raicy  in  World  Monetary  Chaos;  Tariff  Re 
form  I  The  Case  for  Barcaining;  Speculation  in  Suburban  Lands;  Res 
Estate  S^peculation  and  the  Depresskm.  Pp.  206. 

Supplement  Na  2.— Handbook  of  the  Assodation,  1088. 

Volume  XXIV,  1084 

The  American  Economic  Review,  March,  June,  September,  and  December; 

eacli 

Supplement — Forty-sixth  Annual  Meeting: 

Papers  and  Proceedings.  The  History  of  Recovery;  Public  Utilities  ii 
the  Depression;  Imperfect  Competition;  Fundamentals  of  a  Nations 
Transportation  PoUcv;  Corrdation  of  Rail  and  Highway  Transpor 
tation;  Marketing  under  Recovery  Legislation;  Economics  of  the  Recor 
ery  Act;  Measurement  of  Unemployment;  Controlled  Inflation;  Bank 
ing  Act  of  1088— An  Appraisal;  Some  Statistics  on  the  Gold  Situation 
Tht  Problem  of  Tax  Doinquency;  The  Problem  of  Expanding  Govern 
mental  Activities;  The  Economics  of  Public  Works.  Pp.  284. 

The  American  Economic  Assodation,  founded,  among  other  purposes,  foT 
encouragement  of  economie  researdi"  and  *tiie  encouragement  of  perfect  freed 
economic  discussion,*  has  over  three  thousand  members,  Induding  public  and  p 
slonal  men  and  most  of  the  leading  students  of  political  economy  in  America, 
bership  dues  are  five  ddlars  a  year.  Each  member  reodves  all  current  report 
publicatioos  of  the  Association. 
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